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OLYMPICS KATSIAOUNI 

SUMMARY : PLANNING AND EMPLOYMENT IN A SMALL ECONOMY: THE REPUBLIC 

OF IRELAND 

The dissertation can be considered in three parts. 

Part I is a review of the evolution and uneven development of the 

Irish economy for recent decades. A main reason in undertaking this 

is to bring to the fore some of the neglected features of that 

development and its distinct characteristics. It is argued that 

abstracting from the course and stage of development of Ireland has 

enab I ed orthodox economists t o transpose , i nd i scri m i nate I y, ·1·0 this 

country the analys is and prescriptions offered for more advanced 

economies . Yet it is precise I y when the 1 ong-term gro\1th and 

employment performa nce is unravel led that the unemployment experience 

cannot be regarded as a temporary aberration. 

Pait 2 appraises critically the theory of indicative planning and 

then examines the three, 1959- '72, planning experiments in Ireland. 

Despite the ear ly abandonment of the later plans their theoretical 

framework and techniques hav e been, gene rally, exone rated from any 

responsibi I ity for the ensuing difficulties . While we examine the 

origin and empirical content of the purely pragmatic explanations 

for 'failure' grea t e r attenti on is paid to the methodology and the 

activities of the planners . This line of inquiry provides an insight 

into the ambiguous status of t a rgets and weak impleme ntation of Irish 

plans, and ~n expl a nation why th e habitual neg lect of theory led , on 

occasions , to seri ous cont r adictions . 

Part 3 focuses on t he ideas presented in ea r I i er seer ions that argu e 

for an alternative pl anning approach to the industrial sector . Th is i s 

carried out i n t wo s t ages. Fi r st , we exami ne the long- t e rm association 

between the growth of manufacturi ng output and emp loyment (or 

productivity) drawing from the experience of 44 in du st rie s fo r sub

per iods bet ween 1953 and 1974. At th i s po i nt an oppor tu ni ty is t aken 

to compare the res u lts to those obtained by investigators, notably 

P. J. Verdoorn and N. Ka I dor, for other cou nt ries. Second, we make use 

of the derived statistical associations to estimat e, in t er al ia, the 

path of ind ustrial ou tput growt h required for expand in g employment i n 

the next decade . 
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Chapter I: INTRODUCTION 

The present decade has been chosen by the International Labour 
Organisation (ILO) to be the period inaugurating the World 

Employment Programme. It threatens to be the most disappointing 

era s i nee the 1930s. As Robinson and W i I k i nson ( 1977) have 

noted the phrase 'the age of frustration' seems to be a more 

appropriate description of the current times and state of 

economics than the years when the post-war gains of prosperity 

and ful I-employme nt were to be consolidated.* In economics the 

method and ideas that made it possible for market economies to 

prevent large sca le unemp loyment, and other associated difficu lt ies, 
are derided and pre-Keynesian habits of thought are again in 

prominence. ** This is particularly pronounced in the case of 

Ireland, an economy which traditionall y was the exception rather 

than the rule vis-a-vis its European neighbours in that high 

un em ployment and emigration have been a secular characteristic. 

In~ perverse way the effect of the 197 4- 1 76 economic recession 

has been construed by some Irish commentators as a confirmati on of 
th e v iew that un emp loyment is, in the main, vo luntary, fricti onal 

or otherwise an i nd iv i dua I I y se If- i nf I i cted phenomenon. In the 

past when Ireland wa s t he exception, in t errns of surplus labour, 

th i s gave an op portunity to a section of the nationalist op ini on 

to canvass the case that domestic economic difficulties were 

external IY instigated. *** But currently the exception has become 

* 

** 

*** 

et. J. Robinson and F. ~li lkinson, " Vvha t has Become of Employment 
Policy?", Th e Cambridge Journal of Economics, rAarch 1977. Other· 
economists that have expresse-d s i mi I ar sentiments are, E. H. Phe I rs Brown 
"The Unde r development of Econom ics" and G.D.N. lfors1v ick "Is Progress 
in Economic Science Possible? 11, both in, The Economic Journal, 
March 1972 . 

See, for example, T.~I. Hutch i son, Keynes v. the Keynesians ... ?, IEA 
London, 1977, and F.A. Hayek, Ful I fo1ployment at Any Price?, IEA London, 
1975. 

This view remained una I tered much after po I it i ea I independe nce v,as 
secured in 1922, ::J nd it is sti 11 t he belief of a minority desode 
the maturity of the .internal po litical institutions, see E. RuMpf ar.d 
A.C. Hepburn, N::Jtional ism and Social ism in Twent ieth-Ce1ri- ur·v_ lrsla..!:_?_, 
Liverpool, 1977. 



the norm as regards unemployment, and this has indirectly added 
a new v igour and respectabi I ity to economic doctrines which claim 
t hat there is I ittle scope for domestic in i tiatives - collective 
or otherwise . Thus once again considerable effort is expended in 
viewing economic difficulties as externally imposed or natural 
phenomena in the sense that th ey are deemed beyond the ingenuity 
of society or that they may eve n serve a purpose in satisf y ing 
i ndi v idual procli v ities. This has bee n the general background 
again s t which the present d i ssertati on has been prepared . Since 
particular ideas and sections of this study wi I I app ear content ious 
to, at least, one schoo l of econom ic thou ght care has been ta ken t o 
trace, when ever pos s ibl e , th e ant ecedents of this wor k and to 
present in some detai I the t eachings and imp I ications of rival 
theori es . 

Th e th ree parts of the thes i s, t hough shar i ng many themes i n common, 
can be treated at th i s stage as separate ent it ies. 

Par t I i s a r eview of t he evo lution a nd uneve n development c f the 
Irish economy i n recent decades. A ma i n reason i n unde rtaking this 
is to bring to the fore some of the neglected features of t hat 
deve lopment and t o high I ight its dist i nct characterist ics. !t is 
argued that abstracting from the course a nd stage of development 
of Irel and has enabled orthodox economists to trans pose, indiscriminately, 
t o this country the ana lysis and prescriptions offered for more 
advanced economies . Yet it is precisely when the long-term growth 
and emp loyment performa nce is unravel led, i.e., when neither 
output nor the labour force can be pres umed unchanged, that the 
employment experience cannot be cons idered as a lapse from ful I 
emp loyment or a temporary aberration . Thi s a=pect was recognised 
by the introduction of the first plan i n Ireland, 'discussed in 
chapter 4, but lost sight of by the theorntical framework adopted by 
the Second and Third Programmes. 

Part 2 appraises cri ticall y the theory of non-interventionist planning, 
as developed by Meade, and proceeds to ex2nnine the recent, 1964- 1 72, 

planning exper iments in Ireland. Despite the early abandonment of 
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these plans their theoretical framework and techniques have been 

exonerated, by the planners, from any responsibi I ity for the 

e ns u ing difficulties. Explanations have been sought rather in 

ad hoe events that were relied on to absolve both the organisation 
and specific methodology fol lowed by the economic programmes. While 

we examine, in chapter 5, the origin and empirical content of the 

purely pragmatic explanations for 'failure' greater attention is 

paid than hitherto to the methodology and activities of the planners. 
This I ine of inquiry provides an understanding of the ambiguous 
status of targets and weak implementation of Irish plans, and an 

explanation why the habitual neglect of theory by planners led, 

on occasions, to serious contradictions.* In particular, the 
adopted theoretical scheme was much more timid in its objectives 

and arbitrarily exacting in its assumptions than the claims made on 
its behalf by Irish planners. 

An approach that relies on an examination of specific plans 

though useful in demonstrating particular defects and in sugges ting 
improvement s is, neve rthe less , inevi tably restricted in scope. 

Ch apter 6, therefore , is an at tempt to widen the fra me of the 

inve stigati on while focussing , inte r al ia, on the ro le of t he 

i ndustri a l sector . 

Part 3 develops the ideas presented in chapte r 6 , an d _e lsew he r e, t ha t 
a r gue for a p lanning approach to the industrial sector commensurate 

with its s t a t us as t he mai n !eve r f o r em pl oyment ex pans ion . This is 
carried out i n two stages. In chapt er 7 we examine, primari ly, 
the long-term associa t ion between the growth of manufactur i ng output 
and empl oyment (or producti v i ty) dr awing on the exper ience of 11- i sh 
ma nufa ct uring i ndustr ies for sub-pe r iod s bet wee n 1953 and 1974. In 

do i ng t h is we abandon, exp I icitly, two stat ic assumptions preva lent 

* By 'habitual neglect' we do not wish to imply that Irish planners 
were devoid of a conceptual scheme but rather that these id eas 
survfved, unscathed, despite the fate of successive planning 
documents and other evidence contrary to their a priori premises. 
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in Iri sh planning documents . The first is that for a g iven growth 
ra t e of industrial output al I ~onfigurations between productivity 
and employment are equally I ikely. The second is the view of 
productivity and employment as not only antithetical but largely 
independent of output growth. At this point an opportunity is 
taken to compare the results and experience of the Irish manufacturing 
sector with those obtained by investigators for other countries. 
Chapter 8 makes use of the derived statistical associations, and other 
evidence, to delimit the projected growth of manufacturing output 
compatible with expected rates of labour force growth. As wi I I 
be made clear, both the theoretica l premises and the statistical 
relationships posited are radically different from their counterpart 
found in the formal methodology of prev ious Irish plans. 

Th e final chapter is a brief review of earlier findings and 

an attempt to separate those imp I ications of the study that 
can be incorporated into th e existing planning framework from 
the ones that presuppose a more radical departure . 



PART ONE: PROLEGOMENA 



PART ONE: PROLEGOMENA 



Chapte r 2: ASPECTS OF !RISH ECONOM IC DE VELOPMENT 

The aim of this chapter is to review certain features of Irish 

economic development as a prelude to the main body of the thesis . 

The phenome n~ surveyed here, though they may appear as not of direct 

concern of the research, wi I I prove a useful introduction to the 

issues relating to ~mployment and plann ing discussed in subsequent 

parts . The primary intention, therefore, is not so much to 

familiarise the rea de r with the Irish economy but rathe r to highlight 

some uni q ue and neglected features of Irish economic development 

that are of relevance to the prese nt work.* 

It wi 11 be argued that the empl oyme nt and planning difficulties of 

Ireland are connected in part with the incomp lete natu re o f its 

economic de velopment. Amongs t the most conspicuous e xpression s 

of Ireland's partial underdevelopment are its perennial surp lus 

labour, including high open unemployment and em igration, the form 

of ope nness of its economy, in particular the lack or weakness of 

autonomous fiscal and monetary policy instrume nts , and the influence 

of agricul t ure for output, emp loyme nt and export earnings. These 

are some of the features which de l im i tate I re land from her advanced 

European nei ghbours. The tra ditional large differences i n se ctor-al 

producti v i ty, t he reg ional s t r uctural dis parities in e conom ic acti viti es 

and income, and t he relati ve abse nce of a capital goods in dus try a re 

additional tons tit uents o f Ir is h e con om ic de ve lopme nt. 

The Irish emp loymen t difficulti es cannot be re ga r de d as ' a lapse 

from full errip loymen t ' o r a d i s t urbance of an equ ili brium already 

* Two rece nt and relatively short introductory textbooks on the 
I ri sh economy are K.A. Kennedy and R. Bruton's The Irish Economy 
( 1975) and J,V/ , O'Hagan's (ed.), The Economy of Ireland (1975). 
Furthermore, J.A. Bristow and A.A. Tait's (eds.) Economic 
Po l icy in Ireland (1968) is a survey of spec i fic topics within 
the area of the managerrent of the economy, prirnari :y tor the 
1960s, while J. Meenan ' s The Irish Economz: C 1970) is a 
descriptive survey on aspects of the Irish economy since 1922. 



a t taine d. * Relative. surplus labour , including open unemployment and 

high emi gration, has e x isted throughout the past century and has 

p rocee de d eve n at sub - periods , vlz ., the 1960s , wh ere the industrial 
sector was undergoing rapid transformation .** By relative surplus 

labour at this stage 1v e simply mean that the growth of t he industrial 
sector has not bee n s ufficient to e mploy th e natura l growth of the labour 
force plus the outflow from agriculture . The resultant e ffec+, which 
in Ireland took the form of ope n and disgui se d unemployment , emi gration 

and low marri e d fema le pa rt ici pati on rat es is more akin to 1non

employme nt1 e xperi enced by unde rdeve loped co untries than the irregu lar 

growth o f emp loyme nt oppo rtuni t ie s of develope d economies. The 

existen ce of re lat i ve s urpl us labour does not prec l ude further employment 
difficulti es due to a re cessi on or to restrictive fiscal and l'TK)ne ta ry 
po! icies. Th e margin of progres s howe ver, that has usual ly accompanie::t 

fisca l ch anges in gove rn ment pol i cy fo r sti mulating the economy has 
been i nadequate , in t he sh o rt ru n, fo r e li min ating unempl oyment . 

To date most of the research on the emp loyme nt prob lem i n I rel and has 
concentrated on th e compos it ion and durat i on of open unemp loyment, 
gen e ra ll y in t he non- farm s ector, and on demog rap hic project ions. This 
preoccupation is o f limited va l ue for what is i n d i spute is not the 

f actual seriousness of the unemp loyment prob lem but rather t he 
appr6priate ana lytic fra mework and the possib le ways fo r dea li ng with 
it. In other v/Ords an analysis of open unemployment hov,ever tho ro~gh, 

e.g., by age, duration, sex, social and occ up ationa l status, wi I I 

not by itself suggest the means for rectifyi ng t he overal I shortfa i Is 

* 

** 

This term was popu larised by A.C. Pigou in Lapses From Ful I Emplovmsnt 
( 1945) in describing an imaginary economy 1vhere fu l I employment 
was the norm and unemployment a fricti onal aberration. 

One of the f irst to use the terms 'surplus labou r' or 'relati ve 
surplus-population' to describe the employment difficulties 
encountered in I re l and was K. Marx. Thus, in Capita l he wrote -
"The uncertainty and irregularity of employmen°f7thE3constanT 
return and long duration of gluts of labou,-, al I these symptoms 
of a relative surplus-population, figure therefore in the reports 
of the Poor Law administration, as so many hardships of the 
agricultural proletariat" (Vol. I. p. 708, 1887). 
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in employment. It i;; our opinion that the employment problem in 

Ireland is bound up with its own peculiar form of development and two 

additional factors, neglected hitherto, must be introduced in the 

debate . The first pertains to the rate and composition in productive 

capac ity Cprimari ly in the industrial ~ector) and the second to the 
type of long-term State controls (including planning ) suitable to the 

Irish economic predicament. These factors which, inter al ia, affect 
the grmdh and direction of effective demand are dynamic in nature and 

cannot be dealt within models which at core imply self-regulating 

adjustments around a given equi I ibrium. * 

Ireland is described by some, including its own government and the 
OECD as a developed economy.** This viewpoint which is often expressed 
for reasons of political pride or expediency, e.g., gaining membership 
of the EEC, is reinforced by the simple criteria of development found 

in economic lite rature . By using the comparative static criterion for 
development suggested, for exa mp le, by Higgins, it can be shown that 
Ireland is no t an underdeveloped economy.*** In t erms of income 

per head, shares of investment in output and employment generated by 
industry , Ireland is mu ch above the so-called third world and close r 

to he r European counterparts . The social indicators, in terms of 

I iteracy, medica l services and ca lorie intake again po int in the same 

* 

** 

*** 

As J, Robinson has noted "A model app l icab le to actua l history has 
to be capab le of gett i ng out of equi I ibri um; indeed it must norma l Jy 
not be in it" (Es says i n the Theory of Economic Growth (1 962) p.25 ). 

For examp le, the OECD annua l economi c surveys usual ly treat the 
man agemen t of the Irish economy on par with the British and French 
economies with undue reliance on short term fis cal and monetary 
poli cies. More serious than t h i s the treaty of access ion to the 
European Communi ty embodies large ly the same t erms and ob li gations as 
on the othe r memb ers cf. The Accession of I re land to t he European 
Communities, Government Stationery Off ice, Pr l. 2064, Dub lin 1972. 

See B. Hi ggins, Econom ic Development ( 1965, 2nd edition) pp. 8-33. 
The ma jor criteria chosen by Higgins are GNP per head and le ve ls of 
industrialis at ion at particu lar points in tim~. On his criteria, 
I re land appears in tre early 1960s as a deve loped economy, p. 9 and 
in t he Append i x, Tab le I I, p. 886, alongside Britain, Germany ( F.R.) 
and Sweden. Although the use of sing le criteria, e.g., GNP per head, 
may faci I itate a clear division of the g lobe into 'developed' and 
' un derdeveloped' economies such an indicato r is too c r ude for the 
ta xonomy of single countries. 
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direct i on .* The weakness i n adopting Higgin 1 s i ncome criterion as a 

s t arting point of analysis for Ireland is that it neglects the persistent 

and high unemployment , emigration, the differences in productivity and 

output per f ormance between industry and agriculture and the contin u i n g 

i mpo r tance of the latter sector for both output and e xports . ** Furthermore , 

the mode of industrialisation has meant an increasing dependence on 

foreign capital for both output and employment while there is an outflovJ 

of funds in the form of dividend repatriation and private purthases 

of foreign financial assets. It wi 11 also be argued, finally, that th e 

form of openness of the economy has meant that I re land has not had 

access to the same range of policy controls traditionally avai I able 

to develope d economi es. 

The broad changes that have taken p I ace in I re I and over- the past two 

decades have been described by H. O'Nei I I as 'the end of the transitional 

stage of its economic deve l oprne nt 1 (Spatial Plannin g in . a Sma! I _E,conomy 

( 1971) p . 43) , Such a conclusion is premature for it imp I ics that 

the employment and acc umulat ion problems have been o ve rcome and that 

sectoral or regional i mbalances ha ve been co rrected . Econom ic historians 

or igina ll y used th e t erm i n an ex-_eos t way to desc r i be the e conomi c 

processes that obta ine d in the traditiona l pattern of de velop me nt for 

a smal I gro up o f western economi es and in pa rticular Britain , Germany 

and th e Un ited Stat es. This transi ti on as Schumpete r stressed was no 

les s qua I i tat i ve than quanti tative.*** The ma in el ements of t he qua I i t at i ve 

change we r e, th e econom i c e xpl o itation of technolog i cal innovat ions, 

* 

** 

*** 

Two sources are readily avai l able for comparing Ire l and to trie rest 
o f the EEC count r ies i n ~erms of health services, educational 
faci I ities, nutritiona l standards, compos ition of private consumption 
as bef~1een expenditure on food and the rest; the annual Rspo r t s on 
th e Deve l op ment of the Social Si t uat ion in t he Comm~ and the 
annua l Basic Statist ics of t he Community. 

Authors that explicit l y introduced unemployment including its 
structure and level, as an i nd icator of development are VI. A. Le1vis 
De ve l opmen t Pl ann in si, (1966, pp. 76-86) and D. Seers 'VJhat are we 
trying to Measure?' The Journa.1 of De ve lopment Studies, Apri I 1972. 

See J.A. Schumpeter , Th e Theory of Econom ic Development (1934) and in 
particular chapter 2. As the fo ll m1ing passage, p. 63 , demonst rates, 
Schurnpeter was ful ly awarn of the pitfal Is of creating economic 
taxonomi es about th e stages of developm3nt on a handful of statistics, 
"Nor w i I I th e me re growth of the economy, as sh0vm by t he gr01dh of 
population and viea lth, be des i gnated here as a process of de velopment. 
For it cal I s forth no qua I i tative l y nev; phe nomena, but on l y processes 
of ad aptati on of the same k i nd as t he changes in the natu r·al data 11

• 



2-5 

the changes brought about by economies of scale and in general the 

capitalist transformation of the organisation of production and 

distribution accompanied by the rise of an entrepreneurial class. The 

term, therefore, carries with it the imp I ication that the economy is 
undergoi ng an inexorable transformation , i.e., from structural problems 

of underdevelopment to the benefits of economic maturity within a 

relati ve ly short historical period. Moreover, the period of transition 
signal led the passing of an agrarian economy with its associated social 

and merchant capital characteristics, and the founding of an expanding 
capitalist society marked by a rapid accumulation of capital, the 

break up of the domestic system and the absorption of the rural labour 
force. At the termina l date of the transition major problems associated 
with employment, the productivity of the agricultural and industria! 

sectors and the disposal of surplus in foreign markets have been 

successfully carried through.* 

Ireland's experience to date does not fit neatly into this pattern of 
development. In the first sixty years of this century economic progress 

has been extremely uneven with periods of stagnation during the 1930s 
and 1950s. In the areas of economic growth and employment, regional 

backwardness and industrial accumulation the problems have not proved 
to be transi e nt or self-adjusting. Moreover the pace of accumulation 
is significantly de pen dent on th e inf low of foreign in vestment which is 
in part exogenously determined.** Thes e qua I ifications recognise the 
discontin uities that exist in the process of Irish economic developme nt and 
that neither sustained growth nor the rep I i cati on of th e same pattern 

* 

** 

Schumpeter carried his v1s 1on on the work in g of the capitalist process 
to exGess i n his _9apital i ~m, Social ism and Democrac'r'. ( 1943). In 
Chapte1- XV 11 I on "The Consequences of the Second world \ll ar11 he 
c ri t i cises Keynes, wh i ch he labels a 'stagnat ionist', for postu lating 
that effective demand could pose a prob lem for the deve lopment of an 
economy. Even prolonged depressions appeared to Schumpeter, pp. 66-69, 
as a breathing space for a "recurrent rejuvenat ion of the productive 
apparatus". 

cf. D. McA leese 'Capital Inflows and Direct Foreign Investment in 
Ireland 1952-1970 1 , JSSISI, Vol. 22 (1971- 1 72). From data provided 
by the Industrial Development Authority McAleese found that between 
1960 and 1970 foreign firms accounted for about 74 per cent of al I 
new industrial investment undertaken. 
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of development experienced by advanced countries wi I I inevitably occur. 

The fol lowing sections discuss in greater detai I some of the 

characteristics and discontinuities of Irish economic development. 

LONG TERM GROWTH RATES AND SECTORAL PROFILE OF THE ECO NOMY, 1926- 1974 

Since the founding of the Irish Free State in 1926 there has been 

a continual decline in the importance of the agricultural sector in 

terms of aggregate output, employment and exports and a para I le! 

increase ln industry. The decline of employment in agriculture 

has been both in absolute and relative terms, while for agricultural 

output and exports it is only in comparison to the rest of the economy. 

Yet, despite the 60 per cent decrease in agricultural employment, 

or by some 400 thousand, between 1926 and 1974, agricultural 

employment sti I I accounts for a quarter of the total. Similarly, 

though the increase of industrial employment between 1926 and the 

late 1960s was by some 80 per cent, or approx imately 140,000, even 

then indus tr ial employment was marginally lowe r , 28 as compared to 

30 per cent , than agriculture's share in total employment. 

In te rms of output, industry's share in GDP at constant prices 

increased from 15 to 40 per cent , 1926-1 974 , while the dee ! ine in 

the agricultura l share was from 35 to 20 per cent for the same 

per iod . The service sector was muc h more stab le or unspectacular 

by comparison, with smal I va riati ons in its r e lati ve contrib ution 

to GDP, at around 50 per ce nt and a modest increase in its nu mbers 

by seventy five thousand i n the fift y yea rs since In de pen dence. 

The fol lowin g table (Table 2.1) gives, inter al ia, for selected 

years, between 1926 and 1974, th e shares of the three s ectors in 

domestic product and emp loyment. * It may be stressed t hat despit e th e 

mar ked r e lati ve dec l ine o f ag ricu ltur e its s hare in r ecent yea r s, ear ly 

1970s, was by no mean s i ns ignifi ca nt eithe r i n its contribut ion t o the 

* For data on sect6ra l GDP i n Ire land at a more disaggrega ted ieve l t han 
t he off icia l statistics see G. E. J . Li ewe I lyn, The Potential f or Growt~ 
in Irish Tax Revenues , NESC Report, forthcoming. There, t he annual 
~alues of sectoral GDP, at 1968 prices , are give n for the period 1955-'73. 
Thi s enabled us to cross-check the es~ imates of the reai gro~th of 
secto r a ! GDP imp I ic i t i n Table 2. I wi Th Dr. Ll ewel lyn ' s recent da t ~. 



TABLE 2. 1 

SECTORS 

Agri cu I ture 
Industry 
Services 

Tota l 

I Agriculture 
I I ndustr·y I I 
I Services 
I 

l Tota l 

Agriculture 
I ndt.:stry 
Services 

Total 

I 
Agriculture 
I ndL:stry 
Sorvicss 

Agrl cu I ture 
i ncu:;try 

L Servic8s . 
-

Shares of Agri culture, industry and Services Sectors in Total Product and Employment in Various Years, 1926-1974 

1926 1938 1947 1958 . 1967 1972 1974 
I £m % of Total £m ,% ofTota1j £rn % ·of Tota I £rn % of Total £m · % of Total £m % of Total £m % of Tot al 

( i) GDP Gt Current Factor Prices 

45.2 31.91 40.0 I 27 .0 84. 9 30.7 126.3 26. 0 183 19.5 341.9 17.9 408 16 .20 25.7 18, I 35. 7 24. I 63. 5 23.0 141. I 29.0 315 33.6 664.0 34.8 848 33 .6 8 70 .9 

~~ 
49.0 127.8 46.3 218.7 45. 0 441 47.0 903.4 47.3 1262 50 . 12 -- -- -- - -- -- - -- ----141 .8 148.3 100 276.2 100 486. I 100 939 100 1909.3 100 2518 100 

( 11 ) GOP 3t constant ( 1958) prices 
117.3 35.3 118. 7, 30.2 111 27.7 126. 3 26.0 149 21.8 175.3 20.5 182.34. 19. 7 50.8 15 .3 73. 9 '18. 6 84. 2 21. 0 141. I 29.0 250 36.6 330 ;9 38.7 366.61 39. 7 164. 4 49.4 200.2 51.0 20'..i . 3 51. 3 2 18.7 45 . 0 234 4 1.6 348 .3 40.8 374.63 40.6 --

~ 392.8 
-- -- - -- -- - -- -- -- --332. 5 100 400.5 100 486. I 100 683 100 854.5 100 923. 78 100 I 

< i i 1 > Emp loym0nt 
'OOO 'OOO 'OOO ' OOO ' 000 ' 000 1000 

652.2 53. 5 587. 7 48.0 554. I 45. I 407 38. I 322 30 .3 267 25.5 254 24 162. 4 13 .3 217.5 17.8 240.7 19. 6 243 22.8 297 27 . 9 314 30.0 326 30.8 404.9 33 .2 419.2 34.2 434. 5 35.4 418 39. I 444 41.8 465 44,5 478 45.2 -- -- -- -- -- ---- -- - ---- -- -- --1219.5 100 1224.4 100 1229. 3 100 1068 100 1063 100 1046 100 1058 100 
(iv) Rati o of% share in GOP at current prices to share ln employrr~nt 

0.596 0,562 0.682 0.682 0 .643 o. 702 0.675 1.360 I. 355 I. 174 1.276 1.201 I . 160 1.095 1.506 I. 430 ! . 309 I. 149 I. 124 1.063 1.108 
( v) Ratio of% share in GDP at con stant (1958) prices to sh a re ln err.plovrnent 

0.660 0 .630 0.615 0.6 82 0. 720 0 .804 .82 1 I. 147 1.059 1.074 1. 276 1. 310 1.290 1.289 I. 489 I. 489 1.450 I. 149 0.995 0 . 916 • 898 .. 
-

SOURC:::: Kennedy (i971), Table 1.8; N::)tlonal In come and Expc· ndlture and Tr·e,,cs in·Employmont w~d Unerr.oloymont, various Issues. 

N 
I 

-J 
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domestic economy or when compared with other EEC countries. With the 
exception of Italy, individual EEC countries in 1973 had a labour force 

proportion in agriculture of around 10 per cent e.g., Denmark 
and France, or even less than 5 per cent e.g., Belgium and the 
UK compared to Ireland's 25 per cent. In terms of agricultural 
share in GDP, at current prices, and again with Ita ly's exception, 
al I other EEC countries had half or less of the Irish rate of 17 
per cent.* 

It is interesting to note that if one compares the ratios of the 
shares of GDP to the share in employment for agriculture and 
industry for the long term (e.g., 1920 to 1970) two phenome na are 
undisputed. First, that at any given point in time the ratio 
of the sectoral share of GDP to employment is higher for industry 
than for agriculture. Second, for successive points in time the 
trend has been for the gap in the two ratios to decrease - even 
for recent years, however, the ratio for agriculture is some 
40 per cent lowe r than its equivalent for industry . The first 
point indicates that despite the massivi outflow from agriculture 
the product per worke r in that sector is sti I I substa ntiall y 
below that of industry. Both Ka ldor (1966 , 1967) and Kuznets 
(1 966) ta ke this to be a yardstick of indigenous underdeve lopment 
or rat her a measu re of the potential outf low fr om agriculture 
before inter- sect ora l shifts in employment wo uld cease_~o be of 
importance . From th e Irish exper ience it wo uld seem that this 
rel at ionship of diffe rences i n sectoral productivity rather than 
absol ute numbers or the share of agricu lture in t ota l employment 
is a bette r gu i de as to whether further outfl ow from agricu lture 
can be expected. In fact economists who were a I ready pred i et i ng 
that Ireland in the late 1960s had arrived at the end of the tra nsitional 
stage in its economic development because 'over 26 per cent of the 
labour force is employed in industry and 32 per cent of GNP 

* Ital y's ag ricul tura l sha re in employment and output was second 
to that of Irela nd within the Community at approximately 17 
and 9 per cent, respectively, for 1972-1973. The above figures 
we re obtained from The Economic Situat ion in the Community, 
Quarterly Survey 4, December 1974, Brussels. 
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originates in that sector' have already been proved wrong.* If one 
is compel led to choose any simple method for determining the end of 
the transition process, shares of employment and output of one sector 
are misleading guides. The tendency rather to eliminate disparities 
in productivity by employme nt shifts from low to higher productivity 
sectors gives an indication of the task sti I I outstanding before the 
economic stimulus for the outflow from agriculture weakens. It can also 
be observed that, broadly, the smal ler the share of agriculture in total 
employment the closer the productivity performance betwee n agriculture 
and industry. Yet it is impossible to stipulate a percentage share 
for agriculture in advance, and irrespective of sectoral productivity 
differences, that wi I I be associated with no inter-sectoral shifts in 
employment. Let us take this one step further, Table 2.2, by comparing 
the Irish sectoral ratios of domestic output to employment with other 
EEC countries for 1973. 

TABLE 2.2 

I 

Ratio of Percentage Share in GDP at Current Prices 
t o Share i n Emp loyment: EEC Countries 1973 

COUNTRY INDUSTRY AGRICULTURE 

Denmark I. 15 0.81 
Germany I .04 0 . 47 
France I .18 0.48 
Ireland I .04 0.68 
Italy 0.88 0.53 
Netherlands I. 12 0.86 
Be I g i um I .00 I .10 
Lu xembourg I. 15 0.52 
United Kingdom 0.98 0.97 

Source: The Economic Situation of the Commun ity (1974), Ta ble I, p.21 . 

* c f. 0' Ne i I I ( I 97 I ) , Ch. 2 op. c it. 
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originates in that sector' have already been proved wrong.* If one 
is compel led to choose any simple method for determining the end of 
the transition process, shares of emp loyment and output of one secto r 
are misleading guides . The tendency rather to eliminate disparities 
in productivity by employment shifts from low to higher productivity 
sectors gives an indication of the task sti I I outstanding before the 
economic stimulus for the outflow from agriculture weakens. It can also 
be observed that, broadly, the smaller the share of agriculture in total 
employment the closer the productivity performance between agriculture 
and industry. Yet it is impossible to stipulate a percentage share 
for agriculture in advance, and irrespective of sectoral productivity 
differences, that wi I I be associated with no inter-sectoral shifts in 
employment. Let us take this one step further, Table 2.2, by compa ring 
the Irish sectoral ratios of domestic output to employment with other 
EEC countries for 1973. 

TABLE 2 . 2 

Ratio of Percentage Share i n GDP at Current Prices 
to Sh a re in Emp loyme nt : EEC Countries 1973 

COUNTRY INDUSTRY AGRICULTURE 

Denmark I . 15 0.81 
Germany 1.04 0.47 
France I . 18 0.48 
Ireland 1.04 0.68 
Ita ly 0 . 88 0 .53 
Nether lan ds I . 12 0.86 
Be I g i um I .00 1.10 
Lu xembourg I. 15 0.52 
Un i ted Kingdom 0 . 98 0 . 97 

Source: The Economic Situat ion of t he Commu nity (1 97 4 ), Tab le I , p .2 1. 

* cf. O' Ne i 11 (1971 ), Ch.2 op.cit. 
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As can be seen from the last table , Ireland's ratio in GDP to 
share in agr icultural employment i s below the Un ited Kingdom, 
Denmar k, the Netherla nds , and Belgium, but above Italy, France, 

Luxembourg and even Germany . This would somewhat run counter 
to Kuzne t 's (1966, p . 410) statement that:-

"The share of the agricultural sector in the labour force 
is higher than that in total product in underdeve loped 
countries; and in con trast between underdeveloped and 
develop ed countries is wider in the share of the agricultural 
sector in the labour force than in its share in total 
product". 

As Table 2.2 indicates, the contribution of agriculture by 

employment may exceed its contribution by output in the national 
accounts even for countries that a re 'developed', e.g. Germany 

and France. Thus , it is not only underdeve loped countries that 
exhibit this characteristic noted by Kuz nets . It would seem 
moreover that on this criterion cross-country comparisons are 
more I ikely t o give non-sensica l results than f o l lowing the 
sectoral productivity pattern of a given country through time. 
That is if Kuznet's statement was correct then Germany and 
France would have been less developed than Ireland in 1973 because 

the iatter's agricultural ra t io in output in relation to 

emp loyment was moderately higher. However, it one abandons the 
search for a~ al I encompassing single criterion of relative 
underdevelopment, then the ratio of sectoral contribution to 

output as compared to employment tel Is us something significant 
about the deve lopment experience of ind ividual countries through 
time . Namely, that development is associated with the narrowing 
of the differentials in sectoral productivity and that such 

differences may also indicate the inter-sectoral shifts of labour.* 
Two further points can be @ised with respect to the last tab le . 
Fi rst , that general ly the ratio for agriculture is below that of 

* This poi nt is in I i ne with the classica l o r Ricardi an theory 
of growth, see, for examp le, L.L. Pas i net~i Growth and 
Income Distribution (1974), particular ly Ch. I, and I. Adelman 
Theories of Economic Growth and Development (1961 ), Ch.4. 
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industry and, second, that the inter-country variation is not 
so .much in the relation between the share in GDP and the share 
In employment in industry (which osci I !ates around unity), but in 

agr iculture . These two observations, the second not as pronounced, 
were already noted with respect to Ireland for selective years 
between 1926 and 1974. 

If first impressions suggest that there is something unique, by 
west European standards, in the importance of agriculture in 
terms of output and employment to the Irish economy such a viewpoint 
is reinforced when we summarise the growth experience of that 
economy in terms of output, population and employment since 1926 . 
For it is here that the Irish experience diverges strongly, particularly 
with respect to demog raphy and employment. Table 2.3 summarises 
these trends for different sub-periods since the founding of the State. 

TABLE 2.3 

Period 

1926- 1 38 

1938-'47 

1947- 1 68 

1968- '73 

1926- 1 73 

Ave ra ge Annua l Rates of Growth of GNP, Constant Prices, 

Population, Employmen t,Output per capita and OJ tput per 
worker : Various Periods, 1926-1973 

GNP at Population Employment GNP per GNP per 
Constant head of Emp loyed 
Prices Population Person 

% % % % % 
I .34 -0.10 0.03 I .44 I .3 1 

0.30 0. 14 0.05 o. 14 0.24 

2 . 69 -0. 12 -0.69 2.80 3.40 

4.40 0.93 -0.20 3.47 4.60 

2 . 06 0 .06 -0.32 2.00 2.38 

Source: Ken nedy ( 197 1) Tab le I . ! a nd Tab le 1. 2; Report on Vi t a l 
Stat is t ics (1 973); Trends i n E~p loyment an d Unemp loyme nt 
and Nati ona l Income and Expenditu re vari ous i s s ues. 
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The acceleration of output in the post-war cannot be disputed. This 
growth was doubled when considered in terms of output per capita 
and nearer to 2.8 times as high in terms of growth of output per 
emp loyed person. By contrast total population was almost unchanged 
between 1926-1971, the year for the last complete census, while 
total employment fel I. Yet it is interesting to note that the 
post-war period was by no means an era of uninterrupted high 
growth. Table 2.4 gives a summary for the same variables in the 
post-war period. 

TABLE 2.4 

Period 

1947- 1 49 

1949- '55 

1955- ' 6 1 

196 1-' 68 

1968- 173 • 

1968- 1 74 

1946- '73 

Sou r ce: 

Average Annual Growth Rates of Real GNP, 

Sub-Periods 1947-1973 

GNP at Population Employment GNP per 
Constant Capita 
Prices 

<1 % % % /0 

5 .0 0.1 -0.1 4.9 

I .8 - 0.3 - I. I 2.2 

2 . 0 - 0 . 7 - I . 4 2.6 

4 . 1 0 . 5 0 . 2 3.6 

4.4 0 . 9 -0 .2 3 . 5 

3.7 I . 0 -0. 1 2.1 

3 .0 0 . 1 -0 . 6 2 . 9 

GNP per 
Worker 

% 

5. I 

3.0 

3.4 

3.9 

4.6 

3.8 

3. 6 

Kennedy a nd Dow li ng ( 1975) p. 10; Report on Vital Statistics; 
Trends i n Employment and Unemp loymen t and Nati onal Income 
an d Expendi t ure Accounts various issues. lhe populat ion 
estimates s i nee the I ast, 197 I, Census have been taken 
from Keating ( 1977). 

Without labouring the point further, it is worth noting that, 
despite the relative acceleration of economic growth in the post-war, 
the rates achieved we re not sufficient to increa se total employment. 
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The growth of industrial output and employment, together with its 
associated expansion in the service sector, were not sufficient 
to compensate for the dee! ine in agricultural employment, let 
alone to take care of the natural growth of the labour force. 
The viewpoint taken here is not that the rate of growth of 
final output is immaterial to or independent of employment 
prospects, rather, that the composition of that growth as between 
the primary and secondary sector and the sectoral shares at the 
base date are crucial to the behaviour of total employment.* 
Ireland's experience suggests that the smal !er the share of the 
manufacturing sector in output and employment, and the 
bigger the proportion employed in agriculture, the more 
difficult the task for achieving ful I employment for any given 
overal I growth rate of output. As we wi I I demonstrate later 
in the case of Ireland, the impact of industrial expansion on 
employment, at least unti I the second half of the 1960s was 
both high and stable, yet these effects were outwe ighed by the 
outflow from agriculture and a dee! ine in emigration . 

Finally, Table 2 . 5 compares the performance of Ireland in 
terms of GDP and GDP per capita, to the other members of the 
enlarged EEC for the decade before the onset of the present 
recession. 

It can be seen that Ireland's economic performance was rath er 
lowe r than most of the other EEC members, third from the bottom, 

* For an entire set of projections carried out on the assumption 
that "emp loyment projections are not influenced by t he 
performance of GDP", see the NE SC Report No. 7 on Jobs and 
Li ving Standards (1975). The same approach of independence 
between output and emp loyment for every sector was also pursued, 
as we shall see in Irish planning. This thesis argues 
that the expansion of th e manuf acturing sector . is a precondition 
for an expansion in employment. For a contrary view, see 
Dr. D. McAleese's article, 'The Vital need for New Jobs', 
Business and Finance, (19th Septemb er 1974), Dublin. 
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TABLE 2 . 5 

An nual Rates of Growth of GDP , at Constant Prices , 1963-1973 

Country GDP GDP per head of 
Total Population 

Belgium 4.9 4 . 4 

Denmark 4.8 4.1 

France 5.5 4.6 

Germany (FR) 4.6 3.8 

Ireland 4.4 3.7 

Italy 4.7 3.9 

Luxembourg 4.0 3.2 

Netherlands 5 . 5 4.3 

United Kingdom 2.9 2.5 

Europe of the Nine 4 .5 3.8 

Source : Bas ic St ati s t ics of t he Communi t y (1 973- 1 74) 

Note : Th e termi na l yea r wa s chos en t o avo id th e impact of t he 
recessi on. 

yet consi de rably hig he r t han Britain - her main economi c and 
trad in g partn er .* Since t he leve l of gros s a nd d i sposabl e income 
pe r he ad is much lowe r i n Ire land tha n the rest of Europe , the ra t es 
of growth of output a nd product iv ity requ ired to c lose the gap 

* An introd uct o r y s tudy of t he Irish economy wh ich exp ! ici tl y 
cons id ers the Irish record vis a v i s the res t of the EEC, 
is K.A. Kennedy and R. Bruton's The Irish Economy (1975) , 
pr epared on beha l f of the Comm ission of t he European Comm un i ties . 
See, in part icu lar, pp. 6- 12 for recent summary comparisons of 
incomes , growt h r ate s and compositi on of eco nom ic acti v ity 
i n d if ferent EEC countries. 



are much higher than the ones obtained in the 1960s.* 

In summary, by comparison to the pre-war years Irish economic 

performance has been exceptional, not only in terms of growth 

rates but by reducing the relative importance of an economic 

sector, viz., agriculture, that has been a perennial source 

of surplus labour and volatile in its output performance. When 

we consider such performance, however, not in terms of the trend 

of the same output variables for ear! ier periods but in terms of 

output and employment relationships together, and with respect 

to other EEC countries, the overal I picture is not so sang0ine. 

There is something paradoxical and premature in describing the 

post-war economic development of Ireland as that of a matured 

economy when total employment fel I and massive emigration and high 

open unemployment existed.** In addition, though the Irish 

economic growth record surpassed the British one since the 1960s, 

it was not exceptional by the standards ruling in the rest of 

Western Europe. A factor that is also usually forgotten by Irish 

economic commentators ~hen comparing the favourable performance 

of their country vis a vis the British economy, is that Ireland 

began at a much lower base so that as recently as 1973 GNP 

per capita for Ireland was approximately 65 per cent of the 

British, wi th greater inequalities in the ownership of pe rsonal 

* 

** 

A disc uss ion of the different ways of comparing ' I iving sta ndards' 
bet ween Ireland the other EEC members is contained in 
Jobs arid Living Standards: Projections and lmp l ications ( 1975), 
NESC Repo rt No. 7. Chapters 2-4 of the Repo rt d is cu sses 
different projection scenaria by which Iri sh I iving standards 
can approach the ones enjoyed by individua l members of the 
Community. 

For a contrary v iew desc ribing the prog ress of the 1960s 
as an 'economic miracle' , 'breaking out of the .status of a 
developing economy into ma turity' and 'a revolution' in 
the development of Ireland, see Fogarty (1976) and Chubb 
and Lynch (1969). 
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wealth.* In any event the British record may have been a biased 
reference system for it has been the exception rather than the norm 
of economic performance in Western Europe for recent years . Final ly , 
a decade or so of relatively high economic growth, the evidence usually 
offered for the healthiness of the Irish economic performance , does 
not in itself mean that economic growth has become 'self-sustained'.** 
Rather, that the potential for expansion of the Irish economy , given 
its untapped labour resources , would appear more striking than its 
past record. 

2 . 2 THE DEMOGRAPHIC EXPER IENC E 

As it is wel I known the demographic expe rience of Ireland is 

rather unique in Western Europe . An outstanding feature is that 
in the 100 years fol lowing the decade of the Great Famine C late 
1840s) the population of Ireland more than halved (from 6 . 33 

mi 11 ion in 1841 to 2.96 mi 11 ion in 19 46) while the population 
of the rest of West Europe doubled.*** Another indicator of th e 
radical change in Irish population can be gauged by comp aring 
Ireland's population as a proportion of the total of the British 
tsles. In 1841 th e t wenty six counties contained a quarter of 

the population of the British Isles ; th is share had fal len to five 

* 

** 

*** 

For a recent compar ison of econom i c and socia l indices 
between Britain and I re land, see Report on the Developme nt 
of the Social Situation in t he Comm un ity in 1973 ( 1974), by 
the Cdmmission of the European Comnunity . Es t imates on th e 
ownership of personal wealth are given in P.M. Lyons "The 
Di stribut ion o f Persona l We alth in Ire land", in Tait and 
Bristow (eds.) I re land: Some Problems of a Deve loping 
Economt C 1972). 

cf. J. W. O'Hagan (ed.) The Econo my of Ireland ( 1975), 
p. I 18 . 

cf. Commission on Emigration (1954 ) , Appendix, Table I, 
p. 281 • 



Year 

1891 

190 1 

1911 

1926 

1936 

1946 

1951 

1956 

1961 

1966 

1971 

2-17 

per cent by 1971 . Emigration ante-dates the 1840s yet it is in 
the fol lowing years that this e xceeded the natural increase which 
led to a dee! ine in total population and a diminishing share of 

population living in the Republic vis a vis any country in Western 
Europe.* In fact for each decade between 1841 and 1961 emigration 
exceeded the natural increase with a modest increase in total 

population registered since the 1961 census. The following table 
gives total population for each census year since 1891 together 

with rates of natural increase and emigration. 

TABLE 2.6 

Population at each Census since !891 and Average Annual Rates of 

Natural Increas e and Emigration 

Tota I I nte rcensa I Births ! Deaths j Natura I Decrease I Estimated 
Population Period in Pop u-

I 
Net I Increase 

(Births lation Emigration 
· minus (+ = I j Deaths ) 1 ncrease) 

l I 
Ave rage an n ua I rates per I ,OOO of average po p. 

I 
3,468,694 1881-189 I 22.8 17.4 5.3 10.9 16 . 3 

3,221,823 1891-1901 22. I 17.6 4.5 7.4 11.9 

I 3, 139,6 88 1901-1911 22.4 16. 8 5.6 2.6 8.2 

2,971,992 191 1- 1926 2 1. I 16.0 5.2 I 3. 7 8.8 

2,968,42q 1926-1936 19.6 14.2 5.5 0, I 5.6 

I 2,955,107 1936- 1946 20.3 14.5 5.9 0.4 6.3 
2,960,593 1946-1951 22 .2 I 3. 6 8.6 +0 . 4 8.2 

2,898,264 1951-1956 21. 3 12.2 9 .2 4.3 I 13.4 

2,818,341 1956-1961 21 .2 11.9 9.2 5.6 I 14.8 

I I 
2,884,002 1961-1966 21 . 9 I I • 7 10.3 +4. 6 5.7 

I 
2,978,248 1966- 1971 21 . 3 I I • 2 I O. I +6.4 3. 7 

' 

Source: Statistical Abstract ( 1970- 1 71) Tables 6 and 7, p. 20. 

* cf. Conne l I (1950) The Poeulation-of Ireland, 1750-1845. It is worth 
noting that A. Smith was aware of Irish emigrants in Britain; The 
Wealth of Natlons, Vol. I, p. 179, E. Cannan's ( 1904) edition.--
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The high emigration rates have not affected al I age groups in 

the same manner and, as a result of the higher incidence in 
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the working age groups, the proportion of persons in the so-called 
'dependent groups' has remained high for, at least, the last 50 

years. This is summarised in Table 2.7 where we give the 

distribution of population in certain age groups for each census 
year since the founding of the Irish Free State. 

TABLE 2.7 

Percentage Distribution of Population i n Certain Age Groups, 1926-1971 

Year 0- 14 15-29 - 30-44 45-64 . 65 years "Dependent~ -
years years years years and over Groups, 0-i4 

years and 65 
years and- over I 

1926 29.2 25.0 17.8 18.9 9.1 38.3 
1936 27.6 24.9 18. I 19.6 9.7 37.3 
1946 27.9 23.4 19.0 19. I 10.6 38.5 
1951 28.9 21. 7 19 .3 19 .4 10 . 7 39 . 6 
1961 31. I 19. I 17.4 21 .3 Ii .2 42.3 
1966 31 .2 20.6 16.1 20 .9 11.2 42.4 
1971 31 .3 22.0 15.2 20.4 11. I 42 . 3 

Source : Census of Popul at ion (1971), Vol. II, Table 2, p. ix . 

Two points are worth making at this stage. First, that not only 
the so-call ed 'dependent' age groups have relatively increased 
over ti me but also the proportion in the younger age groups, 

i.e., 15-44 ha ve dec lined relative to the working group in 
the 45-64 age bracket. Second, by Western European standards 
the proportion of young persons in the 0- 14 year group, wh o wi I I 
be the job-seekers in the foreseeable fu ture, is relati ve ly 

I 

_J 



very large.* 

The overal I decline in population has been accompanied also by 

a more than proportionate emigration from certain provinces , e.g. 

Connaught, and a shift to bigger towns. The fol lowing table 

compares rates of emigration by province for the post-war 

inter-censal periods. 

TABLE 2.8 

Average Annual Rate of Net Emigration per 

1,000 of Average Population 1946-1971 

Province 1946- 1 51 1951- 1 56 1956- 16 1 1961-'66 1966- 1 71 

Leinster 2 . I 11 .4 13 . I I .5 i . 7 

Munster 11 . 7 12.8 14.2 6.4 3.5 

Con naught 15. I 17.4 18.3 13.6 10.0 

Ulster (Part) ( 1) 14.6 19.6 20.7 14.2 6.6 

Total 8.2 13. 4 14.8 5.7 3. 7 

Source: Census of Population ( 1971 ), Vol. I, Tab le XII. 

Note: (I) The three counties in Ulster that are part of the 
Republic are, Cavan, Donegal and Monaghan. 

* For 1972, for examp le, the proportion of pe r sons in the 0- 14 
age group for the countr ies in the EEC was as to I I ows 
(proportions given in a descending order by country): Ireland 
(31.3%), Netherlands (26.9%), France (24.6%), Italy (24.3%), 
United Kingdom (24.1%), Belgium (23.4%), Denmark (23.1 %), 
Germany (22.9%) and Lu xembo urg (21 .7%). Materia l relating 
to the distribution of population in the EEC together with 
population trends is summar ised on pp. 214-215, by the 
Report on the Deve lopment of the Social Situati~n in the Community 
in 1973 ( 1974),op. cit. The percentage growth in the active 
population of al I ages for the years 1965-1 980 were estimated 
in the Walsh (1975) study, p. 35, to be 17 .0% for lreiand, 3.2% 
for the United Kingdom, and 2.8% for Denmark. 
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A striking feature of the last table is that no province in Ireland has, 

in the post-war, managed to keep al I the natural increase of its 

inhabitants and this is true even fo~ provinces,e.g. Leinster, that 

have experienced substantial inflows of persons from elsewhere in 

the country. The second observation is that certain provinces, usually 

termed the West, such as Connaught and Ulster (part of), have had 

persistently higher emigration rates than elsewhere. Yet even emigration 

rates within a given province are by no means uniform or in accord with 

the overall trend. In Leinster, for example, the province with the 

lowest emigration rates, the county of Longford, had average annual 

emigration rates far in excess of 10 per 1,000 and consistently higher 

than the national average. At the other extreme the county and county 

Borough of Dub Ii n, in the same prov i nee, had a net i nf I ow of persons 

for the 1961- 1 71 sub-period whi le its emigration ra t es for previous 

periods 1vere invariably below the national average. Something else 

that cannot be surmised by examining the previous table is that though 

the age-distribution within a given province is uneven generally orovinces 

~th higher than average emigration rates also have a greater 

proportion of their inhabitants in the older, i.e. '65 years and 

over', age groups.* 

Emigrati on rather than mortality or ferti I ity rates has been the prime 

reason for the changing concentration of population by province between 

1926 and 1971. The changing pattern of popu lation settlement by 

province is now summarised. 

TABLE 2.9 

Provincial Shares of Tota l Po pulation, 1926-1971 

Year Tota l Population Percentage Share by Province 
1000 

Le inste r t,1 uns+er Con naught Ulster (part of) 

1926 2.972 38.7 32.6 18.6 10.1 

r46 2.955 43.4 31 .o 16. 7 8.9 

1966 2.884 49. I 29.8 13.9 7 .2 

197 1 2.978 50.4 29.6 13.9 7. l 

Source: Census of Population (1971), Table I, p. vii. 

* cf. Census of Pooulation (1971) Vol . 2 Ta b le iv, p. x . 
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As late as 1971 more people I ived in rura l a r eas rather than i n 
Ir i s h t owns . Although the mo veme nt f rom rural to urban areas has 
been qui t e percept ible, since the fo un di ng of the State in 1926 , 
thi s has not been as r adical as the growth of the bigger cities . 
In 1926 the re were approx imately t wice as many persons I ivi ng in 
ru ral areas as in towns , by 1971 these proportions were about 
equal .* By contrast the population of Dub I in and Dun Laoghaire 
approx ima t e ly doubl ed during the same period , wh i le in terms of 
total population their combined share increased from 14 per cent 
i n 1926 to 26 per cent in 1971. The growth in the population of 
the six most populous towns was not as spectacular by comparison 
bu t sti I I th e ir share of total population increased from 20 per 
cent in 1926 to 36 pe r cent in 1971 . ** In al I, it is not so much 
Leinster or the East that has bene fited from the rela t ively rapid 
i nte rnal movement of po pulati on i n th e last fifty years but rat he r 
the con so li da ti on of t ow ns an d with in th i s the b igge r urba n areas. 

Fina ll y, we may brief ly summar ise the outlook f or popu lat io n expans ion, 
and i n particu lar t he growth of the labour force , for the forese eable 
f uture. Emigrati on rates , as we ha ve s how n ea r lier, we re decli n ing 
during the 1960s and be f ore th e onset of th e pos t 1973 economi c re cess ion.*** 

* 

** 

*** 

The ' tow n ' or urban population refers to t he i nhab itants of 
towns of not less than 1,500 pe r so ns at ce nsus dat e; t he ' r ural ' 
popul at ion is defi ned as t he r es t . On th i s de f i nition the town 
populati on for Eire increa sed from 0 .94 mi 11 ion i n 1926 to 
1. 3 million in 1961 an d to 1.4 mi lli on in 1971. The ru ra i 
popul at -ion by comparison declined from 2.0 mi 11 ion i n 1926 to 1.6 
mi l lion i n 196 1 and the n again t o 1.5 mil li on in !97 1. Crotty (1966), 
p . 355, g ive s the f igu res for th e town a nd rural population for 
Ireland fo r t he census years 184 1- 196 1 and t hese estimates were 
upd ated from Va l . I of t he 1966 and 197 1 ce nsuses. 

et. The Statistical Abstract ( 1970-'7 1 ) , t ab le 9, p. 22. 
In terms of population the top six towns in 1926 retained their 
order of population size in 197 1. In a descending order of 
populati on those towns were: Dub I in , Cork, Dun Laoghaire, 
Limerick, Waterford and Galway. 

For an analysis of the changing dell'Dgraphic pattern for Irel and in 
recent years, including marriage rates and fertility, see B. M. \'lalsh's 
'Ireland's Demographic Transformation, !958- 1 70 1

, The Econornic and 
Social Reviev, (Dublin) Vol. 3, No, 2, January 1972, 



2-22 

Yet the impact ot the latter has been to reduce the outflow of people 
from Ireland to negligible proportions as job opportunities in the 
British labour market contracted. The imp I ications of recent demographic 
trends on population projections and the potential labour force were 
the subject of a study by Professor Walsh (1975) on behalf of NESC.* 
Given his assumptions relating to emigration, activity rates and the 
prospective decline of the farm-sector Professor Walsh estimated that the 
numbers seeking jobs outside agriculture for the years 1971-'86 would 
grow by 300,000 or from 0.9 to I .2 mi I I ion. ** In addition, if open 
unemployment was to be reduced from 7.3 per cent ruling in 1971 to 
4.0 per cent by 1981 , this would have added another 40,000 to the job 
requirements. This number (340,000 over a 15 year period) of job~ 
seekers, though relatively smal I by European standards, implies 
a rate of growth unprecedented for Ireland. During 1961-'71, for 
example, the decade when both output and employment in the non
agricultural sector grew at a rate much above previous sub-periods, 
the growth of non-agricultural employment was on average I .5 per cent 
per annum while the requirement for 1971- 1 86 is nearer 2.5 per cent 
annually. The Walsh estimate~ on job requirements which were deliberately 
conservative, in that 'ful I-employment' by 1986 was compatible wi th 
4 per cent unemployment, have already proved an under~estimate since 
the actual job creation in the non-farm sector since 1971 has been less 
than a quarter of the required rates . Thus even when Professor Walsh's 
original assumptions are maintained the required rate of job expansion in 
the non-farm sector for 1976- 1 86 are much higher, over 3 per cent per 
annum, than the earlier estimates because of the inadequate progress 
achieved in the interim, 1971- 1 75 , period. Such expected rates of labour 
force increase are not only considerably hi gher than anything experienced 
h i therto in· Ireland but a re al so muc h hig he r tha n expected labour f0rce 
growth for the rest of the EEC members.*** 

2.3 THE OPE NN ESS OF THE ECONOMY 

Th e openness of t he Iri sh economy is pe r haps its most apparent, yet 

* Popu lat ion and Employment Projections: 197 1-1986, NESC Report No. 5, 
1975. 

** i bid., p. 29, and W. Keating's ( 1977) study. A fu l ler discussion on 
labour force projections is undertaken in chapter 8. 

*** Population and Employment Proj ections: 1971- 1986, NESC Report No. 5, 
1975, p. 36. 
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e l usive feature , The form that it takes is itself complex for 

it can be conceived in terms of : 

(a) The high ratio of e xports or imports in its national product -

a proportion, incidentally, that is much higher, for example, 
than its equivalent for the British, French and\'/, German 

economies . This aspect of its openness is further high I ighted 

by the importance of one market, Britain, and of one commodity , 
cattle and cattle products, for the Irish economy. 

(b) Its intricate economic relations with Britain. These 

economic relat1ons extend far beyond the merchandise 

trade, to such areas as parity with sterling, the free flow 
of capital funds and labour and close correspondence of 

Irish interest rates to those set by Britain . 

(c) The set of arrange me nts within whi ch trade is conducted. It 
wi 11 be argued that it is this set of arrange ments, including 
the ful I repatriation o f profits by the foreign sector 

as wel I as lack of con trol over the fl ow of investible 

funds, rather than trade per se, which constitute 

constraints on t he use of autonomous, Keynesian, fiscal 

and mon etary po l icies. Mo re recentl y t here have bee n 

further regu lations on the use of trade protection through 
EEC agreements. 

The trade aspects of openness have t r aditional ly received much 

more at tenti on than the latter, po l icy type, influences which are 
the outcome of spec ific trade regulati ons, including agreements 
with foreign firms. The suggestion here is th at th e weak control 
over domes ti c interest rates, trade protection and dividend 
repatriation cannot be summarised sole ly by examin in ~ the 'trade 
aspect' of openness. 

The Trade Aspect of Openness 

The openness of the Irish economy has_usua l ly been conceived in 
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terms of the share of merchandise trade, by far the largest share 
o f I reland's foreign transactions in relation to the national product .* 
Given such data for different dates the degree of 'openness ' is thought 
to be captured by the variations in the trade to tota I output ratio. 
The fol lowing table gives current values and percentage shares of 
merchandise exports and imports to GNP. 

TABLE 2. 10 

Exports and Imports: Values and Ratios to GNP 
at factor cost - Selected dates 1926- 1 70 

Year Merchandise Merchandise Ratio of Ratio of 
Export Import Merchandise Merchandise 

Export to GNP Import to GNP 
at Factor Cost at Factor Cost 

(Current (Current (Current (Current 
Va I ues) Va I ues) Va I ues) Values) 

' £ m. £ m. % % 

1926 4 1 . 3 61 . 3 26.8 39 . 8 
1936 22.5 39.9 14.6 ' 25.9 

1947 39 . 5 131 . 3 13 . I 43 . 7 
1958 13 1 . 3 199.0 25 .3 38.4 
1970 431 . 6 653 . 6 30 . 2 47. 8 

Source: Ken·nedy ( 197 I ) Tab I e I . 13, Nati ona I Income and Expenditure 
Account (1 97 1) Extern a l Tr ade Statistics, Ire land ( 1970). 

Th e r at io of imports or exports to GN P indicate in Table 2. 10, that 
though Ireland exhi b ited features of 'openness' from the inception 

* cf. Meen an (1970) eh. 3., O'Hagan ( !975) eh . 9., and McAleese in Gibson 
and Spencer (19 77), eh. 4. In this section we are confini ng our 
atten tion to merchandise trade. For the importa nce and composition 
of I i nv is i b I es I i n the current account, see McA I eese ( I 977) pp. I 28-
134 or Kennedy and Dow I ing ( 1975), eh. 8. The main components of 
invisible exports, wh ich have dee ! ined since 1947 from about 60 per 
cent of tota l exports to 40 per cent by the end of 1960, are Tourism 
(35%), 'investment lncome' which is primarily the return on British 
Government stock or minority ho !dings on equities (25%) and emigrants' 
r emittances, (10%), see Kennedy end Dowling , (1975), p. 125. 

I 
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of the State , this characteristic has been more pronounced since 
1947 . It is worth noting he r e t hat the wor ld economic depression 
and the economic war wi th Britain i n the 1930s reduced the importance 
of trade to the Irish economy and recovery was by no means rapid . The 
slowness of the recovery , which was further prolonged by an indigenous 
economic r ecession in the 1950s, is best demonstrated by the fact that 
the vo I ume of imports did not exceed its 1929 I eve I unt i I 1948 and the 
volume of exports unti I 1966. * 

Added to the r elati ve openness of the Irish economy is the composition 
of its domes tic exports. Table 2. I I shows the composition of domestic 
exports for the same period (1926-1970) . 

TABLE 2 . 11 

Main Commoditi es of Domestic Exports : 

Various Years, 1926-1 970 

Yea r Tot al Dome s t ic Li ve !othe r Food( !) I Drin k I C 2 ) 
!Man . goods · 

Expor t s Ani mals I and Food I an d an d raw 
(Cu r rent Va I ues) Prepa r at ion s Tobacco jMat eria ls . 

£m % % I % % 
1926 · ·41 .2 42.2 34 . 2 12 . 5 8.4 
1936 21 . 9 40 . 7 31 . o 16. 7 10. 5 
1947 38.6 57. 3 17 .3 10 . 5 13 . 8 
1958 126. 6 37 . 4 30 . 7 5 . 4 25 . I 
1970 41 6. 4 13 . 7 32 . 7 3. 3 46.2 

I 

Source: Ke nnedy ( 197 1) Table I . 14 and Ext er na l Trade Statist ics 
( 1970) Ta b le 8. 

Not e: ( 1) Ot he r f ood and food pr eparat ion s inc lude, meat and 

* 

meat products, dairy produce, f i s h and feeding stuffs 
f or an ima ls. 

(2 ) The main commodities in raw materials are hides, skins 
and meta I ores, trad it i ona I I y I ess than ten per cent 
of a I I domestic exports and for recent years ( up to 
1970) a quarter of the va lue of manufactured exports. 

Using 1953 as the base year of 100 the index volume for imports 

. 

stood at 86.4 points in 1929 and recove red to 88.2 in 1948, similarly 
the vo I ume of exports wa s I 18 in 1929, and it 1vas not unT i I 1960 tnat 
it exceeded this level, (Statisti cal _Abstract (1970-' 7!), p. 150). 
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As it can be seen from Table 2. I I the change in the composition 
of exports over the years, 1926 to 1970, has been substantial. 
The pre-war predominance of agriculture based exports has been 
bro ken yet by no means el iminat~d. Even as late as 1970 in 
excess of 50 per cent of al I domestic exports were agricultural 
or raw materials.* Within this one commodity, cattle and cattle 
products predominated, providing more than 56 per cent of al I 
agricultural goods exported. There has been considerable change in 
the direction of exports since 1926 - at that time 97 per cent of 
a I I merchandise exports were to the UK. Despite the economic war 
this did not decline substantially in the 1930s but by 1970 the 
percentage of exports going to Britain fe I I to 66 per cent. In 
terms of imports, Britain accounted for 78 per cent in 1926 whi le 
by 1970 this had dropped to 53 per cent of tota I imports. In a I I, 
the increase in the importance of trade for the Irish economy 
has been accompanied by a significant diversification by commodity 
exchanged and by trading partners. Having said this , however , it 
would be premature to conclude that this process has been completed 
or that the ex isting arrang ements within which trade is conduc·ted 
are necessa rily t he ones most approp r ia t e for the attainment of 
domestic objecti ves . 

The Po l icy Aspect of Openness 

The prev ious section has dealt wi t h the openness of t he Ir is h economy 
in te rms of the size and com pos iti on of its me r chand i se trade. Th ere, 
the baskets of goods traded were re lated t o some meas ure of aggregate 
output for success ive dates and a lso by th e i r des t i nati on and 
composi t ion. Thi s materia l , thoug h of re levan ce i n pl acing Iri s h 
trade in perspective in te r ms of it s sha r e and composit ion in total 
output, does not ad eq uat e ly capture the openness of the economy. 
For the openne s s of an economy is not confi ned entirely to its 

* The main class ifica t ion of mercha ndise imports - subdivided by 
'main uses' - is not directly comparable to merchandise exports 
which is by 'commodity'. Under the import c lass i fication for 
1970, the main categories we(e: - consumption goods ready for 
use 24 per cent, producer's capita l goods ready for use, 18 
per cent, and materia ls for further production 57 per cent. 
cf. Externa l Tra de Statistics ( 1970), i n particu lar Tables 3 and 6. 
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trad ing characteristics but also on whether the framework within 
which trade and financial flows are conducted places constraints on the 
domestic management of the econ9my .* 

This complementary aspect of openness , though less tangible than the 
first, is of considerable importance in -

(a) delimiting the range of policy controls that are perceived 
as 'practicable' by Irish policy makers, 

(b) suggesting that some of the preconditions stipulated by Keynes 
as crucial to the pursuit of employment by domestic means, 
including an autonomous management of interest rates and 
control of the outflow of investible funds, are either 
absent or progressively weakened. 

It must be stressed that the difference between the range of Keynesian 
policy instruments t hat are avai I able, in principle, and those deemed 
admissible for use as we l I as the attenuation of domestic controls 
for emp loyment creation are not the result of trade, per se, but 
the creation of an environment within which trade and the free 
movement of investible funds are conducted. It is c lear that Keynes 
was neither against the expansion of trade, as often c laimed, nor 
a 'protectionist' in the sense of F. List ; that is the basis of 
his criticism of free trade was not primaril y the 'infant indust r-ies 1 

argument. On trade restrictions, in general , he wrote : 

* 

"There a re strong presumpti ons of a gene ral character aga i nst 
tra de restri ct ions unl ess they can be justi f ied on spec ial 
grounds . The ad vantages of t he in t er na tiona l d i v isi on of 
labour a r e r ea l and substantial, even though the c lassica l school 

It i s t his aspect that led Keynes to repudiate the free trade 
doctrine whi le vindicating some of the ideas held earl ier by 
merchant i I ists. Acco r ding to Keynes the f r amework within which 
trade was conducted meant that contra! over the domestic r ate 
of interest, for emp loyment purposes, was re l inquished in favour 
of ~~tting trade into balance on the foreiqn account, The General 
Th eory ( 1936), p. 339. - -



great I y over-stressed them" <The Genera I Theory ( 1936) 
p. 338). * 
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Yet, as the fol lowing quote shows, he was critical of the system 
within which trade was conducted, including attempts to rectify 
trade deficits via interest rates variation , and in particular 
when the pursuit of trade displaced domestic policies for employment 
creation: 

" If nations can learn to provide themselves with fu! I 
employment by their domestic policy (and, we must add, if they 
can also attain equi I ibrium in the trend of their population), 
there need be no important economic forces calculated to set 
the interest of one country against that of its neighbours .... 
International trade would cease to be what it is, namely, 
a desperate expedient to maintain employment at home by 
forcing sales on foreign markets and restricting purchases, 
which, if successful, wi 11 merely shift the unemployment 
to the neighbour which is worsted in the struggle, but a 
wi I I ing and unimpeded exchange of goods and services in 
conditions of mutual advantage" <The General Theory, 
pp. 382-383). 

There are three areas where the Keynesian preconditions with 
respect to the expansion of demand by domestic mean s and contr·ol 
of capital movements, in Ireland, are either absent or weak. 
First, Irish interest rates are directly I i nked to Britain's whi le 
maintaining parity with sterling and a free flow of capital funds. 
The manipulation of the structure of interest rates in Britain, 
e.g ., in response to a wo rsening balance of payments on current 
account or to prevent a reduction of sterling balances, is 
transmitted to th e Irish economy, v ia the banking s ystem, irrespective 
of the domestic levels of foreign reserves or the desirabi I ity of 

* He expressed similar vie1vs on the benefits of trade and on avoiding 
indiscriminate protection when he !ectured his Dub I in audience 
in 1933 on the topic of 'National Se lf-Sufficiency ', (Studies, Vol. 
22, pp. 177-193, 1933). 
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such rates for employment purposes.* Second, the control and 
direction of investible funds is weakened by concessions given to 
overseas companies, e .g., in respect to ful I repatriation of 
profits and dividends, and by similar guarantees to Irish citizens 
wishing to transfer financial assets abroad. Third, the form 
of the EEC agreement that prevents a member country from using 
trade protection even at times of unprecedented unemployment.** 
Registered unemployment in Ireland has been consistently above 
10 per cent since 1973 yet there is I ittle in the agreement to make 
allowances for domestic measures, or the transfer of resources 
from creditor nations, to meet such exigency. The sum total of 
these arrangements and in particular the concessions given to overseas 
companies and the form of EEC agreement has meant that Ireland had 
relinquished, either voluntar ily or for expediency, certain domestic 
controls regarded by Keynes as crucial for an employment policy. 

It is interesting to recal I that Keynes's insistence that ful I 
employment was uni ikely to be secured by pursuing a domestic 
laissez-faire in th e management of the economy, while relying on 
international trade , ante-dat es The Genera l Theory (1 936). In 
his ~elebrated pa per 'The End of Laissez-Faire ' ( 1926) he wrote : 

* 

** 

"I believe that some co-ordinated act of intel I ig e nt j ud gement 
is required a s to the scale on which it is desir a ble t hat t he 
community a s a who le should sav~ the scale on which these 

cf . Th e Re por t of t he Committee on the Functi on s , Operati on a nd 
Deve I opment of a Money Ma rket in I re I and ( 1969). It was pointed 
out in the Repo r t, pp. 60-62, t hat the Iri sh author it ies d id 
not see k t o i nfl uence domest i c in terest r ates and that 'suasion' 
was t he main instrument of monetary po l icy . Yet , in pri nciple, 
th e Centra l Bank has, under the Cent r a l Bank Act ( 1942), cons ide r ab le 
r e se r ve powers ove r the bank i ng sect or wh ich i t ha s not exercised. 
For a descri ption of the evolu ti on of monetary po li cy i n Ireland see M. O'Donoghue ' Mone tary Pol icy' i n Brist ow and Tait (eds.), 
Economic Pol icy in Ireland ( 1968) and f or mo re recent developments 
pp. 246-260 in Gibson a~d Spencer (eds.) Economic Activity in Ireland 
C 1977) . 

See for exampl e, The Accession of Ireland to the European Communities ( 1972) Prl. 2064, The Government Stationery Office. 
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savings should go abroad in the form of foreign investments 
and whether the present organisat ion of the investment mar ket 
di stributes sav ings along the most nationally producti ve 
chan ne Is. I do not think that the se matters shou Id be I e f t 
enti r ely to c ha nces of pri vate judgement and pri vate prof i ts 
as they are at present" (Collected 1-J ritings ( 1972) Vol. IX, 
p. 292). 

Asimilar emphasis on the need to regulate monetary policy and the 
direction of investment by domestic means appeared also in his 

lectures on 'Economic Possibi I ities for our Grandchildren' (1930), 

and on 'National Self-Sufficiency' ( 1933) delivered in Dub I in.* 

In The Ge ne ral Theor y ( 1936) this conclusion was reinforced , inter 

al ia , by the argume nt that -

(a) a rate of interest exogenously det ermined, e.g . , for 

preventing the 'flight of capital' or because of balance 

of payments consider ations , was unlikely to be at the level 

compatible with the investme nt requirement for ful I employment 

(The General Theory , eh . 23 an d especially pp . 339-349 ); 

(b) s i nce savi ngs we r e no longer a fu nction of t he rate of 

i nte r es t , but of income , a nd thus of i nvestme nt , t he 

crucia l r e lat ionship was t he investmen t func t ion wh ic h 

* 

** 

in t he s hort run was taken to be the i nte r acti on bet ween 

the margina l Efficiency of Capita l and the rate of interest 

(The Genera I Theor y, chs. I I and 14, in part i cu I ar pp . 

182-183) . ** A seconda r y fac t or f o r stress ing i nvestmen t 

Co l lected \llritings (1972) Vo l . IX, pp. 32 1-332, and the first 
Fi nl ay Lecture pub I ished in Studies, Vo l . 22, 1933 respecti ve ly. 
In a I I three papers, however, there was a theoret ica I I ink miss ing 
(a way for separating the 'classical' reg~lation of savings and 
investment by the rate of in terest) that was to be provided by 
The General Theory ( 1936) Books I I I and IV. For a summary of 
the causal relationships that run through the Keynesian system 
see Pas i nett i Growth and I ncorne Di str i but ion ( 197 4 l, pp. 36-45 . 

On these matters Key nes is quite exp I icit on his divergences wit h 
the then con ventional theory of the role of interest rates in 
bringing into equi I ibrium investment and savings. See, for example, 
The Genera I Theory ( 1936 l, pp. 183-1 c4 and I etter to Roy Ha rrod, 
Co I I ected vlr it i nos ( 1973 l, Vo I . XIV , pp. 84-86. 
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savings should go abroad in the form of foreign investments 
and whether the present organisation of the investment market 
d i stributes savings along th e most nationally productive 
channels. I do not think t hat these matters should be left 
entirely to chances of pri vate judgement and private profits 
as they are at present" (Collected 1vri tings (1972) Vol. IX, 
p. 292). 

Asimilar emphasis on the need to regulate monetary policy and the 

direction of investment by domestic means appear-ed also in his 

lectures on 'Economic Possibi I ities for our Grandchildren' (1930), 

and on 'Nati ona I Se If-Sufficiency' C 1933) de I i vered in Dub I in.* 

In The General Theory C 1936) this conclusion was reinforced, inter 

al ia, by the argument that -

Ca) a rate of interest exogenously determined, e.g., for 

pfeventing the 'flight of capital I or because of balance 

of payments considerations, was uni ikely to be at the level 

compatible with the investment requirement for ful I employment 

CThe Genera I Theory, eh. 23 and espec i a I I y pp . 339-349); 

(b) si nce savings were no longer a f unction of the rate of 

interest, but of income, and thus of investment, the 

crucial r e lati onsh ip was the in vestment function which 

* 

** 

in the short r un was t aken t o be the interaction between 

the marginal Efficiency of Capita l and the rate of interest 

CT he Genera I Theory, chs. I I and 14 , in part i cu I ar pp. 

182-183).** A secondary factor for stressing investment 

Co I I ected Writings ( 1972) Vo I . IX, pp. 321 - 332, and t he first 
Finlay Lecture published in Studies, Vo l. 22, 1933 respecti ve ly. 
In al I three papers, however, there was a theoretical I ink missing 
(a way for separating the 'classical' regulation of sa v ings and 
investment by the rate of i nterest) that was to be provided by 
The Genera I Th eory ( 1936) Books I I I and IV. For a summary of 
the causal r e lationships that run through the Keynesian system 
see Pasinetti Growth and Income Distribution (1974), pp. 36-45. 

On these matters Key nes is quite exp! icit on his divergences with 
the then conventional theory of the role of interest rates in 
bringing into equi I ibrium investment and savings. See, for example, 
The Genera I Theory ( 1936 l, pp. 183-1 o4 and I etter 'to Roy Harrod, 
Collected vlriti no s (1973), Vol. XIV, pp. 84-86. 
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r ather than the consumption side of effective demand was that 
for the short run additional or windfal I income may have ended 
up as savings rather than expenditure (The General Theory, eh . 8, 
p. 97). 

Hence , when Keynes advised his Irish audiences to I let finance be 
primarily national I and on the -employment effects of trade protection 
it was not intended as an appeal to the nationalist ideology at the 
time though it may have suited the politics of Mr. de Valera. It was, 
rather, that the policy imp I ications of an open economy , where it meant 
the absence of controls over domestic monetary policy, the direction of 
investment and free trade agreements, were uni ikely to be consistent 
with the employment objective. 

There are two overal I conclusions that need to be emphasised. The 
first is that the openness of a smal I economy cannot be deduced 
solely from its trade characteristics. The policy aspect of openness 
that is wheth e r the State deems 'practicable' or has the capacity to 
introduce autonomous controls, including monetary policy, the outflow 
of capital and eve n se lect ive trade prot ecti on, for employment 
purposes is also of some importance. Furthe r more, this aspect of 
openness, t hough in pa rt an ou t come of the smallness or the periphe r al 
nature of the economy, v is a vis, its advanced trad i ng partners, is 
by no mea ns inev itable. Second, as it is wel I known there is a 
body of opinion in Ireland that deems Keynes i an econom ics irrelevant 
or else alleges a failure of Keynesian methods in securing adequate 
em ployment. At this stage we are suggesting that there is strong 
prima facie evidence to indicate that such judgeme nts are based, in 
part , on a serious misunderstanding.* This misunderstanding ha s 

* For a seve re simplification of Keynesian id ea s in the hands of 
a monetarist s ee, for examp le, T. Ryan's contribution in the 
Sympos i um on ln f lation, J SSIS I, Pa rt 11 , 1974- 175 . There it is 
clai med that in the Keynesian scheme inflation occurs on ly at a 
point where the r e is excess demand at ful I employment and industrial 
capacity ut i I i sat ion , Equa I I y we I I Keynes i an .remedies are v i ev,ed 
as directed solely at aggregate expenditure but not on the growth 
of money incomes. To see how different this interpretation is 
f r om the Keynes ia n views on inflation contrast it with N. Kaldor 
1 lnf lation and the Recession in the Wor ld Economy', The Economic 
Journal, December 1976, and R. Kahn ' lnf lation, A Keynesian View', 
The Scottish Journal of Polit ical Economy, February 1976. 
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arisen precisely because the framework or preconditions stipulated 
by Keynes as relevant to the prescriptive side of his system are , 
in importa nt respects, absent or considerably weakened.* 

* Keynes wrote in t he Preface of The Genera l Theory ( 1936) that his 
'main purpose is to dea l with the diff icult questions of theory, 
and only in the second place with the aopl ication of theory to 
practice'. He elaborated on this in an article in the Q.J .E., 
February !937, republished in his Collected Writings ( 1973) 
Vol. XIV, pp. 109-123. 

i . 
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Chapter 3: THE THEORY OF INDICATIVE PLANNING 

This chapter deals with the theory, and in particular with the 
logical structure of indicative planning . The next two examine 
Ireland's practice of indicative planning since 1958. It is not, 
however, entirely a matter of organisational simplicity or convenience 
that the examination of the theory precedes the appraisal of the 
actual plans. This choice of ordering is supported by two further 
considerations that are explored elsewhe re in the thesis. 

First, that the value of a retrospective examination of the practice 
of planning in Ireland is for some purposes very limited. One cannot 
discover the rationale and modus operandi of Irish indicative planning 
by merely drawing up an ex-post balance sheet of its alleged successes 
and failures. An attempt to evaluate planning progress against objectives 
presupposes, in principle, a framework wi thin which both objectives 
and po I icy contra Is are c I ear I y set out. It w i I I be argued, however, 
that since Irish plans have been characterised by very diffused and 
indirect policy means, and only some objectives are specified in 
any concrete form, an examination of the raw data, including 'targets' 
and 'outcomes', only reveals the most gross inadequacies of the 
plans. The question does arise whether such criticisms raised in the 
past as to the weakness of policy instruments (McGi lvray ( 1968), 
Norton (1975) , the low political or governmental commi t ment to the 
plans (Kennedy (1974), Whitaker (1976)), and the relati ve neglect of 
the pub I ic sector and institutional asp ects (NIEC ( 1968) Report 24, 
and NESC ( 1976) Report 21) have anything to do with the type of 
indicative fr amework chosen. If this is the case, - i.e. , if some 
of the weaknesses of Irish planning can be shown to be close ly 
rela ted to its theoretical frame work - the n the traditional neglect 
of theory by Irish planne r s, in favour of 'pragmatism', would no 
longer be sustained as a credible dichotomy .* 

* For this type of retrospective comment and appraisal of p lans where shortfal !s in ac hiev i ng targets i s exp lained ma i nly in terms of external or unanticipated events, see in Particular Review of Progress 1964-'~:Z.. (Pr. 9949) which deals with the ear ly termination of the Second Programme ( 1964- 1970). The empirical reasons given and whether they provide a credible explanation are exam ined in the fol lowing chapters. 
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Second, it has been suggested in successive planning documents, including 
the Economic Programmes , that planning in Ireland was ' non-intervent ionist' 
in format while taking for granted that the framework was suitable 
f or the problems in hand . Subsequently, as the Second and Third 
Programmes were abandoned there was an uncritical reaction against 
planning in general without an assessment of what went wrong or a 
recognition that these programmes were a rather unique breed in a family 
of possible planning exercises. At present, five years after the 
t ermination of the last plan , a new indicative plan is promised by the 
government to deal , amongst other, with the critical employment 
d iffi culties. If the new plan is not to meet the fate of its recent 
predecessors, with further loss of credit about pub I ic action in this 
area, a discussion of the objectives, framework and policy controls of 
the new plan is warranted. Yet, from past experience , this seems to be 
one of the most difficult prerequisites to be fulfi I led.* 

The immediate lesson is that one cannot take for granted a planning 
framework t hat failed to achi eve even the modest objectives it set 
for itse lf wi thout bringing into question the suitabi I ity of that 
framework . A close examination of the theory of 'non-i nterventionist' 
plan ning, therefore, woul d enable us to clarify the theoretical 
capabi I ities and I imitations of this app r oach i n hand I ing certain 
policy objectives. 

MEADE AND THE THEORY OF INDICATIVE PLA NN ING 

A systematic exposition of indicat ive planning theory has been developed 
by Meade, initially The Theor y of Indicati ve Planning (1970), and 

* The discussi on paper, Economic and Social Development, 1976-1980, 
(1976), argued, p. 5, that "As the past has shO\vn t he best- la id plans 
can too easily be frustrated by selfish attitudes and actions on the 
part of sectiona l or minority groups''. A probl~m with this type of 
explanation, wh ich in effect exonerates the plans from any 
respons i bi Ii ty about the ou t come, is that a I I t he i nd i cat ive p I ans 
in Ireland depended exp I icitly on the self-interest of market 
agents for impl eme ntation. See, for example, The Second Programm~ 
(1964-1970), Pr. 7239, Part I, p. 9, and The Third Programme (1 969 -
1972), Pr!. 431, p. 230. 

. I 
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refined f urther i n the third vol ume of his Pr i nc i ples of Pol i tical 
Economy, t i t led The Contro l led Economy ( 197 1) . It is a virtue of 
Professor Me ad e' s work that hi s a i ms and as sumptions are cl ear ly 
stat ed and that he has developed his ideas within a recognisable 
schoo l of thought .* The fol lowing sections wi I I proceed , as far as 
poss i b le , to appra i se the theory of indicative planning and in part icu lar 
its logi ca l structure, as devel oped by Meade . We wi I I not depend i n 
the main , on such major areas of contention as that the neoclassical 
paradigm depends crucially on ignoring increasing returns , economi c 
ind ivisibi I ities and externa lities , monopoly competiti on and the 
r e legation of the role of the Stat e to that of a passive and po l i tically 
neutral auctioneer .** Since Meade attempt s exp I icitl y, however , to 
r e l ax a few of the above constraints then it is permissible eve n 
wi thin ' th e accepted ' rules to fol low the implications of such 
modif i cations . In al I certain digressions seem i nev itable f or , as 
it wi I I be a r gued , ind icat ive p lann i ng t heory is based on the 
prem ises and a i ms of neoclassica l pr ice and va lue t heor y and Meade' s 
mode of an a lys i s f o l lows c lose ly that scheme . 

* 

** 

An even earlier cont r ib ution by Meade on this t opic was Plann i ng 
and the Price Mechan ism (1948). That this tract is not given 
det ai Jed attention is because it dealt wi t h a rather special prob lem, 
name ly the dismant li ng of war time controls in post-war Britain. 
On occasions Meade' s two works The Theorv of Indicative Planning 
( 1970) and The Contra I I ed Economy ( 1971) w i I I be referred to, for 
brevity, as TIP ( 1970) and CE (1971), respect ive ly. 

The importance of these and other constraints in neoclassical and 
general equi I ibrium economics and the consequences to the theory when 
such constraints are relaxed is the subject matter ot J . Korna i 's 
book Ariti-Equi I ib rium ( 1971). The importance of increasing returns 
not on ly as an undermining criticism of general equi I ibrium but also 
as an underpinnin g of post-Keynesian theories is stressed by Ka ldor; 
see in particular "The Irre levance of Equilibrium Economics" , Th§:_ 
Economic Journal, December 1972. Contrary to this it was subsequently 
pointed out by Hahn (1973, p. 8) that some of these criticisms, e.g., 
monopoly competition and externalities, were handled by more specific 
models notably Arrow and Hahn ( 1972). Here we .are not concerned 
directly with that controversy but rat her how the theory of indicative 
planning as postu lated by Meade is affected when one takes into 
account such considerations. 
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There are good reasons for fol lowing such a conciliatory approach 
without making any concessions to the arbitrary assumptions chosen by 
neoclassical planners . It may be that the question of the relevance 
of the theory to the problems under examination is of greater immediate 
importance to Irish policy makers but this should not be at the 
expense of disregarding an examination of the theory . After al I the 
adoption of indicative planning in Ireland , in its present form , was , 
partly, on the grounds that it offered a way for attaining specific 
socio-economic objectives by suasive means with a main aim of removing 
uncertainty from the market.* Furthermore, a reason why the particular 
methodology fol lowed by planners in Ireland has survived the failure 
of the last two plans is that the theory has remained unexplored and 
unquestioned. The theory, so to speak, has become a matter of faith 
even for critics which otherwise question some of its canons on their 
app Ii cab i Ii ty to current circumstances .** 

There is however a second methodological issue why Meade's theory of 
ind icati ve planning merits consideration for, as it wi I I be presently 
argued, it poses a major criticism to Keynes' method of analysis. 

Keynes (1937 ) stated that a fundamental difference between his approach 
and t hat of the contempor ary orthodoxy was not whether si mp lifying 
or 'unreal I assumptions had to be made but ra ther that the set of 
assumptions and properties characterising orthodox theory, even when 
modified for the sake of greater realism, were not capable of hand I ing 
uncertainty. To this end he wrote:-

* 

** 

"Edgewor th and Professor Pigou and other later and contemporary 
writers have embroide red and improved this theory by considering 
how different peculiarities in the sh2pes of the supply functions 

cf. First Programme ( 1959-1963), P. 34, Second Programme ( 1964-1970), Part I, p . 9, Third Programme (1969-1972), eh . 19 on "implementation", Whitaker (1 964) section on the 'Mer its of Planning' and Dona ldson 
(1966) eh. 5, pp . 70-72, on ' Choice of Implementation Too ls '. 

Examples of this uncritical acceptance of the t heory of i ndicative planning by Irish economists with an otherwise critical temperament, 
are "The Role of P la nning in Ir eland" i n G. FitzGe rald's book PlanninCJ in Ireland (i968) and D. Norton's "General Conclusions" in Problems 
in Economic Planning and Policy Format ion, 1958-1 974, (1975). 
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of the factors of production would affect matters, what wi I I happen in conditions of monopol y and imperfect competition , how f ar social and individual advan tage co i ncide, what are t he special problems of exchange in an open system an d I ike . But these more recent wri ters I ike the i r predecessors were sti I I dealing with a system in which the amount of factors employed was given and the other relevant facts were known more or less for certain. This does not mean that they were dealing with a system in which change was ruled out, or even one in which the disappointment of expectations was ruled out. But at any given time facts and expectations were assumed to be given in a definite and calculab le form ; and risks, of which, though admitted , not much notice was taken, were supposed to be capable of an exact actuarial computation. The cclculus of probability , though mention of it wa s kept in the background, was supposed to be capable of reducing uncertainty to the same calculable status as that of certainty itself .... '' ( Keynes, Coll ected ~~ r itings (1973), Vol. XIV, pp. 112-113). 

It is clear that Keynes did not consider the major divide between 
his work and that of his contemporaries , the issues raised by monopolistic 
competition and externalities but rather the theory of effective demand 
and how uncertainty and expectations were handled by respect ive theories. * 
If this is t he case then one mus t be able to demonstrate that orthodox 
theory or its der ivati ves, vi z ., Meade's planning theory, fail to deal 
with the issue of uncertainty even on their own premises . Alternatively , 
given the premises or underl y ing assumptions of indicative planning theory 
one must be ab le to show that t ime and uncertainty have to be processed 
to f it the theory, e.g., by the use of such dev ices as ful I informat ion 
or perfect foresight, rather than ta ken in their raw and real state. 

* Keynes ~oes not d iscu ss directly the concept of uncertainty in The Genera I Theo r y ( 1936) (in fact on p. 148 he refers the reade r to his earlier work on t he matter) but how unce rtainty affects certain pivotal eleme nts, including the rate of interest and the long term expectati ons, in his scheme. His ideas on un certainty are given in his Treatise on Probabi I ity ( 1921 l, re publis hed as Volume VI 11 of his Collected Work s (1973), and in particular eh. 6 on the " It/e ight of Argu ments". It is there that probabi I ity and uncertainty are given distinct meanings and i t is his views on uncertainty that are carried over and used in The General Theort, For a recent clarifying article on the use of uncertainty and expectations in the Keynesian scheme see J.A. Kregel 's "Economic Methodology in the Face of Unceri"ainty: The Mode I I i ng Methods of Keynes and the Post-Keynes i ans", The Economic Journal, June 1976 . 

I 

i 
I 
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Meade by setting out to deal with the problem of uncertainty within 
the neoclassical scheme, was in a way responding to the criticism 
quoted from Keynes on the inabi I ity of orthodox price theory to 
incorporate uncertainty. In The Theory of Indicative PI ann i ng ( 1970-) 
he out I ines his method as fol lows:-

"I shal I start by constructing an absurdly abstract model of 
a competitive economy based on a number of extreme simplifying 
assumptions. Its purpose vii I I be to i so I ate in the s imp I est 
and most intel I igible form what I think is probably the crucial 
issue, namely how to deal with uncertainty in planning to meet 
future developments. This model wi I I be extremely abstract; 
but for two reasons I beg you not to be put off easily 
by its unreality. In the first place, the problems concerning the 
treatment of risk and uncertainty which it wi I I, I hope, help 
to pinpoint, are highly relevant in the real world; and, in 
the second p I ace, I sha I I proceed I ater i n my I ectu res to 
the removal of my most extreme simplifying assumptions and to 
a discussion of the comp I ications which thus arise'' (Meade, 
The Theory of Indicative Planning, (1970), p. I). 

This is a rather ambitious set of aims. Not only does it purport 
to go beyond the usual bounds of static neoclassical or general equi I ibrium 
theorie~, where these are confined to risk or probabi I istic situations, 
but more important it is conceived as a though t experiment which 
has relevance for the real world. In particular, Meade attempts 
to remove the initial scaffold i ng of his framework and examines the 
comp I ications that ensue . * 

The immediate question posed here is whether the theoretical impasse 
on the treatment of uncertainty alluded to by Keynes, four decades ago, 
remains or whether recent ext ensions of neoclassical theory, v iz., 
Meade's work on indicati ve planning, have made Keynes's criticisms 
redundant . It is, moreover, clear that the attempt at hand I ing 

* This is something t hat Oebreu ( 1959), for example, does not attempt 
in his wo r k. In the note s for chapter 3 of his book he states: -
"Three phenomena t hat the pr ese nt ana lysi s does not cover must 
be emphasised: (I) externa l economies and diseconom ies , i .e., the 
case whe re t he production set of a producer depends on the 
productions of the other producers (a nd/or the consumption of 
con s umers), (2) increas i ng returns to scale, (3) the behav iour of 
producers who do not consider prices as given i n choosing the i r 
productions" (G. Debreu, Theory of Value ( 1959), p. 49). 

I 

I 
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time and uncertainty by general equilibrium writers and by Meade 

is not merely a 'concession' to reality but it is a prerequisite if 

the maxi ms or properties of orthodox theory of value are to break 

loose from the notions of 'instantaneous adjustments ' or the 

' stationary state'.* Hence, an examination of neoclassical progress 

in this direction would provide insights into how far that system of 

thought has severed its past links with 'timelessness' . 

THE OBJECTIVES AND ASSUMPTIONS OF INDICATIVE PLANNING THEORY 

Initial Conditions and the Overal I Objective 

The theory of indicative planning is, first and foremost, a ''thought 

experiment" on the interaction of a competitive economic system with 

uncertainty and the type of procedures necessary for maintaining 

such a system in equilibrium through time.** According to Meade, 

the nearest r eal proxy to the abstract situation is the smal I group 

of advan ced mar ket econom ies which have considerabl e success to 

their credit in the management of their economies but whose citizens 

wi I I have the task of making al locative decisions in the face of 

uncertainty.*** In the strict sens e the theory is not about the 

* In thi s res pect Korna i i s not t ot a ll y ri gh t in t h i.nki ng that "G. E. 
theory assu mes that there is no uncert ai nty whatever in the econom ic 
system" , An ti-Equ i I i bri um C 1971 ), p. 23. Attempts have been made 
in t he past notably by G. Debreu C 1959 ) , R. Radner ( 1968), J . Meade 
( 1970 and 197 1 ), K. Ar row and F. Hah n (1 972 ) to dea l with uncerta inty 
wi t hi n a neoc lass i cal or gene ra l equi I i brium fr amework and no doubt 
furt hef attempts wi I I be made . Yet i t i s Meade ( 1970, 1971 ) r athe r 
than Ar row and Hahn ( 197 1, pp . 122- 126 ) or Hahn ( 1973 , p. 16 an d 
p . 40) who is confident about the hand l ing of uncertain t y with i n 
th is scheme. 

** The concept of a "though t 11 or "i nt e I I ectu a I" exper imen t has been 
deve loped by J . Ko rnai , s ee , in particu lar, Anti-Equ ili bri um ( 1971 ), 
pp . 11-1 2. 

*** cf . .The Theory of Ind i cative Planning (1970) p. I . This point is worth 
st ressing for wh il e Ir i sh plans displayed the method and main elements 
of implementation of ind icative plan ni ng, t hey were conceived as a 
means for deal fng, inter a l ia, with t he long term employmen t shortages 
and the modernisation of the industrial sector. As it wi I I be argued 
in the next chapter, this ambivalence of Irish plans, between its 
structural objectives and indicative mea ns, has been a main source 
of their weakness and of the subsequent disappointment with the 
p lannin g process. 
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'management', in the usual 'control I connotation of the term, of 
such economies but how to assist free agents in the market to improve 
the ir decisions through information flows organised by the centre. 
Meade ' s formidable list of assumptions include perfect competition, 
no indivisibilities, externalities, public goods or increasing 
returns to scale, and that every individual economic agent knows 
precisely what future time span there is to be covered by his plan.* 
His focus, after abstracting from growth, employment and distribution 
problems, is on al location and in particular how Pareto optimality can 
be maintained through time given uncertainty and the possibility of 
false expectations. Indicative planning, in this scheme, could be 
described as price information procedures organised by a central 
auctioneer, "the planner", to help atomistic producers and consumers 
plan their output and expenditure in an optimal manner thus preventing 
economic instabi I ity through the formation of false expectations. The 
problem of uncertainty is deemed central to the entire theoretical 
framework for it is regarded as the cause that gives rise to expectations 
other than the ones that would be formed if the atomistic economic 
agents enjoyed complete foresight . 

Meade defines egui I ibrium (CE p. 4) as "the state of affairs in which 
the economy so moved through ti me that no decision-make r ever came 
to r egre t at any f uture time the decis ion he took tod ay . . .. this 
would be the case if eve ry decision-maker did in fact correctly foresee 
the futur e cours e of a l I pri ces with wh ich he wa s concerned " . Finally, 
the efficie ncy of the s ystem is describ ed (CE p . 152) as "we wou ld 
achi eve a deve lopme nt of t he economy t hrough t ime suc h that i t wo uld 
be impossible to make one c it izen better of f withou t making someone 
e lse worse off ". 

Although at t his stage we are merel y r ev iewing the initial conditions 
and overal I objecti ve ( i nclud i ng i t s indeb t edness to general equl I ibrium 
ideas) of Meade 's t heor y of i ndica t ive plan ning a bas ic met hodo log icai 
query f or th is system of ana lys i s rema i ns unre solved. The weak claim 
on beha lf of Meade's t heo r y is s imply that t he purpose of the work 

* The ful I I ist of Meade's simplifying assumptions i s g iven either on 
p. 2 of The Theo r y of Indicative Planning ( 1970) or p. 149 of The 
Contra I I ed Economy , ( 197 I ) , 
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is to study the interaction between a fully competitive system and 
uncertainty. The role of indicative planning appears here as one of 
several possible techniques for preventing false expectations from 
occurring. Yet Meade claims something more than this for his work. 
There is an expressed attempt in both volumes on indicative planning 
to impress upon his reader that although his analysis is based on 
'extreme simplifying assumptions' or what he also cal Is an 'absurdly 
abstract model 1 , it is of direct relevance to the real world.* It 

is interesting to note that other general equi I ibrium theorists are 
much more circumspect and modest on this strong claim. Hahn, for 
example in describing the Arrow-Debreu construction, recognises the 
limits of its usefulness as fol lows:-

"The Arrow-Debreu equi I ibrium is very useful when for instance 
one comes to argue with someone who maintains that we need not 
worry about exhaustible resources because they wi I I always have 
prices whi ch ensure their 'proper' use. Of course there are many 
things wrong with this contention but a quick way of disposing 
of the claim is to note that an Ar row-Debreu equi I ibrium must be 
an assumpt ion he is making for the economy and then to show why 
the economy cannot be in this state. The argument wi I I here turn 
on the absence of futures markets and contingent futures markets 
and on the inadequate treatme nt of time and uncertainty by the 
construction. This negative role of Arrow- Debreu equi I ibrium 
I consider almost to be sufficient justification for it .... 

We can easily refute propositions such as those on exhaustible 
resources which I have already referred to. Moreover, one can 
locate precisely where the argument goes wrong. On the other 
hand we have yet another reason vt hy this equ i Ii br i um cannot 
be claimed to describe properties of al I potentiaf terminating 
points of any actual processes'' (On the Not ion of Equi I ibrium 
in Economics (1973) pp. 14-16).** 

It would seem that this i s a different and much more cautious claim 
on behalf of General Equi I ibrium than the one thought possible by 
Meade. Th us, in Hahn's view, the Arrow-Debreu construction is empirically 

* 

** 

cf. Th e Theory of Indicative P!annino (1970), eh. I , p. I, and 
The Control led Economy ( 1971) eh. I, p. 4 and eh. IX, p. 150. 

The same negative qua! ity of general equi I ibrium referred to 
by Hahn above is also stressed in the preface of Arrow and Hahn, 
General Competitive Ana lysis ( 1972) pp. vi-vi i. 
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usefu l but that th is usefulness is primarily a matter of disposing excessi ve 
clai ms on i ts beha l f . In Meade's scheme though the pr emises of the 
argument do not differ from the Arrow-Debreu construction the proposi tions 
der i ved from i t are supposed to be of direct operational relevance 
to the real world . It is this ambitiousness of Meade's scheme that 
poses the methodological que ry . To restate it, Meade describes 
how the ex istence of uncertainty threatens the equilibrium and optimal 
properties of a fully competitive system by giving rise to false 
expectations . But what ki nd of problems does uncertainty give rise to 
i n a real economy which by Meade ' s criteria is already in disequi I ibrium, 
that a fully competitive model can explore? It is not self-evident 
why the t wo purposes of the study are equivalent yet whil e Meade 
concentrates his analysis on the first problem he offers prescriptions 
for the latte r . 

Finally , a word of explanation is warranted why , particularly at this 
part of the study, we have resorted t o ext ensi ve quotes r at her than 
t o br ie f su mmaries or even an al I embracing statement about the 
con nect ion bet wee n genera l equi I ib r i um a nd Meade 's ind icat i ve plan ni ng 
t heory. The reason f or t hi s is not a ped ant i c obsess ion with deta i I 
bu t to avoid the charge that we may be impu t i ng to t he ideas of such 
t heorists as Meade and Ha hn either more or less than what they wish 
to convey. The convict ion that many of t he cu rrent criti c i sms of 
general equi I ibrium models are either outrig ht false or based 
on a misunderstanding is he ld very strongly by Hah n .* It mu st be 
admitted that some of the critics may have, i nadvertently, helped 
Hahn ' s met hod of rebutti ng criticism because they sti I I consider general 
equi I ibrium as one scheme when in fac t there seems to be as many 
interpretations as there are enthusi asts for the cause. This Hahn 
exp loits ef f ectively by po inting ou t that what are regarded as omiss ions 
in one mode l are included in some other. Yet Hahn's spirited defence 
of general equi I ibrium is weakened for irrespective of the strength of 
the repl y to criticisms (and on his own admiss ion) there is little 
positive or operationa l content, at present, in that construction. 

* F.H. Hahn On the Notion of Equi l i~rium in Economics (1973), lnaugu.-al 
Lectur·e, Cambr· i dge, and "T~e V·/ rong Issues and the \·,rong Argument", 
Th e Economic Record, September 1975. 



3.3. 

3. 3. I 

3-11 

By 'positive' aspect we mean the type of propositions on current 

economic problems, and there is no observed dearth, that can be derived 

from a general equi I ibrium model. This is given as a warning on the type 

of objections raised against earlier comprehensive, e.g., Kornai 

(1971), critiques of general equilibrium models and to de! imit 

further our own purpose which is to examine Meade's theory of 

indicative planning, including those ideas from general equi I ibrium 

that Meade perceived as useful for his work. 

MARKET AND ENVIRON MENTAL UNCERTAINTIES 

Indicative Planning and Ma rket Uncertainties 

Having stated his aims and assumptions Meade deals with the core of 

his topic, namely, the interaction between a competitive economy, 

uncertainty and the role of indicative planning.* Rather than 

defining the two types of uncertainty that are crucial to his work, 

he prefers to explain th e differences by use of an example. 

"A manufacturer of sunshades and umbre 11 as in forming his 
p I ans this year as to how many sunshades and how many umbre I I as 
he wi I I produ ce now to put on the market next year does not know 
whether it wi I I be wet or fine .... and this is an environmental 
uncertainty . The ma nufacturer al so doe s not know what the ma r ket 
demands for umbre I I as and for suns hades w i I I be if it is wet nor 
what the demands wi I I be i f it is fine; but the consumers of 
suns hades and umbre l !as may know very wel I how ma ny of these objects 
they wi I I buy next year at given market prices for th ese objects 
if it Ls wet and how many they wi I I buy at gi ven prices if it is 
f i ne. Th is lack of know ledge by the producer is market uncertainty 11 

<The Contro I I ed Economy C 197 I), pp. 149- 150). In short the 
d1st1n ct 1on 1s that market uncerta i nties are ''about things wh ich 
some peop I e know for certain and others do not know at a I I" and 
env i ronmenta I uncertainties "about things 1vh i eh nobody knows'' 
CThe Contro I I ed Economy, ( 1971) pp. 149-150). ** 

* This is encapsu I ated in Part Three of The Contro I I ed Economy C 197 I), or 

** 

the subject matter of the slim companion volume The Theory of 
Indicative Planning ( 1970). 

This treatment of uncertainty is reminiscent of the work of R. Radner, I 
viz., 'Competit ive Equi libriu:n Under Uncertainty', Econor:ietrica, 
January 1968, where he makes a di stinction between uncertai nty generated 
by the environment and thus beyond the control of market agents, and 
uncerta inty arising within the market because of t he economic agents' 
incomplete information about each other's behaviour. 

. I 
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A case considered is the "complications" that may be introduced through 

market uncertainties but in the absence of environmental uncertainties. 

The ma i n task, according to Meade, is how to enable atomistic decis ion 

ma kers to foresee the future accurately about the prices of goods 

and services in which they are interested. The answer to this he 

finds in the procedure that fol lows:-

"By one once-for-al I gigantic market 'higgle-haggle' everyone 
could buy and sel I forward for al I periods of time from now to 
'Kingdom Come' everything in which he or she is interested, 
including the hire of his or her own labour and the purchase or 
sale, and the lending or borrowing, of different forms of 
property. When the market had settled down, everyone would 
know precisely the future course of his income, the prices of 
what he would buy and sel I, the future level of his consumption 
of every good and service, the amounts of capital equipment 
of various kinds he would instal at every future date and so 
on and so on" <The Contra I I ed Economy ( 197 I), p. 152). 

In short, a competitive or atomistic system requires ful I information 

or perfect foresight to maintain itself in equi I ibrium through time 

even on the assumptions ~i ven earlier by Meade.* Indicative planning 

i n such a case is purely an information procedu re organised by the 

central auctioneer , Meade's "government", which ta kes the form of 

mi micry of for ward markets . A I ist of prices is drawn for every 

concei va bl e commod ity a nd serv ice , gi ven ti me and locati on, and i f 

the set does not cl ear the mar ket revi sions are made unti I the 

fit i s achieved. The re is I ittle diff e re nce bet ween indicat ive 

pla nning and f orwa r d markets i n t he ab sence of en vi ronmen tal unce r t a inti es 

f or both are proced ures for f orecasting ba lanced market cond it ions . 

It i s worth not ing that indicat ive p lan nin g I ike forward markets i s 

a by-pr6duct of the sea rch for reconc i I ing the need for fu l I i nformation 

or per fect fores igh t and the properties of compei·i t lve or atomis t ic 

competition through t ime. 

* This of course Is precise ly the c r it i cism, c i ted from Keynes on 
orthodox pr i ce t heory and repea t ed by J . Robinson i n the 
f o I I O\'I i n g w a y : -
"The reason why the orthodox argument fa I Is to be usefu I is that 
It Is f ounded on a contradict ion. Atomist ic compet ition and 
correct foresight are irremediably irreconcilable" (Robinson, "Con~.urnsr 
Sovereignty In a Planned Economy" Essays in Honour of Oskar Lange, 
(1965), p. 519). 
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The only difficulty that Meade sees with the system of indicative 
planni ng procedures for c learing the market is that if some of the 
commod i t ies are compleme ntary wi t h one group in excess supply and 
the ot he r i n excess demand price rev i sions by the central auctioneer 
may worsen the situation. But this is a small price to pay , for 
i f one accepts al I the initial assumptions given earli e r plus "no 
unforeseen changes in technical knowledge or tastes" which is warranted 
by Meade ' s system then one can , perhaps, include the additional 
assumption of no complementarities between commodities. Meade , however , 
having noted the problem he states "In this volume we shal I , however , 
neglect this problem" (Meade, CE (1971) , p. 155). * 

It is worthwhile to note some of the I imitations and points of 
arbitrariness that creep into Meade ' s mode of analysis even at this 
elementary level of the discussion . 

Uncertainty at this stage is of the tamed sort ; the i nf ormat ion f or 
e lim inating 'mar ket uncertai nt y' is assumed to be r eadily available 
in the ma rket an d t he problem i s how to get acces s to it on be ha lf of 
one o r the othe r of t he contractua l part ies (vi z., produce r s or 
cons umers). The indicative planner oper ating on behalf of the producers 
finds ou t about consumers' purchasing intentions and, at the same 
time, t r ansmits pr ices and product ion plans f rom pr od ucers t o 
consumers. 'dhat is not very c I ear is why such i nforma.ti on on 
intentions is readily divulgable and once released i s binding for 
either of the contractua l parties. Intuitively, one can see benefits 
to an actual or potential producer if he has al I the information 
that he needs about t he state of the market and the purchasing intentions 
of pot ential buyers. But why should consumers, even if aware of al I 
their purchasing intenti ons, reveal such information to the indicative 
planner and having shown their intentions make a commitment that the y 
wi I I stick to it for the period of the p lan? Is it not uncertainty 

* For a d i scus s ion of t he "gross subs t i tuta b i Ii ty " pa r adox, i . e ., 
t he conditions that need to be satisf ied so that an equi I ibrium 
price vector can be fou nd fo r comp leme nt a r y commod it ies, see 
G.M. Heal , The Theory of Economic Plannin..9. ( 1973), pp. 78-79. 
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that keeps purchasing or production intentions in abeyance and in 
the form of I iquid cash or bank balances?* In other words, the 
momen t an indicative planner can equate purchasing or production 
intentions with the act itself then the uncertainty implicit in 
such intentions, or unrealised possibilities, vanishes into thin 
air. ** 

Moreover, within the specific framework used by Meade, it is difficult 
to see how the indicative planner wi I I elicit, freely, the required 
information from monopolistic or oligopolistic competitors necessary 
for the 'once and for al I' auction to establish equi I ibrium. Tr.e 
reason for this is that ol igopol ists and monopolists benefit from the 
ignorance of their rivals concerning their production and pricing 
intentions and are uni ikely to part freely with such information which 
wi I I be passed on to competitors via the indicative planner. 

The economic model described by Meade does not even al low for the 
possibi I ity that the economy under examination may be outside equi I ibrium. 
The value of indicative planning or forward markets is directed at 
maintaining equi I ibrium, once the economy has by hypothesis reached it, 

* 

** 

The 'speculative motive' is of course, one of Key nes's three determi nants ' 
of his I iqui dity-pref erence function. Mo reover, in a wel I organised 
market for personal debts the other two motives, for transaction and 
precaution, sink into the background whi le the speculative motive 
"gives an oppo rtun i t y for wi ld f luctuations in l iqui dity preference" 
The Genera I Theory ( 1936), p . 171. It must not be thought however 
that only Keynesians wo uld disagree with Meade on this, see , f or 
examp I e, R. Rad ner ( 1968) , "Competitive Equ i I i br i um Under Unce rta i nty'1, 
op, C i ! , , p , 57 . 

As Prof essor P. Davidson noted:-
"An unchanged equi I i briu m pr ice or cu rrent complet e ly correctly 
unforeseen changes in the future pr lees of such markets (e.g ., fu I I y 
ant icipated inflationary price rises) are equi I i brium concepts that 
are log ical contradictions for specu lative behaviour and speculative 
markets. It is only in ~n uncerta in wo rl d (where thoughts about the 
future ca n neve r anticipate the future) that economic resources are 
engaged in such speculative markets and the role of money as a refuge 
from uncertainty makes sense" (P. Davidson, review of G.L.S. Shackle's 
An Economic Querist, Journal of Economic Literature, December 1975, 
p. 1322). 
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but it does not deal with the question of the role and capabil ities 
of such aids for an economy in disequi I ibrium. His initial 
premise i s , rather that, "if these conditions of absence of externa lities 
and indivis ib iliti es are comb i ned with perfect foresight of future 
events then the f orces of actual or potential perfect competition wi I I 
suffice to cause a dynamic economy to move on a fully efficient path 
through time" (Meade CE ( 197 I ) , p. 148) . His method , in shorthand , is 
simply to take as given perfect competition eliminate externalities 
and indivisibi I ities by assumption and having done this pose the 
question whether, and if so how, it is possible to improve if not 
to perfect foresight of future market conditions. The reason why 
such a question becomes imperative in Meade's scheme is precisely 
that the properties of a competitive economy can not be maintained 
through time in the absence of full information or perfect foresight. 
But equally wel I, the concepts of equi I ibrium or a Pareto optimum 
are vulnerable in Meade's dynamic model if he has chosen to assume 
"given" foresight wh ile relaxing his underpinnings of perfect 
competition, e.g., assuming monopoly power, or no indivisibi I ities 
and externalities, accepting increasing r eturns, in terd epe ndencies 
in consumption etcetera.* 

If contrary to the above, we accept the possibility that expectations 
are di sap pointed, despite the ava i I ab i Ii ty of information, then there 
is no assurance that the indicative planner would be able to restore 

* It is interesting to note how different Meade's concept of 
equili_brium is from Keynes's idea . Keynes's concept of 
equ i Ii bri um is independent of the need to assu me "oerfect 
foresight" or to prevent "false expectations" from happening -
two notions that are proving the nemesis of many general 
equi I ibrium models of analysis. In the process or 'mechanics' 
for obtaining equi I ibrium the two systems differ, for Key nesian 
equi I ibrium which is the outcome of the investme nt decisions or 
"animal spir- its" of capitalists and the consumption share out 
of income, can settle at less than ful I employment output or 
income (i.e., where the markets are not cl ea re~). Finally, 
in their imp I ications the two types of equi I ibrium are different 
for Meade's t ype of equi I ibrium is a presumption in favour of 
leaving things to the market, v1hi le Keynesian equi I ibrium is 
precisely that the marke t left to its own devices has no 
bu i It-in mechanism for tu I I emp I oyment. 
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dynamic equilibrium. The only proviso that can lead to the co

existence between 'false expectations' and competitive equi I ibrium 

is where al I dates are co-valid or where time is space and the 

indicative planner can unravel the source of 'false expectations' 

by moving backwards in time.* When al I dates are co-valid adjustments 

are instantaneous and thus neither the threat of uncertainty nor 

the irrevocabi I ity of time can enter into the argument. When time 

is space rather than duration, uncertainty and 'false expectations' 

lose their threat to the competitive equi I ibrium precisely because 

the indicative planner can move, if necessary, backwards in time 

offering information so that wrong decisions ('wrong' in the sense 

that they diverge from decisions necessary for equi I ibrium) are 

revised and only equi I ibrium commitments are transacted and materialise.** 

Conditions can be postulated within Meade's intellectual experiment 

which require that the status of the indicative planner wi I I alter 

from that of a 'neu tral auctioneer' to that of "an auctioneer with 

powers of compulsion''. The price iterations or duets between the 

auctioneer and the citizens, both consumers and producers, alluded 

to by Meade must only be made on paper and become commitments when 

the set of prices capable of clearing the market is announced or found.*** 

* The concept of co-valid dates or timeless equi I ibrium in the theory 
of value is exp lored in chapter 5 of G.L.S. Shackle's An Econom ic 
Querist ( 1973). The same idea and the notion of time in economics 
is, also, discussed by J. Robinson in "A Lecture Delivered at Oxford 
by a Cambridge Economist", Collected Economic Papers, Volume Four, 
1973. For a more detailed discussion of 'time' in Meade' s scheme 
see App_end ix A. 

** The two diff erent uses of time, as space and duration or as the 
''extens i ve 11 and the "qua I i tat i ve" , in the phys i ea I sciences were 
deve loped by Henri Bergson in the "Multi pi icity of Consc ious States, 
The Idea of Duration", Ti me and Free \IJl 11 , 1888, (First English 
Tran s lation Mu irhead Li brary of Philosophy ( 1910)). 

*** For an early critique of the Wa lrasi an positio~ on this see 
N. Ka I dor' s "The Determinateness of Static Equ i I i br i um", Review of 
Econom ic Studies, February 1934, and republished in Essays on Value 
and Distributi on ( 1960). 

I 

I 
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Otherwise there is little to prevent some of the citizens from 
making a commitment either for spot or future delivery that is in 
accord with their preference and cost functions but not with the 
auct ioneer ' s intentions. As Meade describes the process for each 
set of prices announced by the auctioneer, the citizens register 
their 'demand' and 'supply' intentions, then there is a break where 
these are summed up and if the market is not cleared there is~ 
re-assembly and revision of prices unti I the market is cleared. 
But before we have reached the equi I ibrium set of prices or optimal 
iterations some contractual arrangements were already made that 
though sub-optimal, as viewed from the auctioneer's angle, were in 
accord with the preference and/or the cost functions of a sub-group 
of citizens. If only one price is to rule for a given commodity, 
defined in such a way as to take into account time and place of 
delivery, then the auctioneer must be vested with powers to revoke 
commitments entered by producers and consumers unti ! the iteration 
which generates the equi I ibrium or "right" price .* If the central 
auctioneer, however, has that power of compulsion then he is no 
longer a neutral agent nor are we dealing wi th a fully fledged 
market economy which i s precisely the solution arri ved at by 0 . Lange 
in the 1930s to demonstrate that the al locative properties of a 
compet it ive economy can best be satisfied in a socialist one!** 

But what really narrows the role of Meade ' s ' planner ' to that of a 
neutral auctioneer is that the assumption that economic externalities , 
distributional prob lems and growth have al I been taken care of outside 
the market_ place or the 'auction rooms', (in Meade's example the 
Albert Hal!). When these ceteri pariba are al lowed to be, by the model 
builder, a legitimate source of worry for the planner then the 

* 

** 

This has been r ecogn i sed by a long line of writers incl uding 
N. Kaldor ( 1934) and 0. La nge (L936). A recent r estatement 
of it can be found in G. M. Hea l 's The Theory of Economic 
Planni ng ( 1973) , on ' Th e Lange-Arrow- Hu r wicz Procedure', pp. 78-
82 . 

cf . 0. Lange, "On the Economic Theory of Socia I ism", Par·t I I , 
Review of Economi c Studies, Vol. 4 (1936- 1 37) particularly 
pp. 123-128. 
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a l locative properties, of a perfectly competitive market, lose their 

lu s t re. Information flows alone,. the only means at the disposal of the 

'non-interventionist ' planner, wi I I not suffice in tack I ing such 

issues as poverty and unemployment, pollution and restrictive practices 

however di I igent the indicative planner is in generating such data 

for private agents in the market . 

Within Meade's scheme, it is not very clear why indicative planning 

is at al I necessary in the presence of ma rket uncertainties but 

in the absence of environmental ones. Consider,we are told 

CE (1971) p. II, that our imaginary economy has a present, a future 

and a past. The condition is stressed by Meade for as he 

explains the present inherits from the past, inter al ia, a stock 

of assets, houses, capital equipment etcetera. We know also that 

the present, defined as t is in ful I equi I ibrium (characterised 
0 

by the conditions given on pp. 148 - 149). The problem Meade 

sets himself is ho~ to prevent such an economy moving in disequi I ibrium 

through time, e.g., from t
0 

to · tn' given the possibi I ity cf market 

uncertainty and th e creation of 'false expectations'. The aid, 

he suggests , for preventing 'false expectations ' from materialising 

i s indicati ve planni ng. But this i s a 'non- problem' and the 

question of introducing new aids , suc h as indicat ive p la nning or 

a centra l a uctioneer , does not ari s e g ive n th at by hypot hesi s 

the economy is capa ble of mov ing from the past , e. g . t_ 1, to 

t he present, t, i n an equ il ibrat i ng f ashi on . In ot her words, if 
0 

the economy ca n move from the past to the pres ent wi t hout the 

a id of a ' cent r al a ucti onee r ', which is th e hall 1:1ark of non-dir·ectiv'e 

planning, why t he logi ca l need of i ntroducing one at present ? One 

is inc l ined to assume, as there is not stat ement to the cont rary, 

that the type of aids or procedures envisaged by the mode l 

bui Icier, to bring an economy from the past to the present in an 

equi I ibrating way wi I I continue to operate from now on. There is 

I ittle in Meade's wo rk to explain the process of how an economy 

finds i tse If in the fe I i c i tous state of fu I 1-equ i I i br i um at 
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present, or, how the aids having delivered the economy to a ful I 
equi I ibrium wither away so that new ones have to be devised.* 

There is, finally, a conceptual difficulty of how to reconcile 
Meade's view of a planning role for the State with one of the 
main premises of his argument. A major group of assumptions is 
that there are no externalities or pub I ic goods and no 
ihdivisibi I ities or returns to scale admitted by his system.** 
Granted this, it is difficult to find a rationale for a planning 
role for the State given that whatever enters the market is a 

private good. That is, if. information is only admitted as a 
tradeable commodity then agents within the market wi I I undertake 
it (e.g. in the form of insurance and commodity futures) so that 
there is no need for State intervention. it wou Id seem that the 
role of the State as a planner, even at the indicative level, 
cannot be conceived . independently of the very conditions, e.g. 
increasing returns and pub I ic goods, that Meade removes by 
assumption. In particular, the organisation and dissemination 

of information by the indicative planner is an expression of the 
existence of pub I ic goods or rather that price signals are not 
complete information carriers. 

This completes the survey and critique of 'non-interventionist' 
planning theory in the absence of environmental uncertainties. 
The next section deals with th e claim that indicative planning 
can be used as a means to g2nerate prices consistent with the 
equi I ibrium requi r ements even whe re envi ron me ntal uncertaint ies 
are present . · 1n particular as Meade conc lud ed, "that one can 
remove al I market uncerta inties even in the presence of e nv ironme ntal 
uncertainties", (Meade, CE (1971) p . 166). 

* 

** 

This prob lem does not ar ise in the traditional Arrow-Debreu 
construction of equi I ibrium because 'a i I actions are decided 
upon at only one instan t of time', see Hahn on The Notion of 
Equi I ibrium in Econom ics ( 1973), op. cit., p. 7 and p. 15. 

cf. The Centro II ed Economy ( I 97 I ) , p. 149. 
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Indicative Planning and Environmental Uncertainty 

It wi I I be recalled that environmental uncertainties were described, 
by Meade, through an example concerning the decision choices of 
a producer of sunshades or umbrellas who does not know whether 
it wi I I be wet or fine at some future date. Alternatively, 

environmental uncertainties were bri.efly called "things that 
nobody knows" (Meade, CE (1971) p.150).* 

At first inspection, this is the type of uncertainty that Keynes 
accused orthodox theory of not being ab I e to encompass . It 

was precisely the type of unique or unexpected events that 
calculable probabi I ity could not handle or in Keynes' wo rds 
"About these matters there is no scientific basis on which to form 
any calculable probabi I ity whatever" (Keynes, Collected Writings 
(1973) Vol. XIV, p. 114) . Having stated this Keynes considers 
three ways by which producers and households reacted to an 

uncertain future and then explains how in The General Theory he 
attempted to take account of this pattern of behaviour . What 
Keynes did not do was to begin by postulating a fully competitive 
economic system then introduce an entity called 'uncertainty' 
and finally re-examine what further procedures are necessary 

to tame or neutra Ii se this new agent. In The Genera I Theo ry, 
uncerta inty is part and parcel of Keynes's theory of I iquidity 
preference and it also shapes expectations which in turn are part 
determinants of other elements e.g ., interest rates and prospecti ve 
investment, - in the theory of effective demand . . The methodo logical 

* Examp les of environmental uncertainties, according to Meade, 
i nc I ude 'future techn i ea I progress;, 1 future changes in 
fashion' and in general, the 'future state of econom ic activity' 
<The Contra I I ed Economy ( I 971 ) , p. 150). K.eynes I s uncertainty, 
of the sort that is not co I I aps i b I e to a ea I cu I ab I e probab i I i ty, 
is used in th e sense that 'the prospect of a E~ropean war 
is uncertain ', 'the price of copper and the rate of interest 
twenty years hence' or 'the obsolescence of a new invention' 
(Col lectad Wrltings ( 1973), Vol. XIV, pp. 113-114). Both authors 
are in agreement with the v iew that an important class 
of events which give rise to economic uncertainty are not 
amenable to finite probabi I istic or actuarial valuations. 
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sequence of operations fol lowed by Meade is radically different 
t o the above. He begins with a fully competitive system , wh ere 
expectati ons are not disappointed, then he introduces uncertainty 
which gives rise to 'false expectations' and finally he considers 
procedures, viz . indicative planning, which purport to contain 
uncertainty and help maintain the initial properties of a fully 
competitive economy. Meade ' s treatment of uncertainty is not, 
as we have seen, only an attempt to meet Keynesian criticisms 
on this matter. In this , he sets himself an even more 
ambitious task than other general equi I ibrium writers for whom 
uncertainty is confined to risk or insurable events and where 
probabi I ity functions or values can be assigned or are already 
given .* 

There are two broad .classes of characteristics associated with 
these type s of uncertain eve nts: 

(I) Either there is complete absence of information about them 
(e.g., Meade's 'things tha t no one knows anything about') or that 
the type of information collected about these events (e .g., the 
posslbi I ity of new war ) cannot find a common numeraire which can 
generate a probabi I ity function. 

(2) Th ese events a re not a lways market generated Ca distinction 
brought out neatly by Meade in describing them 'E nvi ronmental' rather 
than ' Market uncertainties'). If this class of events is not 
mar ket generated they are exoge nous in two senses; they may not be 
strictly economic (e.g . , changes in fashion or an earthqua ke) or they 
may be economic but gene rated outside t he s ystem (e .g. , changes i n 
the price of oi I by oi I produce rs for a smal I country that is a non 
producer , i .e., a price ta ker). 

* cf . Debreu Theory of Value (1959), eh. 7 on 'U ncert ai nty' and 
K. J . Arrow and F.H. Hahn Genera l Ccmpetitive Analysis ( 1972), 
pp . 122- 126. For- a descript io n of t he kind of problems 
presented by 'uncertainty' to theorists of general equi I ibr ium 
see Hahn ( 1973), pp. 16-!7, op. cit., and Arrow "General Economi c 
Equi I ibrium ... ", The American Economic Rev ie'.'!._, June 1974. 

1' 
I 
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Mea de considers the help that an indicative plan (or forward markets) 
can render to producers or consumers operating in conditions 

of environmental uncertainty . The way he does that is to take 

up once again the example of the demand and supply of sunshades 
and umbrellas given that, respectively, consumers and producers 
do not know whether it wi I I be wet or fine at several specific points 
in the future. Meade's treatment of the problem of environmental 
uncertainty is first to isolate the events giving rise to such 

uncertainty and then assign to these probabi I ities. From thereon 
the matter is dealt in essentially the same manner as market 

uncertainties, the only difference being that the central auctioneer 
(or indicative planning) must specify prices for each and every 

stochastic eventuality. 

11 (The Governmen t) must issue not mere I y a sing I e 
questionnaire, but as many questionnaires as there are 
environmental paths, each such questionnaire sugges t ing a 
course which mig ht be taken along that particu lar path by 
the prices of every good and service, by th e rates 
of interest for t he loan of a day's mo ney, and by 
each day's insurance premiums or betting odds on 
movin g from that day's point on that path to the 
next day's point on that path. 

Each citizen must now write down how much of each good 
he wou Id buy or se I I , how much capita I he wou Id borrow 
or len d, an d how much he would bet on or agains t moving 
from one point to the next on each part i cu I ar path, if 
the prices interest rates, and betting odds in the 
market did move in the specified way . The government 
officials must then add up the total demands and 
suppl i_es for goods and services, loans and bets along 
each envi ron mental path. They must then put up the 
price, interest rate, or i nsurance prem iu m at any point 
on any environmenta l path where the demand for goods the 
loan or the insurance exceeded the supp ly; and vice 
versa. The procedure is then repeated and this 
process goes on unt i I, hopefu I I y, there is a ba I ance 
between supply and demand in every ma rket at every 
point on every env i ronmenta I path. 11 (lv1eade, T!le 
Contra I I ed Economy C 197 I ) p. 165) . 

But the entire treatment of uncertainty by Meade violates his 

basic premise that these are events that no one knows about. There 

are two logical problems that Meade neglects in the treatment 
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of uncertain events (CE (1971) eh. 10) . First , how is it possible 
to ma p al I these uncertain events a priori? Th i s is necessary 
before one even begins to thin k about assigning probab i lities. 
Are we to assume that the events giving rise to environmental 
uncertainty are known a priori? If this is the case then they 
are no more different than 'market uncertainties'. However, the 
whole emphasis by Meade is that environmental uncertainties are 
i ndeed different from market uncertainties and that there is no 
a priori information about their occurrence let alone their 
number. Second, even if we can logically assume that al I these 
uncertain events in the future appear on the contract I ist of 
the central auctioneer, this does not imply that their incidence 
of occurrence is amenable to assigning actuarial values or 
what Keynes calls 'the calculus of probabi I ity'. To use but 
a relatively trivi~I example, how does one compare the 
I i kel ihood of occurrence of a· European War with the I i kel ihood 
of major i nventions and i nnovations or the I i ke l ihood of changes 
i n fashion in specific directions unt i l ' Kingdom Come'? * The 
very use of the term I ikel i hood t o charact e ri se t he occurrence 
of su c h events g ives r i se to consid e ra b le prob lems, let al one 
t heir faci I i t y for compar i son . 

* For these t ypes of even t s Keynes' d istincti on be t ween uncer t a in 
and probab i I i st i c phenomena s t i I I sta nds . "One argument has 
more weight than another if it i s based upon a greater 
amount .of re levant evidence; but i t is not a lways or eve n 
generall y , possib le to say of two sets of propositions 
tha t one embod ies more evidence than the other. It has 
greater probab i I i t y than another if the ba I ance in its 
f avour, of what evidence there is, is greater than the 
balance in favour of the argument with which we compare it; 
but it is not always, or even general Jy, possible to say 
that the balance in the one case is greater than the balance 
in the other " CJ .M. Keynes, A Treatise or; Probabi I ity 
(1921), Collected Wr itings, Vol. XIII ll973), p. 84). 
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Since Meade uses 'homely' examples to demonstrate his point and 
'outrageously simplifying' assumptions to derive propositions 
about the real world, how can one_ treat the fol low i ng example with 
his mode of analysis and sti I I obtain the marginal ist properties 
of that system:-

Given pear trees and their relevant specifications one can perhaps 
estimate the potential yield of new seed I ing in the same orchard. 
The same applies for an apple tree seed I ing in asimilar orchard. 
But given a forest of an unknown tree composition what is the 
probabi I ity of getting a certain number of pears and an equal number 
of apples by a specified future date? The trees in the forest are 
equivalent to the type of events that give rise to environmental 
uncertainties (i.e., 'things that no one knows about') and the amounts 

. I I 

quoted are a priori specifications for ful I equi I ibrium at a given number 'I 
of years hence. It i·s to be appreciated that this use of 'examp le' 
from the physical world does not impart further reality to the 
economic model. Yet this is precisely what Meade does in his t wo 
recent volumes on indicative planning. He generates 'an absurdly 
.abstract model 1 (his own words) then he descends to an example of 
'reality' (of the sort of wet or fine weather and its effects on 
umbrellas or sunshades) and considers that the latter has provided 
an empirical t est for hi s model. The major ob j ection is that th e wet 
or fine situation goes against the grain of Meade's own argu ment about 
the status of uncertain events, and the secondary criticism is that 
such a test is applicable , in the fi rst instance , to the thought 
experiment and that its resu Its are not read i I y transposed to the rea I 
or 1 disequi I ibrium' wor ld. 

Both Meade (1970, 1971) and Debreu ( 1959) use the devise of 'decis ion - trees' 
to describe how different price vecto rs have to be constructed to 
take care of any probabi I istic event that may intervene and which 
threatens the system in moving in a disequi I ibrating way. However, 
the purpose and use of the device in the two schemes is essentially 

different. Debreu defines probabi I istic or risk events in a manner 
that the events are amenable to a treatment of the calculus 
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of probabi I ity. One may argue, as Keynes has done that these 
types of risk events have only a superficial resemblance to 

uncertainty in economics so that in this respect Debreu has not 
broken away from the pre-Keynesian orthodoxy in the treatment 

of uncertainty. That is, one can criticise Debreu's treatment 
of uncertainty as dealing with risk situations but within his own 
terms he cannot be accused of being misleading . On the other 
hand, as we have seen, Meade's environmental uncertainties have, 
by example and definition, an affinity to Keynesian type uncertainty 
but in otder to maintain the properties of the neoclassical system 
uncertainty is reduced to a status of a risk situation capable 
of actuarial valuation. Hence the property of the system to 
generate "decision trees", procedures where the 'co rrect price 
vectors' are found for each environmental path within market 
uncertainties are eliminated (Meade, CE (1971) pp. 159 - 162). 

Meade i s not entirely satisfied with some of the practica l 
conclusions ot his treatment of environmental uncertainty. In 
particular where there is a multi pi icity of environmental time 
paths this wi I I give r ise to as many indicative sub- plans. As 
he points out even for the modest number of three uncertain 
exogenous variables each capable of taki ng three values (" h igh, 
medium or low" ) for a fi ve pe ri od plan this would gene rate 
33x5

= 14,352 ,807 d if ferent t ime pa t hs for the en v i ronmental 

uncerta in t y ("an d i t i s of cou rse , a gross si mplification of 

reality to assume that there are only three factors about wh ich 
one is basic9 11y uncer ta in" (CE ( 197 1), p. 207) .* The implications 
of this are far reaching for as many indicative sub-plans have t o 
be constructed and eve ry c i t i zen ha s to s t ipu lat e for each pa t h 
hi s own subjective probabi I i t y for i t s occu r rence. The way that 
planners, Meade suggested, ought to take care of thi s complexity 
is simply to co nsider the more 'typical I or 'representative' 

* There seems to be a slight arithmetic error here for 33x5
= 14,348,907 

rather than 14,352,807 gi ven in Meade's text. 

T 

I 

I 
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environmental time paths. But this is a false concession to 

reality. To construct 'typical I or ' representative' environmental 

paths presupposes that the planners are able to determine a priori 

the typ i ea I from the atyp i ea I env i ronmenta I uncertainties. It 

i s impossible to detect how such a procedure is permissible if 

environmental uncertainties by hypothesis, have been defined as 

events that "no one knows anything about". Even if we relax this 

postulate it is not a sufficient condition for mapping out 

their probabi I ities and choosing the more I ikely ones for the purpose 

of the individual decision maker or the indicative planner. 

When events are uncertain , as distinct from uni ikely, it is precisely 

that the information that we collect does not share a common 

numeraire. By this it is not denied that it is useful as suggested 

by Meade, to gather evidence about 'future technological developmer.ts 1 

or hints about foreign or domestic competitors to ones own I i ne 

of activity. But such evidence, or 'the weight of t he argument ' 

in Keynes's words , has not the same status or comparabi I ity 

that the outcome of a coin toss has with respect to a throw of 

a dice. That is information about uncertain events lends 

itself to different interpretations by agents in the market thus 

giving rise to the ent repreneuri al function, i n F. Knight's sense 

of the word, or to speculation which is an attempt to anticipate 

even t s contrary to the collective opinion ruling in the market. 

In t~ese circumstances, indicative planning or any other type of 

information procedures about the future may be of help to 

atomistic competitors in the market but it cannot be used for 

maintaining or attaining Pareto opt imality, i.e., Meade 1 s locus 

of attention, which requires certain or probabi I istic evidence 

where al I possibi I ities about the future state of the world are 

exhausted. 

This is not the end of the matter. Granted that it is wi thin 

the realm of huma n in genu ity to, somehow, unlock al I the fu ture 

'states of the world' so that economic agents can improve their 

decision making with the help of such aids as forecasting or 

1 1 
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contingency markets this may sti I I fal I short of attaining equi I ibrium 
or the c lea ri ng o f al I the markets . The reason for th i s is that the 
computationa l capac i t y of the agents , incl uding the iterat i ons of 
the indicative planner, may prove the b i nding constrain t preventing 
t he generation of the required set of prices to clear the markets . 
Other constraints with similar effects can take the form of locational 
hindrances or the number of markets necessary for conducting 'futures' 
for al I commodities .* We are not suggesting here that indicative planning 
should not , in practice , concern itself with the future prospects of 
a count ry . Rather , how this concern about uncertain future events and 
their rela t ion to act ual plans cannot be readily disti I led from Me ade's 
sections on the theory of i ndicative planning. T~ere his concern with 
Pareto optimum (both as initial and terminal conditions), the use of 
planning proce dures as a means of mainta i ning equi I ibrium through time 
by pre venting fals e expectations and the inabi I ity of the model 
to deal with uncertainty, as compared t o risk situations, ma kes it 
an unneces s aril y exact i ng fra mewo rk about t he arbitrary conditions 
i t must s ati sfy and t he I imi te d obj e ct i ves i t ca n f ulfi I. 

Finall y, t he fr ag i I ity of a pur e ly indicati ve pla nning fra mewor k i s exposed 
f rom a di ffe rent direct i on when attempts a re made to relax some of 
the i nitial assumptions in favour of re a lism. In part i c u la r woul d 
the s ame properties of orthodox equi I ibrium obtain if increasing ret urns, 
ol i gopolistic beha viour and econom i c externa lit ies a re part of the 
economic s ys tem that indicative planning aims to help? Meade suggests, 
that though one could think of more sophisticated me th ods (than t he 
central auct ioneer issuing and revising price I ists) in eliciting 
ir.iformation f rom ol igopol ists about their in t en tions this wo uld st i 11 
leave residual difficulties. Informat ion may not be forthcoming, 

where trade secrets are concerned, or it may be conditional on 

* It is inte resting t hat certain general equi I ibri urn theorists, 
viz., Radner (1968) and Hahn (1973), have ackno1-1ledged these 
difficulties. Meade , surprisingly, neg lects such considerations though the concept of opportunity cost ( in this case that 
informat ion gathering is not a free good) is assumed to be 
central i n neoclassical or Wa lrasian economics. 
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the competitors' reaction or intentionally biased to mislead competitors . 

He nce Meade concludes , 

"It i s naive, therefore , to expect that the planning authority 
wi 11 readily obtain unbiased information from big private 
concerns about their future prospects of cost reduction, 
introduction of new products, commercial strategies and so 
on, where this information might serve to inform their 
competitors of their future plans and prospects. Or 
alternativel y , the provision of such information might depend 
upon the formation of co I I us i ve rronopo Ii sti c arrangements 
between the competing concerns which made innocuous the 
sharing of trade secrets among the producers concerned" 
(The Contro l led Economy ( 1971), pp . 220-221). 

By the sarre token one would assume that the same s trictures, offered 

by Meade , would apply to the question of increasing returns and 

economic e xternalities and the negation of some of the properties 

that can be derived by the method of indicative planning and a 

' neutral ' central aucti oneer . Indeed all criticisms ra i sed by 

Ka l dor ( 19 72 ) and Kornai ( 19 71) , on General Equ i libr i um economics 

both as to t he ir re levance fo r t he real wo r l d are pe rtinent fo r 

Me ade ' s non-inte r ventionist planning or central a uctionee r sch erro. 

The gis t of these c r i t ic i s ms are that th e foc us o f t he th eo ry i s 

very narrow and almos t exclusively on al locati on probl ems . Mo reove r 

the proposit ions de r ived, e.g., on the exi s tence and stab i I ity of 

equi I ib r ium depend cruc i a l ly on th e pecu li a r as sumpti ons ma de. 

A s hift of th es e as sump t ions in favo ur of rea l ism, i.e., a l lowing 

oligopoly behav iour or uncertainty, robs t he system of its capabi ! ity 

of remaining i n a neoclass i ca l eq uilib r ium, let a lone moving towards it.* 

* For a discussion of the treatment of ,time' in Meade's scheme 
and whether central forecasting un derm ines the entrepreneurial 
function see Appendix A. 
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upon the formation of collusive rronopol istic arrangements 
between the competing concerns which made innocuous the 
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'neutral I central auctioneer . Indeed al I criticisms raised by 

Kaldor ( 1972) and Kornai ( 1971), on General Equi I ibrium economics 

both as to their relevance for the real world are pertinent for 

Meade's non-interventionist planning or central auctioneer scherre . 

The gist of these criticisms are that the focus of the theory is 

very narrow and almost e xclusi vel y on al location problems . Moreo ve r 

the propos itions de ri ved , e . g ., on the ex istence and stabi I ity of 

equi I ibrium depend c r uciall y on the peculiar assumptions made. 

A shift of these assumption s in fa vour o f real ism, i.e ., al lowi ng 

o ligopo ly be hav iour o r un cert a int y, robs t he system of its ca pabi ! ity 
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Chapter 4: THE IRISH PLANNING EXPERIENCE, 1958 - 1963 

INTRODUCTION 

In the previous chapter we attempted to trace the theoretical 

framework of indicative planning as expounded by Meade (1970, 

1971 ) • It was expected, inter a I i a, that the theory wou Id have 

provided a framework for interpreting the practice of indicative 

planning. On this criterion the results of that investigation 

were not very positive. 

First, the theory is seemingly modest in its objectives and 

particularly exacting in its requirements or assumptions. For 

example, the type of employment, industrialisation and capital 

accumulation problems which provided the incentive for planni ng 

in Ireland, cannot be inserted into Meade's model which aiready 

assumes an advanced capitalist economy wi th considerable success 

to its credit in these areas. A few of the issues that preoccupied 

Irish policy makers, at the inception of planning in the 1950s, 

were the choice of strategies for industrialisation, the merits 

of domestic versus foreign induced capital formation, the role 

of the State and of pub! ic bodies in development and how to elicit 

the co-operation of the planning partners as oligopolistic producers 

and organised labour.* At a more basic level the question was not 

about the means for preserving a, self-evidently, meritor ious 

market mecha nism, Meade's rationale for planning, but whether it 

was possib le for lrel~nd to pursue certain planning obj ect ives 

including employment expansion and a faster rate of accumulat ion 

* cf . Economic Development (1958) eh. I and 2 and Third Report 
(1958) of the Capital Investmen t Adv isory Committee (CIAC) 
repri nted i n Chubb and Lynch (eds.) Economic Development and 
Planning (1969). We discuss further on in the chapter the 
considerab le influence that each of these studies had on both 
the structure and content of the First Proara mme. It may be noted 
here, however, that CIAC's Third Report which appeared in June 
1958, i.e., several months earlier than either Economic Development 
or the Fi rst Programme, recommended the preparation of an 
economic development programme ' designed to discover and 
·implement productive investments' by the State. 
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and industrialisation, and sti I I maintain the political and social 
attr ibutes of a market economy.* In addition there were problems 
relating to the marketing of agrlcultural surplus and containing 
outflow from the land, the co-ordination of central and regional 
plans, the type of interests which would best reflect popular 
participation for planning at the sub-national level, the role of 
foreign enterprise and hov1 to acquire the e I us i ve ski I Is of 

managerial knowhow and entrepreneurial capacity for the nascent 
industrial economy. These issues do not fal I within the scope 
of Meade' s indicative .scheme, yet they formed the recurring themes 
of Irish planning exercises, official and otherwise. 

The second ground for concern, as the previous chapter argued, is 
that even on its own merits the Meade experiment remains inconclusive. 
The necessary conditions, or warranted assumptions, to enable the 
economic system to deal with uncertainty are very stringent, i.e. , 
with few observable counterparts in the real world, and when 
oligopolistic competition and other group interests are al lowed 
this .leads to indeterm i nancy - which Meade aptly described as 
' residual uncertain ty' . ** The essence of 'residual uncerta i nty', 
which may a lso occu r because of unanticipated events, is that even 
i f the rest of the cond i tions are satisf ied the optimum, or market 
cleari ng , posit ion of t he syst em cannot be attained. 

It wi I I be argued , however, that the rationale a nd means depioyed 
by Irish in~i cat i ve p lan ners resemb le, in ce rta i n im portant ways , 

Meade ' s va r iet y of ind icati ve p la nning . In part i cular , the re lat ive 
absence of pol i cy i nstrumen t s in t he p lans and the nature of t he 
planning ' targets' as fore casts of the in t entions of the pri vat e 

* 

** 

Two earl y art ic les v i ewing t he scope of pl an ning i n lreiand 
from t his angle are C.F. Carter's "A Prob lem of Economic 
Deve I opme nt" a nd P. Lynch I s "T he Econorn i cs of Indepe ndence" , 
pu b I ished first as Planning for Economic Develooment (1959) 
Tua i ri m Pamphlet 5, and then reprinted in Chubb and Lynch, 
(eds.) Economic Development and Planning, ( 1969). 

cf . The Contra I I ed Economx ( 197 I l, pp . 206-2 I I . 
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sector are wel I documented features of Irish planning that 
bea r an affinity to Meade's model .* It has also been frequently 
claimed that the main asset of indicative planning to Ireland has 
been psychological or suasive and the role of the government has 
been, in the main, to provide a conducive environment for the 
private sector to expand. In the First Programme (1958), p. 40, 

-

the commitment to the private ownership of industry was unambiguous. 
The document elaborated further on this theme: 

'' •... There is no substitui·e for private enterprise, and the main objective of Government policy in this field is to create the conditions in which it wi I I be stimulated and encouraged to embark on new activities. The Government can encourage, attract, stimulate; it can offer help and guidance; it can provide a meeting-place between productive ideas and the savings of the people. But the Government cannot w i I I its way to success in this or any other direction : that depends on the people themselves, on those who provide the ideas, the money or the manpower" (Progr~ for Economic Expansion (1958), p. 34). 

Asimilar clause is written into the other Irish plans including 
the last one which stated: 

"The programme does not aim to impose a particular 
pattern of development on the pri vate sector. The res ponse to market forces wi I I determine where there wi I I be growth and what forms it wi I I take . The object of State measures w i I I be to strengthen that response and to remove impediments in i ts way'' (Third Prooramme, 1969-1-972 ( 1969), p. 230). 

In this respect, it would appear that, the commitment 
to free enterprise and the narrow interpretation of the 
role of the State have provided the guide I i nes about the I imits 
of the planning process itself . 

* cf . T. K. Whita ker , "Me ri ts and Prob lems of P lanning", Admi nistrat ion, Vo l . 12, No . 4 , 1964; vl .J.L . Ryan, "The Me t hodology of the Second Programme for Economic Expansion" , Second Pr ogramme for Economic Expansion, Par t I I, Appendix 5, 1964; J, McGi lvray "Economic Planning" in J.A. Bristow and A.A. Ta i t (eds.), Econof;lic Policy in Ir e land, 1968; D. Norton, Problems in Economic Planning ano ?ol icy Formation in Ireland, 1958-1974, ESRI Br oadsheet No. 12, June 1975. 



It is worth noting that what are regarded as prerequisites in 
Meade' s theory have come increasingl y under criticism when put 

into practice in Ireland. For ~xample, the relative absence 
of planning instruments (other than the collection and 
dissemination of information) and the way planning ' targets' 
are derived from market surveys are a few of the characteristics 
of indicati ve planning that ha ve come under scrutiny from indi v idual 
economists and public rev iew bodies.* 

4.2 THE FIRST PROGRAMM E, 1958-1963 

4.2. I The Prog re ss of Planning in Ireland 

The introduction of planning in Ireland at the end of 1958, whi ch 
less than a decade ago was ha i led as a 'revolution in economic 
thinking and pr actice' and 'a watershed in the modern economic 
history of the country' is currently taken as a mere necessity or 
in its conventional for m derided .** Yet at the time of its 
introduction Dr . Whi taker 's Economi c Development (1958 ) was recognised 
as a novel innovation, being the first documen t in the post-war 
to consi der the prospects of t he whole economy in a systematic v1ay.*** 

* 

** 

*** 

cf. D. Norton, The Macro Stage in Iris h Planning , unpubl ished 
Ph .D. dissertation, Uni versity of California (Be rkeley), !973, 
and K. A. Kennedy "The Irish Economy: Cha I I enges and Opt ions", 
paper -r ead at the IMI 's National Ma nagemen t Conference, Apri I 
197 4 , and NI EC' s Rev l ew of the Second Programme, ( Report 24, 
1968). 

These descriptions of t he First Programme, and its associated 
documents, have been give n, res pective ly, by Chubb and Lynch, 
(eds.), Econom ic Deve lopment and Planning ( 1969) p. !, and 
by the historian F.S.L. Lyons, Ireland Since the Famine (1971), 
Fon tana edit ion 1975, p. 628. 

See, in partic u lar , th e notes and pape rs submit ted to the 
Symposium on Dr. Wh i taker's Economic Development and the First 
Programme organised by t he JSSISI Vo lume XX, Part 11, 19 58-1 959. 
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The argument for planning was gained against considerable opposition 
and some fear that it was a prelude to a 'command' or a socialist 
economy.* The recommendation glven in the Third Report of the 
Capital Investment Advisory Committee (CIAC) for an economic development 
programme helped pave the way for the introduction of the First 
Programme by Dr. Whitaker, the then Secretary of the Department of 
Finance. According to Dr. Whitaker, howeve r , the very word 'planning' 
was intentionally omitted from that document because of its 
'dirigiste connotations' in the mind of the pub I ic .** 

It is worth briefly recounting some of the adverse circumstances in 
the 1950s that preceded the introduction of economic planning at 
the nat i ona I I eve I. Between 1951 and 1958 tot a I emp I oyment fe I I 
from 1.22 to 1.07 million, i.e ., by some 150,000, and emigration 
averaged 40,000 per annum. The fal I in employment was primarily 
in agriculture , by some 90,000, yet industry and the service sector 
also declined - by 40,000 and 20,000 respectively.*** Despite the 

* 

** 

*** 

The papers by Prof essors Lynch ( 1959) and Carter ( 1959), op. c11., 
d i scuss the then prevai I i ng att i tu des and some of the po! itical 
objecti ons to economic planning. Even Dr . Whitaker whose 
work is usua I I y credited for the introduction of the Fi rst 
Programme had to reassure the then Minister for Finance, J. Ryan, 
that what he had in mind wa s not an economic plan bu t an 
economic pr ogramme with targets; Or. Wh itaker's letter is 
reproduced in Econ om ic Development (1958) Appendix I, pp. 227-
229. As he later admitted, Whitaker ( 1967), that distinction 
was purely semantic - its only purpose being to obtain an 
1 impartia l hearing' from an otherwise sceptical pub I ic, and 
from the po! itical head of the Department of Finance. 

cf. T.K. Whitaker, "Economic Planning in Ireland", Administratio;-i, 
Vol. 14, No . 4, p . 277, 1967 . 

By sector the percentage fa! I in employment between 1951 and 
1958 was 18% for Ag ricuiture ( incl uding Forestry and Fishing ), 
14% for Industry (comprising Manufacturing, Public Utilities 
and Construct ion) and 5% for Serv ices , as compared to a 12% 
decline in aggregate employment. The material on employment 
dee! ine by econom ic activity for that period i s described in 
NIEC's Report on Fu! I Employment (1967 ). 
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substantial increase in emigration, which by 1957 reached 60,000 , 
the incidence of open unemployment also increased from 41 to 73 
thou sand between 1951 and 1958 to register at 7 per cent of the 
emp loyed labour force . In fact for most of the decade annual 
emigration did not fal I below two thirds of the unemployed labour 
force. Furthermore, for the five years, 1953 to 1957, preceding the 
introduction of the First Programme total output (GNP at constant 
prices) fel I, while domestic investment (GDCF in real terms) also 
declined from 16 to 13 per cent of total output. What made such 
circumstances appear particularly unfavourable to the members of 
the CIAC and the authors of the First Programme was that the Irish 
economy was in a severe recession at a time when the economies 
of the rest of W. Europe enjoyed a period of rapid reconstruction 
and growth. * Table 4. I summarises the year to year changes, 
in real terms, of GNP and its expenditure components for the 
five years preceding the introduction of the First Programme. 

A retrospecti ve examination of the economic data of the 1950s, though 
va li d as an exercise in establish ing the economic ci r cumstances 
under which the First Programme was inaugurated , is too si mple an 
explanation in accou nti ng for the ti mi ng of the i nt roduction o f 

ind icati ve planning i n Ireland. It was not mere ly the material 
circumstances, inc luding high emigration and unemployment and iow 
i nvestment , tha t prov ided th e i nducemen t to p la n bu t a·iso the pe r ceived 
need by t he advocates of p Ianni ng to di spe I 'the a I 1-too-preva I ent 
mood of des pondency about the count r y' s future'.** Pla nni ng, th us, 
was not deemed exclusively as a dev ice fo r t ack I i ng economic prob lems 
but also as an expression of the belief that untr ied alternatives 
we r e st i I I av a i I ab I e for the broader improvement of soc iety through 
co-or d in ated effor t . Dr. Wh i t aker, the archi t ect of the Fi r st 
Programme , was one of the firs t t o high I ight this aspect of planning. 

* 

** 

cf. Third Report, Cap ita I In vestment Advisory Comm ittee , 
Stationery Office, 1958, a nd Economi c Developmen t (1958), 
eh. 2, op. cit. 

Economic Developmen! (1958), p. 227, op. cit. 



Tab I e 4. I INDEX NUMBERS OF GROSS NATIONAL PRODUCT AND EXPEND ITURE 
COMPO NENTS , 1953-1958, (Constant Prices, Base 1953 = 100) 

Category 1954 1955 1956 1957 

Personal Expendit ure on 
Consumers' Goods and 102.1 107.2 I 04 . I 101 .8 services ••• •.• 

Pub I ic Authorities net 
Expenditure on Current 10 I . 6 100 .3 IOI . 9 97 .0 Goods and Services 

Gross Domes tic Capital 
92.8 I 14 . 2 87.2 73.9 Formation 

Exports of Goods and 
100.4 97 .6 97.3 106.4 Servi ces 

Imports of Goods and 
98.2 109 . 1 95 .9 90.7 Services 

GNP at Constant Market 
IOI .4 103.2 101 . 7 102.7 Pr ices 

GNP a t Constant Market 
Pr ices and Adjustmen t for( 2) 100.8 102.5 99.8 99.6 Changes for Terms of Trade 

Not e : I . To obta .in a grea t e r accuracy for thi s column the average annual perce ntage changes were ca lculated from the original figures given in the National Income and Expend itu re, 1961 , (Pr. 6869), Tab le A.4, p . 36. The difference between this method and using t he index numbe r changes for finding the average is, in absolute terms, very smal I. Its only advantage is that it enab les one to use a second deci mai poi nt for ave rage year ly changes that are relatively very sma I I - most I y be I ow one percentage point. 
2. The method used by national accounts statisticians, in Ireland , to adjust changes i n aggrega t e ou tput for cha nges in the t erms of trade is explained in pp . 12- 13 , National Income and Expenditure, 196 1, (Pr . 6869) , and for more recent years , see National Income and Expenditure, 1974, (Prl . 5466), p. xix. 

1958 Avera ge Annua I Pe~Jentage 
change, 1953- 195~ 

102.9 0 .57 

96.7 - 0 .67 

71.0 -6.62 

104.4 0.86 

100.0 0.00 

98.6 -0.27 

98.1 -0.38 

Source: Nati ona I Income and 
Expend iture va rious 
yea rs, particularly 1961 
(Pr . 6869), Tables 6 
and A4, pp. 12 and 36. 

~ 
I 

-.....1 
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To this end he wrote : 

"There is also a sound psychologi cal reason for hav ing 
an integrated development programme. The absence of 
such a programme tends to deepen the al I-too-prevalent 
mood of despondency about the country's future. A 
sense of anxiety is, indeed, just i fied. But it can 
too easily degenerate into feeling of frustration and 
despair . Afte r 35 years of nati ve government, people 
are asking whether we can achieve an acceptable degree 
of economic progress. The common talk amongst parents 
in the towns, as in rural Ireland , is of their children 
having to emigrate as soon as their education is completed 
in order to be sure of a reasonable I ivel ihood . .. There 
is , therefore, a real need at present to buttress confidence 
in the country's future and to stimulate the interest and 
enthusiasm of the young in particular" (Economic Development 
(1958), pp. 4-5, original italics under I ined). 

It may be tempting for someone writing much later to overlook this 
factor , stressed both in the Reports of CIAC and the planning 
documents of Dr. Whita ker, in fa vour of purely econom ic or 
political explanations for the introd uction of planning . The 
psycholog ical factor , as gi ven by Dr . Whitaker above , may also 
be disc0u nted prec isely because ' anxi ety' and 'fear' r ooted in the 
past lose t hei r potenc y once th ey turn ou t to be , with hi ndsight , 
exaggerated or even un fou nd ed. However, a member of CIAC, 
Prof~ssor Lynch, who acted as an economi c ad v iser to the Irish 
Government i n the 1950s , wrote r ece nt ly about that pe r iod. 

" Ir eland in th e mid dl e f i fti e s disp la yed some symptoms 
t hat m~ght, without exaggeration, be described as 
resembling the 'death wish' of a society" (Chubb and 
Lync h, (eds.) tconom i c Development and P lann i ng (1969) 
p . I ) • 

Doubts may be raised about the validity of Professor Lynch's statement 
on the grounds that, as Kennedy and Dow I ing (1975) argued, there 
was progress made even in the 1950s or that Irish soc iety proved 
much more resi I ient than i t wa s thought possible.* Yet s uch prcbable 
obj ect ions to Professor Lynch's dramatic description of the si tuation 
sti I I miss the point that concern about the viab i I ity of Irish society 

* et. K.A. Kennedy and B. Dowling, Economic Growth in Ire land 
(1975), eh. 16 "An Overal I View" part icularly pp. 251-252. 
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in the 1950s was a prime factor in experimenting with untried 
a lternatives, including the introduction of planning . With the 
passage of time, however, the explanation given for the introduction 
of planning in Ireland was couched in terms of the economic crisis 
rather than the broader arguments put forward then by Dr. Whitaker 
(1958) and Professors Lynch and tarter (1959).* 

Despite the favourable reception of Dr. Whitaker's document in 
1958 the fortunes of planning were subsequently chequered partly by 
the abandonment of the Second and Third Programmes but also because 
planning was not seen as having an impact on the immediate problem 
of unemployment. By 1972, there was what Kennedy and Bruton 
described as 'a general disi I lusionment in official circles with 
past efforts at planning'.** Planning was discontinued after 1972 
but currently a new economic and social programme has been promised 
by the government . Paradox ically, in his 1974 Budget Speech the 
Minister for Finance declared that planning was irrelevant for 
Irish circumstances especially in the face of uncertainty, a 
conventional justification for planning in a market economy.*** 
Articles in general have become more critical and the initial fear 
that planning meant social i sm ha s been supplanted by the view t hat 
planning is no more than the maintenance of the status quo.**** 

In some respects the debate on planning has regressed once again 
to a priori arguments about the acceptance or rejection of planning 

* In recent years, both McGi lvray (1968, p. 27) and FitzGerald ( 1963, 
p. 15) stayed close to this 'p ragmatic' explanation vi ew ing the 
introduct ion of the First Programme as the outcome of the economic 
recession that preceded it . 

** K. A. Kennedy and R. Bruton , The Ir i sh Economy ( 1975) , p. 15 5. 

*** 

**** 

cf . Finan c i a l Statement ( 1974 , p . 13 ), Ministe r fo r Fi nance, Gov er nment 
Stationery Office. In contr as t, Wh itake r (!9~4) argued during the 
int roduction of the Second Programme that the ch ief mer i t of plar~ning 
f or produ ce r s was as "a reducer of uncer t a i nty, a k ind of generalised 
market survey". 

cf. Ma nu s O'Riordan, 'Economic Planning', paper presented to the 
Irish Congress of Trade Unions, ( ICTU), Summer Course, July 1975, 
and Brendan Ha I ! i gan' s 'The Po Ii ti cs of PI ann i ng: Proposa Is on 
Planning Deve lopment and Reform', Labour Part Counci I, Constituency 
of Clontarf (Dublin), March 1976. 
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in toto . The critics of planning, on the right, advocate a return 
to t he free regulation of market forces while on the left the only 
acceptable form of planning i s said to be along social 1st I Ines. 
The common ground between these apparently antithetical views is 
i n their rejection of planning in Its present form. At this stage, 
consideration of the principal premises and strategies employed by 
previous Irish plans can shed I lght on the.present Impasse and more 
constructively provide guide! Ines on the constraints and direction 
within which further planning exercises could evolve . 

Structure and Strategies 

Traditionally the treatment of Economic Development (1958) and Its 
associated document, The First Programme (1958), has been mainly 
discursive because they do not cc~form to the usual criterion of 
plans with quantitative 'targets'. The same commentators point 
to the Second and Third Programmes as examples of more sophisticated 
or better planning, and they attribute the relative crudeness of 
Dr. Whitaker's effort to the smal I stock of economic experts at 
the time.* There Is, howeve r , an apparent difficulty in the 
Interpreta t ion of the plann i ng process In Ireland as an irrevocable 
transition from simple to more sophisticated plans. There Is the 
quandary, for those who argue that Economic Development lacked 
strategy or methodological rigour because of Its comparative dearth 
of targets, in how to explain its relative success as opposed to the 
abandonmer.t of the sophisticated Second and Third Programmes. 
What these authors fal I to acknow ledge Is that the First Programme 
began with several handicaps and constraints not shared by the latter 
two plans and that It wa s essentially a perspective document on th e 
role of planning as much as a plan in itself.** That is, Dr. Whitake r 
had the dual task of out! ining a strategy within whi ch a plan could 
evolve as wel I as providing ideas relevant to the then prevai I ing 
economic difficulties. The Issue, thus, at the time was not only what 

* 

** 

cf. FitzGerald ( 1968) p. 70 and Norton (1973) pp. 43-44. 

It is interesting to note that Dr. Whi taker stressed, in the 
Introduction to Economic Development, that his main aim was not 
the design of a detailed five year plan but rather the out I ine of 
a long term development strategy. 



to plan or direct but whether to plan at al I was feasible given 
t he strong gover nme nt commitment to a market e conomy . Thi s may 
appear a simple po i nt , yet at the t ime the notion of p lan n ing fo r 
the mar ket was novel i n Ireland, and propounded only by a section 
of the t r ade union movement .* 
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Finally , a number of constrai nts were inherited from the outside that 

made the practice of planning rather restrictive. The narrow 
distinction that the First Programme drew between the productive 
nature of pri vate investment and , in the main, 'unproductive' 
pubi ic expenditure, and the conclusion that housing and other 

i nfrastruct ural needs of the country were saturated were opinions 
expressed by the _government advisers on the Capita I Investment 

Committee . The I imited role for the government and the public 
sector gi ven in paragraphs 90 and 108 of the First Programme were 
similarly princ i ples of gover nment pol i cy . The rap id removal of 
tar i ffs and the encouragement of forei gn capital were again 
strategi es t hat began ea rlie r in th e 1950s and were inherited by 

t he pl anne rs .** The absence of commitment to ' ful I employme nt' 

r ef lected a lack of commitment from the State r a t her tha n t o an y 
i nsensitivity on Dr. Whitaker's part to t he t hen existing emigration 
and unemp loyment difficu lties. 

* 

** 

One of the earlier contributions to the debate on planning in 
I re I and was PI ann i ng Fu I I Emp I oymen t ( 1956) by the United Trade 
Union Organisation. In academic circles dissident views on 
the necessity for plann i ng i n Ireland, i nc lud i ng a strong suppor t 
of Keynesian principles on the management of the economy, 
were expressed by P. Lynch (1959) and C.F. Carter ( 1959), 
op. ci t . More orthodox view s critical of Keynes, whi le 
upholding the 'rights' and soundness of free market forces 
in determin ing in vestment and employment, can be found in 
Professor J. Meenan 'The Political Economy of Development' 
JSSISI, Vol. XX, Part I, 1957-1958. 

For a discussion on the legislation revoking earlier restrictions 
concerning the ownership of industrial assets by aliens and 
on the para I lei dismantling of trade protection measures, see 
C. Brock "Pub! ic Pol icy and Private Industrial Development" 
in J.A. Bristow and A.A. Tait (eds.) Economic Pol icy in 
Ireland (1 968). 
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Finally , a number of constraints were inherited from the outside that 
made the practice of planning rather restrictive. The narrow 

distinction that t he First Programme drew between the productive 
nature of private investment and, in the main, 'unproductive' 
public expenditure, and the conclusion that housing and other 

infrastructural needs of the country were saturated were opinions 
expressed by the _government advisers on the Capita I Investment 

Committee. The I imited role for the government and the pub I ic 
sector given in paragraphs 90 and 108 of the First Programme were 
similarly principles of government policy . The rapid removal of 
tariffs and the encouragement of foreign capital were again 

strategies that began earlier in the 1950s and were inherited by 

the pla nners. ** The absence of commitment to 'fu l I employment' 
reflected a lack of commitment from the State r ather than to any 

insens itivity on Dr. Whi ta ker's part to the then existing emigration 
and unemployme nt difficulties. 

* 

** 

One of the earlier contributions to the debate on planning in 
I re I and was PI ann i ng Fu I I Emp I oymen t ( 1956) by the United Trade 
Un ion Organisation. In academic circles dissident vie1-1 s on 
the necessity for planning in Ireland, includi ng a strong support 
of Keynesian principles on the management of the economy, 
were expressed by P. Lynch (1959) and C.F. Carter (1959), 
op. cit. Mo re orthodox views critical of Keynes, wh ile 
upholding the 'rights' and soundness of free market forces 
in determining investment and employment, can be found in 
Professor J. Meenan 'The Political Economy of Development' 
JSSISI, Vol. XX, Part I, 1957-1958. 

For a discussion on the legislation revoking earlier restrictions 
concerning the ownership of industrial assets by aliens and 
on the parallel dismantling of trade protection measures, see 
C. Brock "Public Policy and Private Industrial Development" 
in J.A. Bristow and A.A. Tait (eds.) Economic Pol icy in 
Ireland (1968) . 



The authors of the First Programme explained the absence of 
detailed targets on the fol lowing grounds:-
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"In a country in which private enterprise predominates and 
which is so exposed to fiuctuation in external trade, there 
would be I ittle point in drawing up a detailed plan based 
on predetermined production 'targets"' (First Programme 
(1958), pp. 7-8). 

The two main quantitative benchmarks of the plan were the growth in 
pub I ic investment, which proved to be an underestimate, and its 
expectations about the real growth of output for 1959-1963 which 
in the event turned out to be twice as high as forecast. Earlier 
commentators have interpreted the absence of quantitative targets 
in terms of the lack of expertise in the civi I service, to the 
inadequate time given to its preparation and generally as a 
flaw in the design, (Donaldson ( 1966), FitzGerald (1968) and 
Norton (1973)). This, as it has been argued elsewhere in the thesis, 
is not a very convincing hypothesis nor does it recognise the 
nature of 'targets' for indicati ve planning in a market economy. 
On factual grounds, this hypothesis i s weakened, for the economists 
responsible for the Second Programme, with its elaborate 'targets ', 
were avai I able and worki ng for the Government during the First. 
Furthermore, gi ven the commitment of the Government to an economy 
based on private enterprise and its main aim of wo rking through 
psychological impact , as Economi c Development argued, detailed 
targets if not satisfied wou ld have been counter-productive. 
But the primary reason why criticisms on the absence of 'targets' 
in the fir~t plan are misplaced is that gi ven the comm itment of 
the government not t o resort to di rect planning ed icts what was 
possible then, was to prov ide the market with estimates of the 
gove rnme nt ' s own expenditure fo r ecasts for 1958-1963, rat he r than 
comm itment to t argets on economic activit ie s over which it had 
no control . 

In r etros pect i t is not d if f icult to summar i se t he contr i but ion of 
Dr . Whita ker's Econom ic Development ( 1958 ) whi ch was sub sequent ly 
embodied in the First Programme. In the fir s t instance it took 
stock of t he economic development of Ire land in the post-war and 
compared its low performance to other western economies and especiall y 
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to countries of Western Europe (Chs. 2 and 4). In doing this it 
focussed both on the low growth of output and low and fal I ing share 
of investment as a proportion of total output, and on the h ig h 
unemployment and emigration rates . It attempted to take into account 
the overal I trading prospects for Ireland and explain how freer 
trade could affect particular agricultural and industrial commodities 
(Chs. I and 24) • A I arge part of the study is a deta i I ed survey of 
agricultural production, including the possibi I ities for technological 
improvement and trading prospects for individual commodities, and 
while stressing the potential output contribution by that sector, to 
the Irish economy , it emphasised its I imi ted potential for employment 
expansion (Chs . 5-18) . In the following passage Dr. Whitaker explains 
how he saw the contribution of agriculture in the strategy for 
development suggested by his report. 

"At this point, it need on I y be emphasised that, if an increase 
in agricultural production at competitive prices were achieved, 
the purchasing power of the farming community would be grea+iy 
raised an d their demand for goods and services stimulated . 
The effect of this in crea+ing additional employment in 
industry and services is vitally important because the poss ib i !ities 
of absorbing labour in agriculture are I imited. Indeed, the 
provision of lasting employment t urns on t he concu r re nt 
deve lopment of manufacturing industry (mainly for export) 
and of tertia ry i nd ustries, particularly t ourism. Bu t al I this 
can be set in motion by improvemen ts in agriculture, where the 
immediate potentialities of increased production are very 
great" (Economic Deve lopment, (1958), p. 20).* 

Wi thin agriculture stress was p laced on increasing the productivity 
of grasslands , by substitu t ing phosphatic ferti I isers and introducing 
new permanent varieties of grass, and increasing the acreage under 
pasture to ·sustain a greater cattle stock (Chs. 6 and 7). According 
to FitzGera ld (1968), Whi t aker's policy of extending pasture even 

* It was suggested e I sewhere, Ch. I par. 19, in Economic Deve I opment 
that the expansion of the economy relied not on ly on the 
traditional sector, viz;, Agr iculture, Forestry and Fisheries, 
but also on manufacturing and on sections of the service 
sector, especial \y tourism. This is clearly in contrast to 
the inference drawn by R.D. Crotty on the same document 
that'' ..••• agricultural expansion was regarded as a sine 
qua non of tutu re economic growth and, indeed, of the 
viabi I ity of Ireland as a po\ itical entity" ( Irish Aoricu\tura\ 
Production (1966), p. 192). 
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at the expense of ti I I age involved a reversal of the traditional 
policy of the Fianna Fai I Government then in power.* It would be 
misleading, however , to give the impression that Economic Development 
relied on a single strategy or eli x ir for inducing changes in 
agr i culture . It is in their attention to detai I on specific problems 
(ranging from the treatment of bovine tuberculosis to the production 
and marketing of chocolate crumb) that most of the 130 pages of the 
section on agriculture are concerned. ** 

It inaugurated a discussion on the role of pub I ic expenditure and in 
particular on the different functions of the capital budget for the 
duration of the Programme. !n this it accepted the dubious monetary 
criterion suggested in the Third Report of CIAC on producti ve and 
unproductive pub I ic investment. However, it attempted to qua I ify this 
by pointing out that : 

"In the case of pub I ic investment, the term "productive" cannot 
be I imited to in vestments yielding an adequate direct return to 
the Exchequer . It extends also to investment which enlarges the 
national income by crea ting a flow of goods and servi ces which 
are saleable wi thout the aid of subsidies'' (Economi c Develooment 
(1958) , p . 3). 

A major unrealised assumption of the First Programme was that the social 
component_of pub I ic capital expenditure was I ikely to decline, in ab solute 
terms, because of what the report deemed as the near saturation of certain 
soci~I needs including subsidised housing.*** Yet despite this assumption 

* 
** 

*** 

et. Planning in Ireland ( 1968), p. 34. 

On th is point it may be noted that the incidence of bovine tuberculos i s 
affected, approximately , 20 per cent of the cattle stock - on 
estimates gi ve n in Economic Devel ooment, Ch. 7, par. 25-30. According 
to Crotty (1970, p. 197) this was virtua ll y eliminated, with i n five 
or si x years after the intensi ve campaign called for by 
Dr . Whitaker's document. 

et. Fi rst Prog ra mme ( 1958 ), par. 3, p. 7. Asimilar op1n1on is al so 
expressed in Economic Deve I opment ( 1958), Ch. I , par. 9, name I y, 
that: " ... a slowing down of housing and ce r ta in other f orms of social 
investment wi I I occur from now on because needs are v irtual iy 
satisfied over wide areas of the State". Acco r ding t o FitzGera ld 
(1968) thi s view wa s somewhat ironic for early in the 1960s 
Dub Ii n was tac i ng a severe housing shortage because of the co I I apse 
or near co I I apse of numbers of dwe I Ii ngs. Mor-eover, as F. Kennedy I s 
( 1970) study revealed during 1958 there were I I ,OOO working 
class fami I ies on local authorities' I ists awaiting re-housing. 
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whi ch has been subsequently shown by F. Kennedy (1970) to have been 
erroneou s , the Fi rst Programme was left sufficiently flexible 
to al low for an expansion of al I components of pub I ic 
capital expenditure beyond its projected estimates. Table 4.2 
summarises the projected estimates and actual expenditure 
of the growth of pub I ic capital expenditure for the course of 
the First Programme. Having endorsed the policies for encouraging 
foreign industrial invest~ent and the repeal of l~gislation 
concerning foreign ownership of domestic firms Dr . Whitaker's 
study argued that the balance of payments constraint should be 
treated more I iberal ly so that the strategy for growth would 
not have to be terminated prematurely (Chs. 3 and 4). It 
was a breakthrough for Irish fiscal policy at the time that 
the management of the external account was not sought as an end 
in itself but rather related to the strategy for growt h and 
employment expansion. To this end the study declared "i t may 
be that the ba lance of payments wi I I go wrong temporarily, but , 
taking the five year period as a whole, fluctuations - both 
in external payments and in savings - may not push us off 
balance. This, at any rate, is a chance vie should take and we 
shoul d not be frightened by any ma nageable deficit in the 
balance of payments into restricting prod uctive capital 
inves t ment" (Economi c Development (1958), p. 37) . * As Table 

4.3 shows the current balance of payments was mostly in the 
red for the duratron of the First Programme but official 
reserves rose because of the inflow of _fo reign capital and the 
I iquidation of part of the external assets. 

It was the faci I ity to embark upon a course of growth without 
major interruptions in the form of 'prudent fiscal correctives' 

* FitzGerald (1968) seems to be unaware of this point in 
Dr. Whitaker's argument for he maintained, p. 79, that 
an acceptance of an externa l payments deficit in pursuit 
of other objectives was first canvassed by the Second 
Programme. 
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Table 4.2 Project ed and Actual Pub I ic Capital Programme, 1959- 1964 

Bui Id i ng and 
Construction ••..... 

( I ) Transport ...... . 
Agriculture, Forestry 
and Fi shing ••••••• 

Industry and 
Industrial Credit •• 

Fue I & Power •••••. 

Telephones •••.•••. 

M' I I (2 ) , see aneous •.. 

1959- 160 

Actual Projected 
(.£m ) 

11.56 

6.35 

13.43 

3.22 

7.45 

I .35 

0.73 

15 . 22 

3 . 22 

9 . 76 

4 . 30 

6 . 74 

I . 65 

0 . 80 

1960- 1 6 1 

Actua l Projected 
(£m ) 

13.22 

10.58 

13.05 

4.23 

7.40 

2. 10 

0.69 

15 . 02 

2.38 

10.85 

6.60 

6.88 

I • 95 

0.81 

1961-'62 

Actual Projected 
(£m) 

15.20 

6.71 

17.48 

7.28 

7.68 

2.40 

I .87 

13.97 

2.68 

12.20 

7.40 

7 .16 

I .95 

0.45 

1962- 1 63 

Ac-tua I Projected 
(£m) 

17.02 

6.41 

16.85 

8.86 

11 .25 

3.68 

I .03 

13.07 

2.67 

11 .60 

8.35 

5 . 74 

I .95 

0.60 

1963- 164 

Actuai Projected 
(£m) 

21 .94 

8.94 

16.93 

9. 77 

15.26 

4.61 

I .05 

12.50 

2.42 

11.80 

9.65 

5.30 

I .95 

0 .85 

TOTAL 1959-' 64 . 

Actual Projected 
(£m) 

78.94 

38.99 

77. 74 

33.36 

49.04 

14. 14 

5.37 

69.78 

13.37 

56.21 

36.30 

31 .82 

9.45 

3.51 

Annua I Tota I I 44,09 41.69 I 51.27 44 . 49 I 58,62 45,81 I 65.10 43,98 I 78.50 44 . 47 11297 .58 220.44 j 
Note: (I) Transport, here, i nc I udes Ports, Harbours and 

Airports. 

(2 ) Miscellaneous includes Tourism and a smal I 
s ubvent ion to Radio Eireann. 

A detail ed description of the various services 
provi ded under each category is contained 
in Part 11 1, pp . 62 - 82 , of the Capital 
Budget ( 1964) . 

Source: Projected figures ha ve been taken 
from Appendix I I of the First 
Programme (1958) and t he actual estimates 
from Table 5 of the Capital Budget (1964), 
Pr . 7600. 

+" 
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Table 4.3 

Ireland's Balance of Payments 

1959-'63 (£m) 
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Year Balance Balance of Current Balance Changes in Net Capital 
of Trade Invisibles of Payments Official Inflow 

Reserves 

1959 - 82.3 73.6 - 8.7 4.4 13. I 
1960 - 73.8 73.0 - 0.8 - 0.3 0.5 
1961 - 81.8 83.0 I .2 14.6 13.4 
1962 -1 00.2 86.8 -13.4 9.5 22.9 
1963 -11 I .2 89. I -22.1 2.9 25 . 0 

Average - 89.9 81.1 - 8.8 6.2 15.0 1959- 163 

Source: D. McAleese, "The Foreign Sector", in N.J. Gibson, 
J.E . Spencer (eds . ) Economic Activity in Ireland ( 1977). 

that appears a positive change in the management of the economy 
a f ter the pub I ication of the First Programme. Indeed Kennedy 
and Dow I ing concluded i n their study on Ireland's post-war economic 
performance that : 

"Afte r 1959 both expo rts and domestic expenditure contributed 
to a rapid rise i n aggregate demand . The period 1959- 1 68 
in general exemplifies a much bolder approach to demand 
management and a greater wi I I ingness to take risks with the 
ba lance of payments i n the determination to maintain a high 
rate of growth of agg regate demand" (Economic Growth in 
Ireland ( 1975) , p. 232) . 

It may be countera rgued th at t he above neg lects t he relat ive ly 
slow growth of prices and industrial earnings and that this 
enabled expansion to have taken place. No doubt these may have 
been contributory factors yet eve n t he depr essed years , 1953-1958, 
preceding the period of rapid expansion were characterised by a 



s low growth of industrial earnings and prices. That is what 
separates the five years preceding the introduction of the 

First Programme and the five years after is not a more 

moderate growth of incomes and prices for the latter period 
but rather the maintenance of buoyant aggregate demand via 
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the growth of industrial output and exports complemented by 
increases in capital pub I ic expenditure. Perhaps it is this 

combination of events that led Professor Lynch to state that for 
that period Keynes had a greater influence on Irish economic 
policies than James Connolly.* Table 4.4 sets out, for the 

duration of the First Programme, the average percentage changes of 
certain economic variables, including the aggregate current and 
capital expenditure and the external account at constant prices , 
which in their totality describe the behaviour of GNP for the 
1958- 1 63 period. A comparison of this Table's last column with its 
equivalent for 1953-'58, given in Table 4.1, offers an estimate 
of the progress made. Such a comparison high I ights the improvement 
made, particularly, in overal I output, and within this, of investment, 
between the two sub-periods . In the case of rea I output, GNP at 
constant prices, a wea k downward trend, ave raging -0. 3 per 

ce nt per yea r , for 1953- 1 58 was reversed to a n annual growt h 
rate of 4 .5 per cent for the next fi ve years . The re was also a 
dee Ii ne in i nvestment , averag i ng - 6 .0 pe r cent annua I I y , fo r 
t he fi rst sub-period which was converted to an increase, on 

average of 15 per cent pe r yea r fo r 1958- 1 63. Moreover, an 
examinati on o f th e indi v idua l rows of Table 4. 4 revea ls t hat t he 
progres s a~hieved for 1958- 1 63 wa s re lat ively f r ee of fluctu ations . 
That i s there i s a di scern i bl e st ea dy pace of achieveme nt for 
t he i nte rmediary per iod apa rt from the overa l I ga ins regi stered 
by compa r ing the index va lues of t he var i ab les between the base 
and t ermina l years. When disturbances did appear, e.g., a decline 
in investment between 1959 and 1960 and a smal I fal I in exports 
during 1961- 1 62, they were relatively unimportant in comparison to 
the progress registered elsewhere so that, for the same calendar 

* cf. "Ireland Since the Treaty (1921-1966)", p. 336, in T.\·/. Moody 
and F.X. Martin (eds.), The Course of Irish History (1967). 



Table 4.4 INDEX NUMBERS OF GROSS NATIONAL PRODUCT AND EXPENDITURE 

COMPONENTS, ·1958- 163 (Constant Prices, Base 1958 = 100) 

Category 1959 1960 196 1 1962 

Personal Expendi ture 
on Consumers' Goods 101 . I 106.7 110.0 114.1 and Services 

Pub I ic Author i ties 
net Expenditure on 

101 .8 104. I 106.5 109 .9 Current Goods and 
Services 

Gross Domestic 
149.5 139.3 156.2 181 .2 Cap ital Formation 

Exports of Goods and 
IOI . 7 114 .9 134 .6 133.4 Services 

Imports of Goods and 
109 . 1 I 14.8 130 .7 137 .8 Services 

Net Factor Income 
98. I 102.8 109.6 109 .9 from Abroad(!) 

GNP at Constant Market 
104.3 109.7 I 15. I 118.9 Prices 

GNP at Constant Market 
Prices and Adjustment 105 .7 110 .3 11 5 .5 119. 7 for Terms of Trade 

Note: I . This category, whose main items are emigrants' remitta nces 
and net dividend and interest payments from ab~oad, is 
given separately here, whereas for Table 4.1 it was 
subsumed under 'exports' or 'imports'. 

1963 Average Annual Percentage 
Change, 1958-1963 

118.8 3.5 

114 .5 2.74 

200.4 14 .92 

146.2 7.89 

152.5 8.81 

107.1 I • 38 

123.8 4.36 

124.7 4.51 

Source: Nati ona I Income and Expenditure, 
1969 ( Pr I . I 727), Tab I es 12 and 
A.6, pp. xx iv and 14 . 

.j::,,. 
I 
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period, aggregrate growth was maintained. 

The expansion achieved between 1958- 1 63 was far higher than the 
general expectations written into the First Programme. 
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Dr. Whitaker noted that the annual growth of output between 1949 and 
1956 was, on average, about I per cent and suggested that this 
could have been doubled if the strategy for expansion, out I ined in 
his document, was fol lowed.* In the event, the average annual 
growth of output, as shown by Table 4.4, was near 4.5 per cent. 
The divergence between Dr. Whitaker's expectations for growth 
and the actual outcome was subseqaently used as a criticism of 
the 'loose methodology' fol lowed by Economic Development. It is 
difficult, however, to sustain this particular criticism which 
has been made, inter al ia, by FitzGerald (1968) and Norton (1973). 
As we have seen Dr. Whitaker argued that there was inherently 
a I imited role for 'targets' in the First Programme given the 
commitment of the government to suasive means and the danger, 
at that time, of lapsing into further despondency if targets 
were not achieved. The main focus, therefore, was not on 
targets but rather that growth was possible on the assumption 
that the external account could have been interpreted 
more I iberal ly by taking into conside ration accumulated reserves 
and Irish foreign holdings. In addition a case was made for 
a greater reliance on the ' producti ve part' of the capital bu dget 
for maintaining aggregate demand together with further sugges ticns 
on the encouragement of manufacturing exports and private 
inves t ment . Finally, gi ven the experimental nat ure of t he 
First Programme there may ha ve been a deliberate policy of under 
rather than ove rest imati ng the potential for expansion so that 
the possib i I ity of failure in the sens~ of 'non-achievement.' 
of targets was r educed. 

A second criticism raised against the First Programme was that 
it s v iews on th e role of t he State a nd pu b I ic fi nance were , in 

* c f . Economic Development (1958), p. 225 . 
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general, too conservative. This criticism of the two documents 
is more difficult to rebuff d irectly . The fol lowing views 
expressed in Economic Development ha ve prov ided ample material 
for such a contention by successive reviewers : -

Ci) The undesirabi I ity of creating jobs in general via 
pub I ic investment - Ch. I, pa r. 8. 

(ii) Its assertion that the housing and other infrastructure 
needs of the country were saturated - Ch. I par. 9. 

(iii) Its treatment of capital as a fixed quantity , so that 
pub I ic borrowing would have deprived the private 
sector from productive investment - Ch.2 , par .30 , 
Ch . 24, par.2. 

(iv) Its way of making in vestment, on occasions, the outcome 
of current saving - Ch . 2, par . 27, Ch . 4, par . 7-9 . 

(v) Its asse rtion that taxation was one of the greatest 
impediments to economic progress and its notion that 
social insurance and welfare benefits were disincentives 
to private saving - Ch. 2, par . 24, Ch. 3, par . 2-3. 

(vi) Its implicit abhorrence of deficit current budgets and 
reluctance to stem outflow of investible funds f rom 
Ireland. 

In retrospect, these appear particularly weak arguments for the 
situation of large scale unemployment and underemployment, and 
fa! I ing investment and output. Contrary to the views of the 
First Programme on the need to reduce social pub! ic investment 
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the Kennedy and Dow.I ing study on fiscal management of the economy, 
in the 1950s, concluded that" .... the massive cut-back in 
pub! ic investment in 1957 and 1958 unnecessarily deepened and 
prolonged the depression in the economy'' (Economic Growth in 
Ireland C 1975) , p. 246). The same study, far from seeing social 
and private i nvestment competing for the same resources, doubted 
whether the investment acceleration in the post 1959 period 
could have been sustained without the unanticipated growth of 
infrastructural investment. 
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The categorical statements contained both in Economic Development 
and the First Programme about the short-duration a nd general 
undesirab i I ity of creating job$ with pub I ic capital expenditure 
has been questioned many times by commentators. What appears 
particularly contentious , given the depressed output and investment 
conditions, at that time, was the fol lowing : 

"The jobs that can be created , to a I imited extent, by 
pub I ic works ha ve no lasting basis ; they add nothing 
to the nat ional output of saleable goods and serv ices 
and can survive only as long as the works th emsel ves 
last or other works, involving asimilar redistribution 
of the community ' s income, are substituted for them . In 
any case, the capital avai !able for pub! ic works of any 
kind is not uni imited and can be used for one purpose 
on I y at the expense of others . In a very rea I sense the 
direct provision of work on unproductive scheme s prevents 
the provision of lasting and useful work in as much as 
scarce capital is used up for wasteful ends , the burden 
of ta xation is made hea vier, costs are raised and productive 
enterprises hindered an d discouraged" (Economic Development 
(1958), p. 206). 

Against a background of massive emigration and unem ploymen t , 
fal I ing investment and total output, and given that neither 
forei gn reserves nor price rises could have been claimed to be 
the binding constraint, this proposa I for further curta i I ment of 
pub I ic ca pital expenditure appeared , to some economists , 
remarkably shortsighted . * 

The study also quotes at length and approv ingly Professor Cairncros s' 
vi ews that ente rprise wa s the ' ne rve ce nt re of t he whol e forward 
movement ' . Moreover accumu la tion and infrastructural faci I iti e s 
are given in the subsequent paragraphs second place to entrepreneur ial 
capacity an d ind ivid ual dri ve . That such a sharp distincti on was 
mad e between, on 7he one ha nd, organ isati onal abi I i t y, tec hnological 

* See Tait (1968), and Kennedy and Dowl i ng ( 1975, Chs. 3 and 14) 
f or a discussion of the Government ' s budgetary priorities and 
the balance of payments position for the 1952-1958 period. Both 
s t udies describe pub! ic po l icy fo r those years as primarily 
concerned with price stabi I ity and the balance of payments 
position wh ich wa s in marked contrast to the brief period of 
fiscal expansion for 1949- 1951. Though exte r~al reserves dee! ined 
for some years, notably 1951 and 1955- 1 56 (Kennedy and Dow I ing 
( 1975) Table 15 ), the ratio of reserves to the imports bi 11 wa s 
st i I I very high by i nternat i ona I standards. 



progress and individual initiative and, on the other , capital 
accumulation and pub I ic infrastructura l expenditure meant that 
the First Programme's attention was channel led in the direction 
of 'enterprise' individual inventiveness and the virtues of a 
market economy. Yet the situation , given the traditional form 
of the depression, demanded collective action and the First 
Programme was conceived as such a strategy. 

Chapter 3 of Economic Development presents a polemical view of 
the disincentive effects of taxation with scant attention to 
the possible economic uses of such revenues . 
paragraphs that chapter states:-

In its introductory 

"High ta xation is one of the greatest impedime nts to 
economic progress because of its adverse effects on 
saving and enterprise ...... Unless our taxat ion is 
relatively I ight, this country can scarcel y hope to 
attract foreign capital, enterprise and organisational 
competence. The way to stabi I isation and eventua l 
reduction of taxation clearly I ies; (inter al ia) ... 
in deferring further improvements in the social 
services and ... in keeping subsidies to the minimum. 
The positive ob jecti ve of fin ancia l policy must be 
to arrive as quickly as possible at the point at which 
it wi I I be possible to give the economy the toni c 
of a significant reduction, above all, in direct taxes 
on incomes, profits and savings ... unti I unproductive 
outlay is reduced and resources are set free for 
productive enterprise by means of lower taxat ion we 
can hope for I ittle in the way of economic progress ." 
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Yet the standard rate of direct taxes , the share of this ta x as a 
proportion of al I taxes and the share of total ta xes as a proport ion 
of GNP was, at the time, lower in Ireland than in Br i tain - the 
report's favoured country for comparison.* Another piece 
of evidence left ou t of cons1deration by the First Prog ramme 
was t hat the t ax base i n Ire land was sma l I , partly becau se of the 

*cf . E.T. Nev in , Pub I ic Debt and Econo""ic Deve lopment , (196 2 ) ESRI 
Pape r No. I I, and J. B. Broderick " .-\na I ys is of Go 11ernrnent Income 
an d Expend iture i n Re lat io n t o Nati onal Accounts ", JSSIS I, 1959-'60. 
For a more recent comparison of the structure and share of Irish 
taxes , relative to other OECD count r ies , see G.E.J. l,..lewe l lyn, 
The Potential for Growth in Irish Tax Revenues, ~ESC ~eport 31, 
fo r thcoming. 



government's policy of taxing agricultural incomes at a notional 
rather than an actual basis. This way of estimat i ng the taxable 
income of farmers favoured the latter in t wo ways . The valuation 
was based on the rateable value of the land which on occasions 
was unchanged since the 19th century and s econd taxable income 
was reduced if it was found that the notional income exceeded 
actual income but not increased if vice versa. The Income Tax 
Commission also showed that the number of persons I iable for 
income t ax in 1960-1961 was estimated at 175,000 out of a total 
I, I 12,000 at work - a large part of the discrepancy arising out 
of the exemption of farmers. * But the main reason why the 
Fi rst Programme's fiscal views appear arrogantly partisan is 
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that there is no examination of the economic role of the gove rnment 
expenditure and glaring unawareness of the complementarity 
that exi sts between pub I ic and private investment especially in 
the Irish construction industry . Whether in view of subsequent 
events, i . e ., the re lative rise of both direct taxes and social 
pub I ic investment , the then government felt bound to the f isca l 
views expressed in the First Programme remains very doubtful. 

By eliminating much of the detailed discussion, presented in 

Economic Development, on individual sectors the First Programme's 
views appear, in comparison, much more rig id . While the First 
Prog ramme uses th e rationa le and conclusion of Economic Development 
it weakens its more substantati ve parts , dealing with the problems 
a nd possibi I ities within each sector. For example, the attempt 
of the First Programme to draw gene ral conclusions in agriculture 
misses the specific policy suggestions of Dr. Whi ta ker about th e 
production and marketing possibi I ities for individua l commodities. 
Yet to a large deg ree the vi ews and policies suggested by the t wo 
documents, wh ich have provided a handsome sustenance for successive 
critics were inherited from other off ic ia l documents and past 
economic strategies . The views on the largely unp~oductive 
nature of pub I ic expenditure can be found in the reports of the 
Capital Investment Committee and in previous statements by the 
Central Bank. Equally we l I the idea that infrastructural needs 

* Third Report of Income Tax Commission (Pr. 5567), Stationery 
Office; 1960. 
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that there is no examination of the economic role of the government 

expenditure and glaring unawareness of the complementarity 

that exists between pub I ic and private investment especially in 

the Irish construction industry. Whether in view of subsequent 

events, i.e., the relative rise of both direct taxes and social 

pub I ic investment, the then government felt bound to the fiscal 

views expressed in the First Programme remains very doubtful. 

By eliminating much of the detailed discussion, presented in 

Economic Development, on individual sectors the First Programme's 

views appear, in comparison, much more rigid. While the First 

Programme uses the rationale and conclusion of Economic Development 

it weakens its more substantative parts, dealing with the problems 

and possibi I ities within each sector. For example, the attempt 

of the First Programme to draw general conclusions in agriculture 

misses the specific policy suggestions of Dr. Whi ta ke r about the 

production and marketing possibi I ities for individual commodities. 

Yet to a large deg ree the views and po! icies suggested by the t wo 

documents, which have provided a handsome sustenance for successive 

critics were inherited from other officia l documents and past 

economic strategies . The views on the largely unp~oductive 

nature of pub I ic expenditure can be found in the reports of the 

Capital Investment Committee a nd in previous statements by the 

Central Bank. Equally wel I the idea that infrastructural needs 

* Third Report of Income Tax Commission (Pr. 5567), Stationery 
Off ice; I 960. .1 
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and especially housing were saturated appeared in the majority 
vi ew of the Second Report of the Capital Investment Committee .* 
In fact, had the Minority Repor t of the Committee been accepted 
thi s wou ld have led to an increase i n hous i ng expenditu re which 
wou ld have cushioned t he then recessio n. ** Finola Kennedy (1975) 
also demonstrated that con t rary to the views expressed i n 
the two documents on the increasing share of social expenditure 
i·n pub I ic investment this ratio had been declining throughout the 
1950s .*** 

The study ' s view that foreign capital and enterprise were needed 
to complement the domestic pool of enterprise were the embodiments 
of legislation in the 1950s , including the Industrial Development 
Authorities Act (1950), Industrial Grants Act (1956) as wel I as 
the partial repeal of the Control of Manufacturing Acts of 1932 and 
1934 . Those acts prepared the ground for freer trade as 
we l I as repeali ng legislat ion concerning foreign ownershi p of 
Ir i sh e nterprise . Hence the vi ews on the managemen t of pub I ic 
fin ances , th e unwelcome trends i n pub I ic expenditu re an d t he 
ro le of foreign c apital were not conservative d i scove r ies of 
Economic Deve lopment but rat he r the received doctrine and one which 

* 

** 

*** 

c f. Capita l Investment Advi sory Comm i ttee, Second Report (Pr. 4406), 
1957 . The main recommendations of the majority r eport were, par. 16-25, 
th e a bo li t ion of the re nt contro l acts, the reduction of new bui I ding 
to a n ' economica ll y just if iable level', a nd the red uct ion of pub I ic 
expend iture, both current and capital, on housing 'to the minimum 
level consistent wit h reaso nable social requirements'. 

Sig n ifica ntly two of the criticisms raised by signatories of the 
Minori t y Report, were that the Majority Report 11 (5) Makes recommendation~! 
whose tota l effect would be damaging to the establishment of an 
expanding economy. (6) Fai Is to consider the steps which might 
usefu l ly be take n to re late the housing programme to a capi+al 
investment programme designed to achieve an expanding economy" 
(Second Report (1957) p . 14) . 

cf. Fino la Kennedy, Pub I le Social Expenditure in Irel and C 1975), 
ESRI Broadsheet No. I I, particularly, Table 2, p. 8. 
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r e flected the Governmen t' s econom i c po licy . * 

What we are arguing here is not that the numerous cr i ticisms of the 
First Programme on the treatment of pub I ic investment are not wel I 
based, rather that neither the Fi rst Programme nor Econom ic Development 
ca n be looked at in isolation or independently of the political 
be li efs of the Government and a series of economic measures and 

v iews promulgated throughout the 1950s . Above al I the role of the 
government in the inauguration of the First Programme appears amb iguous . 
It sanctioned Dr . Whita ker ' s study but did not give it political support 
pref e rring it s own interpretati on i n t he form of t he First Programme.** 
Furthermore , while refraining from gi v ing direction about socio-economi c 
pr ior it ies , i t proceeded to saddle it with its prev ious commitments , 
e.g., of not interfe r ing with the mar ket and fiscal polic ies some of 
wh ich appear, in retrospect , erroneous . Otherwise, it is difficult 
to explain how Dr . Whitaker's Economic Development having focussed on 
hig h unemployment , underempl oyment , f a l I ing ou t put and i nvestment a nd 
whi le asserting that past pol_ic i es had failed proceeded to ad vocate 
them , in pa rt, as the only st r ategi es acceptab le to offi c i al circles . 

Several other differences mar ked Economic Developme nt from the First 
Pr og r amme. Dr . Whi taker' s study was intended "to he lp the pre paration 
of a programme for economi c expansion " in the eve nt it became the 
First Programme shorn both . of i~s detailed proposals and discu ss ion . 
With( n its overa l I s t r ategy f or growth the study did not offer a s i ngle 
prescription rat her i t offered a myriad of smal I cha nges es pecia l ly with 

* 

** 

It is interesting t o note that none of the above views on ta xati on, 
the mana geme nt of the economy an d on in ves tment , exp r essed in 
Econom-ic Devel opment ( 1958) app ea red conte nti ous at th e t ime. In a 
J SS ISI ( 1958- 1 59) Symposium on Dr. Whi t aker' s stud y most of the 
d iscuss ion and dissens ion centred on agricultu re. See, in th i s 
respect, t he shor t papers or comments pre sen ted by L. Smith, 
J . J ohnst on a nd P. O'Keeffe. 

In t hi s res pect t he pub I ica t io n of Whi t ake r's Economic Deve lopment 
(1 958 ) bear s some affinity to the Beveridge Report (1942) as both 
studi es were firs t pub I ished under pe r sona l author sh i p to be fol lowed, 
subsequently, by official interpretations. In the case of the 
Beve r idge Report, according to Roy Ha r rod (1963), a reason tor this 
was the reluctance by members of the then Coalition government to 
commit themselves to al I the underlying principles and suggest ions 
of the Report. cf. R. Harrod, The British Econo~y (1963) , 
pp. 42-44 . 
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regard to agriculture. In the First Programme, many of these 
disappear, to be substituted by more general prescriptions. Moreover, 
Whitaker's study, despite its views about the limited role of pub I le 
i nves tment and the saturation of socia l needs, did attempt to give the 
other view depicting public and private investment as complementary in 
times of depression (Economic Development Ch. I para. 8). Economic 
Development discusses the role of Trade Unions in a development 
programme , the need for a more flexible lending policy by banks to the 
farming community and how external assets could be used to supplement the 
domestic sources of investible funds. The first two issues are omitted 
from the First Programme and the question of external assets is narrowed 
down to a discussion of the official reserves but does not discuss 
external private investment (pp. 47-48, First Programme). 

4.3 SUMMARY AND CONCLUSIONS 

The First Programme (1959- 1 63) was primarily the product of the Irish 
administration and in particular the work of Dr. T.K. Whitaker, the then 
Secretary of the Department of Finance. In this respect the origins of 
planning in Ireland differ from certain other European countries 
where the initiative was said to be, primarily, political.* Plan ning, 
in short, was neither the outcome of an ideological commitment of 
the major political parties nor the result of a wider and long 
standing debate on the scope of the State in managing a market economy . 
Dr. Whitaker's endeavours were stimulated, rather by t he economic 
depression of the 1950s, the prospect for freer trade, including 
possible en try into the European Economic Community, and a perceived 
need to dispel the prevalent doubts concerning the future of the country. ** 
In undertaking the study, Dr. Whitaker also pointed out that given 
the then impending visit of a \'forld Bank Mission, it was an opportune 

* cf . J . Hackett and A.M. Hac kett , Economic Pl anning in Fr ance (1963), 
pp. 25-26, P. Mas se, "F rench Me t hod s of P lanning" , Journal of_ 
Ind ustri a l Economics, Vo l . I I, No. I , 1962, a nd Stephe n S. Cohen, 
Modern Capitalist Planning (1970), pp. 37-3 8 a nd pp . 191 - 219. 

** Ir eland' s f i rst ap p lication fo r EEC memb ers hip was i n 1961. This 
was re jected a year later along s ide the Br itish application mainly .

1

. 

because of opposition by the French. For a discussion on the 
negotiati ons at the t ime and possible grou nds for the refusal of I . 
the Iris h application, see P. Keatinge, The Formulation of :rish j 
Foreign Po l icy, ( 1973), Ch. 8. ii 
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time to undertake an overview of Ireland's economic prospects .* 
Though in Economic Development the high rates of unemployment 
and emig ration were given as the proximate reasons for attempting 
a planning exercise, these phenomena were by no means new. The novel 
cha r acteristic of the 1950s was that unemployment and emigration 
were on the increase and total output fal I ing at a time when the 
rest of Europe was experiencing a period of expansion and high 
employment levels. 

I n launching Economic Development Dr. Whitaker emphasised, pp. 6 and 
226, that his study was a contribution to the 'framing of a programme 
of national development'. In the event, this document provided 
the material for the First Programme. While the two documents are 
usually treated interchangeably, a number of differences separated 
them:-

(i) The First Programme lacked the detailed analysis and 
many of the specific proposals for agr icul ture included 
in Economi c Developmen t . 

(ii) The strategy for development argued in Economic Development 
and the stress p laced on manufacturing output and exports 
was modified in the First Programme. For example the 
argument presented in Economic Development that the pivot 
for further employment expansion lay in manufacturing 
output and exports is not fol lowed c losely in the 

( i i i ) 

First Programme. 

The suggestions in Economic Development for institutional 
arrangements relevant to the implementa t ion of the 
programme, including the setting up of a planning review 
body and the involvement of trade unions , find no 

counterpart i n the First Programme .** 

In general, the brevity and simp l ifications characterising the First 
Programme di luted an avowed aim of Economic Development to break with 

* cf. Economic Development ( !958), p. 288. 

** cf. Economic Development ( 1958), Ch. 3, para. 14, and Ch. 24 para. (4. 
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some of the traditional economic policies .* 

Althoug h the gove rnment accepted the pr oposa l of Dr . Whitaker and 

introd uced the First Programme, within the same year, the political 

status of planning remained ambiguous. It is rather significant 

that the document was int roduced not as a tplan' but as a programme 

and was not tabled for discussion in the Dai I.** Moreover, the 

intense adherence of Economic Deve lopment to 'pragmatism' or 

political neutrality meant that not only the First Programme but also 
its successors, the Second and Third, developed outside the locus 

of party politics. Initial ly, this was seen as a great merit of 

Irish planning for it was thought that the planning experts could 
carry out their functions free of partisan politics. Yet subsequently , 
with the abandonment of the Second and early obsolescence of the 

Third Programme, the arbi t rary division between planning and the 

political process was no longer thought desirable. The relevance 

of this to the First Programme is that technocrats I ike Whitaker 

who initially sought to ensure that planning was free from political 

interference became, through ti me, more critical of the governme nt for 
not giv i ng leadership or commitment to the principles of the successive 
plans.*** 

* cf. Economic Development (1958), Ch. I, para. 4. 

** 

*** 

The First Programme was introduced by the last Fianna Fai I Government 
to be headed by Mr. E. de Valera. To a large extent, Irish politics 
in the 1950s were sti I I dominated by personalities and nationalist 
i ssues that could be traced back t o the foundatio n of the State in 
1922. Traditional differences on national isti c issues (viz., the 
signing of the Treaty with Britain in 1922), according to Professor 
Chubb ( 1970) separated the two main par+ies to a far greater 
extent t ha n any divergence on economic po! icy or planning. 

Compare, for example, Dr. Whitaker's strong adherence to 'non-
pol itical I planning i n Economic Development ( 1958) and the defence 
of the same principle, in "Merits and Problems of Planning'\ 
Administration, \!/i nter 1964, with the unveiled. criticism of 
the po! itical process, and the government, for its lukewa r m 
commitment to planning in "Planning Irish Development" ICTU, 
Summer Course, July 1976. 
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Both FitzGerald (1968) and Norton (1973) have been critical of the 
absence of specific objectives, e . g., regarding employment in the 
Firs t Programme. The vagueness over specific objectives, however, 
could be interpreted more accurately as a constraint imposed by the 
po! itical sphere rather than a technical weakness in the construction 
of the programme. It is interesting to note that this constraint 
was recognised at the time when the two documents were introduced. 
D. Nevin ( 1959), for example, though welcoming Economic Development 
as a major contribution noted the absence of government commitment 
to a specific employment target. Carter ( 1959) in response to the 
First Programme called for greater government involvement in 
investment decisions and in the generation of specific projects to 
reduce unemployment. In general, both commentators thought that 
the diffuseness or non-specificity of the First Programme was 
mainly a product of the government's own low commitment to specific 
objectives rather than to Dr. Whitaker's reluctance to offer 
quantitative targets. The decision, however, of the then government 
in not interfering with Dr. Whitaker's Economic Development did not 
imply, by any means, that planning remained unaffected by politics. 
On the one hand it imposed a number of constraints on the scope of 
planning in a market economy, yet on the other hand, it did not 
provide either an agenda for the state or a clear statement of its own 
economic commitments outside those I imits. It was precisely this 
type of l I I u sory neutra I i ty that some economis t s, i nc I ud i ng Carter and 
Lynch, at the time , urged the government to abandon. * 

Despite th ~ constraints imposed on Dr . Whitaker in writing Economic 
Development, his messag e on the need for a new strategy for deve lopment 

* cf . P, Lynch "The Econom ics of Independence" and C. F. Ca r ter , nA 
Problem for Economic Deve lopment'' in Planning for Economic Deve!opmen~ 
(1959), Tu airim Pamphlet No. 5, reprinted in B. Chubb and P. Lynch 
(eds.) Economic Development and Planning ( 1969). But even 
earlier in a paper presented to the Irish Association in Dub I in 
1957, Carter was to urg e his Irish col leagues "that economlsts 
should say that the co-existence of unemployment and hish 
emigration with undeveloped resources is nonsense, and nonsense 
whi ch can very we! I be put right" Economic Development and Planni~ 
(1969), ibid. 
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and the reorientation of fiscal policies were a breakthrough for 
Ireland. He did this by identifying the potential areas for growth and 
s tressing that the stimulus of employment expansion lay within the 
manufacturing sector. In relation to fiscal policy he argued for 
more active use of the Capital Budget and suggested that, at times, 
a current deficit on the external account could be tolerated in 
pursuit of the employment objective. As he stressed "The aim should 
be not just to maintain a balance but to bring external payments into 
I ine at a higher level of employment and economic activity" (Economic 
Development (1958), para . 23, p. 16). While Dr. Whitaker's specific 
forecasts and prescript1ons were, in some instances, open to question, 
he nonetheless laid the foundations that marked a new direction in 
economic strategy. One aspect of this was, as we have seen, the 
emphasis placed on aggregate demand, the role of pub! ic capital 
expenditure and on incentives for manufacturing activities and exports. 
Yet, an equally important element of his work was the attention paid 
to the domestic aspects of underdevelopment~* This was counter to 
the ideas held by a section of the commu nity which interpreted most 
of Ireland's economic difficulties as externally ind uced and particularly 
the outcome of British interference. ** Precisely beca use some of the 
economic prob I ems we re now seen as being i nterna I I y generated it 
al lowed a certain measure of optimism about the prospect of being able 
to deal with them. This optimism disp layed by Economic Deve lopment 
'aga inst a batkground of profound gloom ' wa s seen by Ke nnedy and Dow! ing 
as one of its chief merits .*** A more balanced way, therefore, for 
appraising these planni ng documents must focus , inter al ia , on the 
strategy for development advocated (includ ing the means f or 
i ndust ri al ~sation) and on the positive ro le of th e Sta te in the management 
of the economy rather than on the scarcity or plethora of 'targets' whi ch 
has preoccupied a num ber of contemporary economists. 

* 

** 

*·** 

In the pre face to his wo r k, Dr. Whi taker posed the issue in unequivoca i 
terms "After 35 years of native government people are asking whether 
we can achieve an acceptable degree of economtc progress'' (Economic 
Development)(l958), p . 5, para . 12 ). 

cf. P. Lyn ch "The Econom; cs of Independence" ( 1959), op. c it., and 
J. Vaizey, "First Choose Your Theory" in J. Vaizey (ed.), Economi c 
Sovereig~and Reg iona l Pol icy ( 1975). 

Econ om i c Growth in Ire la nd (1975), p. 253, op. cit. 
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Chapter 5: THE IRISH PLANNING EXPERIENCE, 1964 - 1972 

5.1 THE SECOND (1964 - 1970)AND THIRD (1969 - 1972) PROGRAMMES FOR 
ECONOMIC EXPANSION 

This chapter deals with aspects of the organisation, including the 
formal methodology, and strategies pursued in the Second and Third 
Programmes.* The objective wi I I be, in part, to trace the affinity 
between the First and latter Programmes and re-examine the alleged 
methodological breakthrough achieved by the Second Programme. A 
number of economic commentators, Donaldson (1966), FitzGerald (1968) and 
Norton (1973) as wel I as the administrators involved in the design 
of the Second and Third Programmes, interpreted the introduction 
of such methods, e.g., the iterative procedure, as the progressive 
sophistication and the coming of maturity of Irish planning. 
It wi I I be argued, to the contrary, that there were serious 
weaknesses in the theoretical premises of the iterative procedure, 
in particular concerning output and employment relationships, 
while the method was not geared to plan implementation . A detailed 
reappraisal of the methodology is warranted to isolate the procedures 
for setting 'targets ', and their status for plan implementation, and 
to examine whether such techniques led to 'significant political 
imp I ications' in committing the State to the execution . of the plans . ** 

The exaggeration given to the possibi I ities offered by the new 
techniques went hand in hand with a neglect of important planning 
areas including its organisation, consultative procedures and 
means for implementation. While both Programmes stressed that 
there was an important connection between the growth of money incomes 
and prices,and that the output and employment targets of the plans 

* 

** 

cf. Second Programme for Economic Exp ansi on, Pa rt I (Pr. 7239) 
1963, and Part 11 (Pr. 7670) 1964, and Third Programme for 
Economic and Social Development : 1969- 1 72 (Pr !. 431 ), The 
Government Stationery Office , 1969 . 

See , G. FitzGera ld Planning in Ireland (1968), p . 72, op . c i t . 
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req uired considerable increase in investment , the organisat ion and 
c ri teria governing the wage bargaining process and the use of the 
i nvest i b le s urp lus were determined outside the pla ns . In the fi e ld 
of industrial r elations the McCarthy, O' Brien and Dowd ( 1975) 
s tudy demonstrated that t he i nstitutional changes in wage bargaining 
procedures which were actively encouraged by the Government in the 
la t e 1960s had I ittle to do with the then planning objecti ves . * The 
Ind ustr i al Development Authority which was effectively the most 
in f luential body in determining the composition and level of State 
a i d to industry also operated outside the planning framework. 

It may appear absurd at present , that a technique such as the 
iterative procedure was ever served as the means to enable the 
Government to decide its planning priorities without entering into 
a debate on such contentious areas as the strategy for expanding 
output , the norms and direction of income distribution , and on the 
role of domest i c versus foreign induced capital accu mulation . 
Yet a readi ng of the I iterature of that time suggests t hat these 
techn iqu es were conside red as impartial scientific substitutes for 
mor e po l i tical or controvers ial way s f or deciding the r e lations h i p 
between pl an ni ng objectives and p lann in g means .** Th i s attitud e 
was r ein forced by th e fo r mat of t he Second a nd Thi rd Prog r ammes 
which re legated t he plann i ng role of the State to t hat of an 
agent see king t o influence the eco nomic envi ronme nT in a way that 
was conduci ve to the fulfilment of market expectations .. A basic 

* 

** 

W.E.J, McCarthy, J.F. O'Br ien and V. G. Dowd, Wage Inf lation 
an d Wage Leadership in Ireland ( 1975) ESRI, Paper No. 79. 
The above is corroborated also by the C. Mu lvey and J. Trevi thi ck 
study "Vfoge I nf I at ion and vJage Leadership in I r e 1 and 1954-1969" 
( 1972) where changes in money wage s were exp lained in terms of 
key set tl ements in a smal I number of industries or trade s wh ile 
t he rest of the non-ag ricultural workforce wa s linked to 
these by means of a 'comparab i I ity principle'. 

See, for example, the views expressed by FitzGerald ( 1968), 
Ch. 6 on "Genesis of the Second Prog ramme" pp. · 68-81 . Simi I ar 
views are also expressed by Donaldson (1966), particularly in 
Ch. 5 "Implementation of Program Goals for Industrialisation", 
pp. 70-88. 
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supposition in this, shared also by Meade's theory of indicative 
planning, is that market forces are inherently self - regulating and 
that they coincide with the objecti ves and aspirations of the planner . 
The role of the State , in such a scenario, is not to do the things 
that the market cannot do but rather to contain or remove extraneous 
disturbances, e . g., uncertainty , and complement the information 
at the disposal of individual market agents .* In this respect 
the Second Programme declared -

"A programme is an attempt to apply to the management of 
the na t ion's economic affairs t he same foresight, organisation 
and determination as a competent and prudent person applies 
to the management of his own house hold and business .... It 
is educative and indicat ive .... The penalty - an d it is no 
light one - involved by failure to reach a target is the 
slowing dmm both of individual and national progress" 
(Second Prog ra mme, Part I, p. 9). 

If the fol lowing sections lean undul y on the side of a critique 
r ather t han covering in detai I the factual content of the plans it 
is that the latter has not been the primary source of d isagreemen t . 
It is our contention that by isolating the major methodological 
and ~trategic weaknesses of the last two Programmes , one can gain 
a better understanding of their disappointing progress and be able 
to make a contribution t o the current debate conce rn ing the 
prerequisites and priorities of future Iris h plans. The next 
section is a brief review of some of the explana ti ons offered to 
date for the casting aside of the Second and Th ird Programmes . 

PLANNI NG SETBACKS, 1964-1972 

Earlier commentators, by taking the methodological aspects of the 
Second and Third Programmes for granted, or by interpreting these 
as definiti ve progress over the First Programme were then bereft of 
any convincing explanation for the discardment of the plans. Such 
studies, usually, terminate with a description of the methodology 

* For an early development of the distinction betwee n an 'agenda' 
and 'non-agenda' for the State, together with an attempt to 
clarify t he role of the Government in a market economy, see 
J.M. Keynes "The End of Laissez-Faire" ( 1926) reprinted ln his 
Col l~cted Writings, Vol. IX, po. 272-294, 1972. 
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of the Second Prog r amme or e I se pin the cause of fa i I ure on 
ext r a neous factors.* Two official explanations often quoted 
as responsib le for the abandonment of the Second Programme we re 
the non-f ulf ilment of the assumption about EEC membership and the 
non-cooper at ion of Gove rnment Departments. Neither explanation 
app ea rs satisfactory. On the assumption of EEC membership the 
Second Programme states, Part I, p. 10, 

"It is impossible to predict when the way wi 11 be open to 
membe rship of the community but for the purposes of this 
programme it is assumed that Ireland wi I I be in the community 
before 1970 ." 

The vagueness of this statement together with the absence of 
further discussion wou ld suggest that the Second Programme planners 
did not anticipate any immediate and direct benefits from EEC 
membership but rather that the benefits would have been in the form 
of preparing for freer trade conditions. It would seem that preparation 
for competit ive ness within Europe rather than post entry gains could 
have been the expected benefit of the EEC assumption made in the 
Second Programme.** If 'post-entry' gain was crucial to the targets 
of the Second Programme, as the of fic ial Review of Progress ( 1964-'67) 
s ubsequently maintained, then the question arises as to why the 
planners made such an unrealistic assump t ion given that a few months 
prior to the inauguration of the Second Programme, in 1964, Ireland ' s 
app Ii cation to the EEC was uncond i ti ona 11 y rejected. The other factor· 
that makes the EEC explanation a deus ex machina is that the Second 
Programme was abandoned in mid-term, by 1967 , much earl i er t ha n that 
document I s _vague sti pu I at ion of the date for entry. In any event 
the Third Programme made the correct assumpt ion on EEC membership, 
viz., no membership between 1969-1972 , but fared no better, than 
its predecessor, in its achievement of its objective. 

* 

** 

et. L. Donaldson, Development Planning In Irela nd (1966), and Review 
of Prog res s , 1964- 1 67, (Pr. 9949), The Government Stationery Office, 
1968. 

NIEC also expres sed the view that Ireland could not hope to benefit 
from EEC membership within the duration of the Second Programme. In 
i ts overal I review of the Second Programme it states'' .... it would 
seem that the target for agricultural output was too high, bearing 
in mind that at the time at which it was set there could have been 
li ttl e prospect that Irish agriculture would have been enjoying the 
ful I benefits of EEC by 1970 even if membership were in fact achieved 
towards the end of the nineteen sixties" (NIEC, Report 24 ( 1968) p. 7). 
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The second overal I factor stressed by the Review of Progress 1964-1967 
wa s that t he Second Programme d i d not s ecure adequate cooperation from 
sect ions of the community . For example , in the chapter on ' Lessons of 
Experience' it s t ates , 

"Nationa l commitment to the programme was , however , not 
suf f ici e ntly compl ete to prevent the emergence of 
d i?rupti ve f actors . Dev iations between target an d out
turn can be at tributed in large part , therefore , to act i ons 
both in th e pub! i c and pri vate sectors that were out of 
l ine with the programme 's objectives. This meant, in 
turn , that the internal consistency on which the 
programme was based, was not achi eved in pract i ce" 
(Rev iew of Prog r e ss, 1964-1 967, p . 30). 

The s entiments ~oiced about the low cooperation of t he pub I ic 
sector have also been reiterated by FitzGerald (1968 ), Norton (1973) 
and Kennedy and Bruton (1975) . While there may be some validity 
in this criticism there is I ittle direct evidence in the Second 
and Third Programmes concerning planning tasks for indi v idual 
Departme nts , Thi s i s not to im pl y t hat t he p ivotal Dep art ments , 
includi ng Finance, Agr iculture , Industry and Commerce a nd Loca l 
Gove rn me nt, acted i n accorda nce with t he p lans . Rather , t hat in 
the absence of specificat ion s or p la nni ng d irectives fo r t he 
various De pa rtme nts one has no yards ti ck by which to judge deviations 
from presc r ibed po I icy. It i s a I so notewort hy -t hat at no ti rne 
did the official annual reviews for the Second and Third Programmes 
appra ise ind ividual Gove r nment Depa r tments for t heir planning 
activities. Yet after the abandonment of the Second Programme 
the general statement was made attributing failure, in part, 
to the non-cooperation of the pub I ic sector . Even if one accepts, 
for the sake of argument, that individual Departments did operate 
either in an obstructive or random way towards the plans this 
does not exonerate the Government from its col Jective responsibi iity. 
The essence of the matter is not that the priorities and functional 
responsibi I ities of Departments may direct their activities outside 
the guide I ines of a plan but rather that the Govern~ent validates 
this by letting sectional interests or immediate commitments 
take priority over the objectives of the plan. As Dudley Seers 
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commented i n this respect , 

" Per haps the most important j ob of a pl anning off i ce 
i s t o plan pl anning itself - to aim at the improvement 
of a government machine as an instrument of influencing 
soc i a l and economic development" (The Crisis of Planning 
(1 972) , Vol . I , p . 33) .* 

It i s precisely that such overhauling of the government machine 
was not deemed necessary for the implementation of these 
progr ammes that ex- post crit i cisms on the non- cooperation of 
t he public sector appear not so much untrue but secondary. What 
the above explanations , in the official Reviews, share in common 
i s t hat they exonerate both the organisation of the plans and 
their methodology from any subsequent diff i culties . The general 
re l uctance to appraise either the method by which targets were 
set or ar rangements for implementation has left , in our view, 
one of the maj or wea knesses of Ir i sh p lans , viz . , i t s methodol ogy , 
unexp lored. 

What l ittle we know , that i s not included in the p lans , is 
th at the Second Pr ogramme ( 1964- 170) was abandoned i n 1967 
and the Third (1969- ' 72) was 'forgotten even bef ore the ink 
was dr y on t he printed ve r s ion'. ** Si nce t he n t here has been , 
surpri s i ng ly, li ttl e di scuss ion as t o why these plans fel I into 
di s fa vour or wh at went wrong in the planning process . Uni ike 
Dr . Whitaker , the architect of the Fi r st Prog r amme , who wrote 
extensi vely on the as pirations and problems of that document 
t he auth ors of the Second and Th i r d Pr ogramme kept , afte r t he 
eve nt , silen t . The Government which did not hesitate to bas k 

* 

** 

A s im il ar poi nt was ma de repeatedl y by NIEC , Economic Planning 
(196 5 , p . 15) a nd Comments on Second Pr og r amme Review ( 1968, 
p . 14) for Ire la nd. Yet as NIEC was to observe, Report 24 
(1968) pp. 12- 16, litt le was accompl i s hed for the duration 
of the Second Programme either by way of an appropriate 
consultat i ve machinery for setting target s or for reviewing 
sectoral progress in the economy. 

B.R. Dowling, "The Future of Indicative Planning 11 (1975), p. Ill, 
in J.W. O'Hagan (ed.) The Economy of Ireland ( 1975), pp. 11 0-114. 
For a brief discussion on the circumstances surrounding the 
obsolescence of the Third Programme see NESC Report on Pub I ic 
Expenditure (1976) pp. 48-54. 
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It i s precisely that such overhauling of the government machine 
was not deemed necessary for the implementation of these 
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and t he Th ird (1969- 172) wa s 'f orgot ten even bef ore the i nk 
was dr y on the printed ve rs ion '.** Since t hen t here has been, 
surp r i s i ng ly, li ttl e di scuss ion as to why these p lan s f e l I i nto 
di sfavou r or what wen t wrong in the p lanning process. Un i ike 
Dr . Whi t aker, the architect of the First Programme, who wrote 
exten s ively on t he aspirations and problems of that document 
the author s - of the Second and Third Progra mme kept, after the 
event, silent. The Government which did not hesitate to bask 

* 

** 

Asimilar point was made repeatedly by t~ IEC, Economic Planning 
(1965, p. 15) and Comments on Second Programme Revie1•1 (i968, 
p. 14) for Ireland . Yet as NIEC was to observe, Report 24 
(1968) pp. 12-16, l ittle was accomplished for the duration 
of the Second Programme either by way of an appropriate 
consultative machinery for setting targets or fo r reviewing 
sectoral progress in the economy. 

B.R. Do11ling, "The Future of Indicative Planning" (1975), p. 111, 
in J,W, O'Hagan (ed.) The Economy of Ireland (1975), pp. 110-114. 
For a brief discussion on the circumstances surrounding the 
obsolescence of the Third Programme see NESC Report on Pub I ic 
Expenditure (1976) pp. 48-54. 
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in the popularity of the First Programme , and seek credit for 
the economic prosperity that accompanied it, did not deem it 
relevant to commen t on the i I I-fortune of the latter two and the 
then Opposition did not view it necessary to seek a Dai I debate.* 
Finally, NIEC which remai ned optimistic that some of the 
weaknesses wh ich led to a premature te rmination of the Second 
Programme could have been rectified in the Third was itself 

disbanded In 1971 before preparing its verdict on what went 

wrong with the Third Programme. 

The element of bureaucratic self-interest in the adoption of a 
narrow frame work for reviewing the progress of the pians must 
not be overlooked in al I this . Since the Department, viz ., the 
Department of Finance, charged with reviewing the plans was also 
the one responsible for drafting the plans, it was uni lkely that 
its major concern, at the rev iew stage, would have been to 
expose the methodo log ical and implementational weaknesses of the 
plans. The primary functions of t he official annual reviews of 
the Second and Third Prog ra mmes were simply to update data 
a nd record the shortfal I of outcomes to targets, irrespective cf 
whe ther or not the or iginal assumptions underlying the projections 
were val Id and much after the plans ceased to be guidance for 
policy. The absence of a planning debate at the time was less of 
a consp I racy of s I I ence, as It may appear in retrospect , and 
more the outcome of the low political status of planning coupled 
with the acceptance of a planning methodology that left the 
questions of choice of objectives and plan implementation 

* Professor Meenan notes in this respect, "it is remarkable,to 
take one example, that the Dai I did not find ti me to debate 
either the First Programme in 1958 or its successor in 1963. 
If memory serves, Mr. Lemass (the then Prime Minister ) actuall y 
deprecated a suggestion that the Second Programme should be 
reviewed by the Oi reachtas. It is even more remarkable 
that neither of the opposition parties pressed for a debate" 
The Irish Economy (1970),p. 387. 
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unanswered.* Moreover the unquestioning acceptance, by Government 
and Opposition alike, of the framework of the Second and Third 
Programmes meant that their abandon me nt I imited official comment 
to broad gene ralisations about the plans being a prey to sectional 
selfishness and non-cooperation. ** Yet the who le essence of 
the pragmatism of the Second and Third Programmes was the assumption 
that its implementation was based on the self interests of the economic 
agents in the market. The reduction of ma rket uncertainty 
was a central objecti ve and planning and forecasting, as in Meade 
(197 1 ) , were terms used interchangeably . This, it may be stressed, 
was not only the theoretical justification for planning of f ered 
in the Second and Third Progra mmes but also the I ine cf reasoning 
accepted by a number of Irish economists favourable to planning .*** 

There is an unresolved contrad iction, however, between the theoretical 
ratio nal e of purely indicative planning , viz., helping the 
self-interests of economic agents by curtai I ing uncertainty, and 
the practi ce of attributing the failure of indicat ive plans on th e 
selfishness or non-cooperation of individuals or groups in the 
market. For if an indicati ve plan is offered in the spirit that 
its purpose is to be an adjunct to the market th en its re jection 
ought to be interpreted as an indication t hat the marke t did not 
find it helpful. If the market is the judge of the g_oodness 
of a plan then a rejection of that plan is no more selfish than its 
acceptance. In t his Ii ght the non-rea I i sat ion of the p I ann l ng 

* Whatever differences may have existed between the t wo major 
parties over the economic managemen t of the economy, they were 
not at the time over the planning format or the means for 
implementation. To this end see, for example, "Political 
Culture and Cl eavages", pp. 42-60, in B. Chubb The Governme nt 
and Politics of Ireland (1970) , and "The Role of Planning in 
Ireland", pp. 196-213, G. FitzGerald Planning in Ireland (1968). 

** A most recent example of how the myth persists that the 

*** 

weakness of t he Irish planning process is simply the existence 
of unrul y minori ti e s i n the market is given in the discussion 
paper Economic and Socia! Development 1976-'80 , (Prl. 5758, 1976). 

See, for example, Lynch (1963), Whitake r (1964), Donaldson (1966), 
FitzGerald (!968), Chubb and Lynch (1969) and Dowling (1975). 

I I 
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forecasts or indicative targets is not so much that the market, 
through sectional interests, has let down the plan but rather that 
the planners misjudged t he potentialities of the mar ket. The 
imp I ication of al I this is that commentators that cannot conceive 
t he existence of pians on criteria other than what is acceptable 
to the market have no right, in logic, to moralise about the 
sectional greed existing in the market when the plans fai I. 

TARGETS AND RE VIEWS OF THE PLANS 

Given the wealth of information already existing it would be 
pointless to dwel I at great length or. the planning targets and 
economic expansion that occurred for the duration of the Second 
and Third Programmes. A factual account of 'targets' and 'outcomes' 
is present ed, inter al ia, by the annual progress reviews of the 
Department of Finance , by NIEC Reports , and more recently 
elsewhere.* The official commentaries paint a rather dismal 
picture of planning, si nce none of the main output and employmen t 
targets were achieved, and whil e they eschewed discussion of the 
methodology and policy measu res , fol lowed by the Second and 
Third Programmes, draw conclusions on the usefulness of plan nin g 
by a simple comparison of targe t s wi th observed data. Such 
studies, howeve r detailed, harbour an over ri di ng assumption . 
Namely, that a comparison of planning targets and observed 
data is, wit hout discussion of the policy inp ut of the s pecific 
Prog ramme, legitimate in the sense that observed economic 
performance can be traced to the plans. The ambiguous s tatu s of 
both targe ts and planning instruments within the realm of a purely 
indicati ve framework ha ve been discussed elsewhere in the t hesis. 

* Department of Fina nce, Progress Repo rt for 1964 and 1965 (Pr. 8244 
and Pr. 8703) also Reviews an d OuTlook 1969 to 1973 (Prl. 1788, 
Prl. 2357 and Prl. 3090) and NIEC , Comments on the Deoartment 
of Finance Reviews of Progress 1964 to 1967 (Reports 7 ( 1965), 
13 (1966) and 20 (1967)), Other commentators reviewing the 
performance of the economy for t he dura tion of the p lans 
are McGilvray (1968), FitzGerald (1968) and- No rton (1973). 

' 
I 
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It ,nay be noted, at this point, that the targets a re often 
derived from market outlook, usually after consultations or 
surveys of producers' intentions, while the policy means, whether 
information flows or fiscal incentives are not exclusive to the 
plan. What separates a 'planned' period from a 'non-planned' 
period in an indicative framework aimed at influencing the market, 
by suasive means, is not at al I self-evident. Yet the official 
reviews conduct the ex-post comparisons of targets with 
observed data as if the connection is causal. There are t wo 
missing I inks in the official reviews of the Second and Third 
Programmes . First , there is no explanation of how the measures 
used for the duration of the plans differ from the measures that 
would have been used in the absence of those programmes and, second, 
how in fact the observed performance can be attributed to those 
measures. These questions are relevant for those studies that 
exp I icitly wish to evaluate the contribution of Irish planning 
within the narrow framework of given 'targets' and observed 
performance which is termed 'ou tcome '. The focus of this 
section is only tangental to the above. It is rather to combat the 
prevai I ing view readily drawn from such documents that the 
Second and Third Programmes have been a failure because no 
progress was made. 

It is worthwhile before proceeding to examine the methodology 
of the plans to briefly contrast the main objectives and progress 
achieved for the duration of the Second and Third Programmes. 
Tables 5. land 5.2 present the sectoral economic performance 
in terms of output, employment and productivity for 1964- 1 67 and 
again for 1969- 1 72.* Even though the s ho rtfal I between plan 
expectations and performance held without exception for the 
duration of the Second Progra mme and for many objectives of 
the Third, one must not be oblivious of the progress that was achieved . 
It must be stressed that the economic performance recorded for 

* Add it i ona I indices on macro-economic performance tor these 
sub-periods are given in Appendix B, Tables BI and B2 . 
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TABLE 5.1 

SECTORAL ESTI MATES AND PROJECTI ONS FOR THE DURATION OF THE 
SECOND PROGRAMM E, 1964 - 1967 (Average Annual % Changes) 

Employment Productivity 
Product - GDP at factor 

SECTOR cost ( 1958 Prices) 
Projected Actual Projected 

I 

Agricul ture , Forestry 
-I .5 and Fishing .,",. -3. I +5.3 

Indu stry •.. +2.8 +0.9 +4. I 

Serv ices ... +I~ 8 + I .2 + I . 8 

Tota I C I) + I .0 -0.2 +3,9 

Note: ( 1 ) Projected and Actual GNP, at factor 
cost, were respectively 4.3 and 2.9 

Actual Pro,i ected Actual 

+2.6 +3.8 -0.5 

+3.8 +7.0 +4.7 

+ 1 . • 5 +3,6 +2 . 7 

+2.9 +4 . 9 +2 , 7 

Source: ~econd ·Progra mme , 
Pa rt I I , Appendix I ; 

11 

per cent annually for 1964- 1 67. The 
difference between this and the set of 
GDP figures shown in the Table is 
accou nted fo r by a 'better than expected' 
inflow of net foreign income . In the 
Second Programm~ (Table la, p.298) net 
foreign income was expected to fal I 

Nati ona I Income I 
and Expend iture( 1969) . 
and T~end of Employmen~ ~I 
and Unern p I ox:r1ent ( 1969) ., 

annua I I y by 9. 4 per cent when in fact it 
rose, on average,by 3.4 per cent. 

TABLE 5.2 

SECTORAL ESTI MAT ES AND PROJECTIONS FOR THE DURATION OF THE 
THIRD PROGRAMM E, 1969 - 1972 (Average Annual % Changes) 

Employment 
SECTOR 

Projected Actual 

Agricu lture,Forestry 
and Fishing ... -3.0 -3.6 

Industry ... +2.5 +0.2 

Services ... + I • 2 +0,9 

Tota l +0.4 -0.5 

--j 

Productivity Product - GDP at factor 
cost C 1968 Prices) 

Projected 

+5. I 

+3,9 

+2. I 

+3 .8 

Actual Proiected Actual 

+7,8 .+2 .0 +4 .2 

+3.8 +6.5 +4.0 

+2.8 +3,3 +3.7 
I 

+4.4 +4.2 +3.9 

Source: Third Programme, pp .234-
235; Nati ona I I r.come anci 
Expendit ure (1912) ano 
Trend of Eroloyrnent and 
Unernoloy~eGt (!975) -~ 

I 
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TABLE 5. I 

SECTORAL ESTI MATES AND PROJECTIONS FOR THE DURATION OF THE 
SECOND PROGRAMM E, 1964 - 1967 (Average Annua I % Changes) 

Employment Productivity 
Product - GDP at factor 

SECTOR cost ( 1958 Prices) 
Projected Actual Projected Actual Pro.i ected Actual 

I 

Agriculture,Forestry 
and Fishing .. -.. - I • 5 -3. I +5.3 +2.6 +3,8 -0.5 

Industry ... +2.8 +0,9 +4. I +3.8 +7.0 +4 . 7 

Services ... +I~ 8 + I .2 + I .8 + , . . 5 +3.6 +2.7 

Total (I) + I .O -0.2 +3.9 +2.9 +4.9 +2.7 

Note: ( 1 ) Projected and Actual GNP, at factor Source: Second ·Programme, 
Part 11, Appendix I; 
Nati ona I Income 

cost, were respectively 4.3 and 2.9 
per cent annually for 1964- 1 67. The 
difference between this and the set of 
GDP figures shown in the Table is 
accounted for by a 'better than expected' 

and Expenditure( l969) 
and Ttend of Employment ~ 
and Unemployme nt (1969) . 

inflow of net foreign income. In the 
Second Programme (Table la, p.298) net 
foreign income was expected to fal I 
annually by 9.4 per cent whe n in fact it 
rose , on average,by 3 . 4 per cent . 

TABLE 5.2 

SECTORAL ESTIMATES AND PROJECTI ONS FOR THE DURATION OF THE 
THIRD PROGRAMME, 1969 - 1972 (Average Annua l % Changes) 

Employment 
SECTOR 

Projected Actual 

Agriculture,Forestry 
and Fis hing ... -3.0 -3.6 

Industry ... +2 . 5 +0.2 

Services . . . + I . 2 +0 . 9 

Total +0.4 -0. 5 

Productivity Product - GDP at factor 
cost ( 1968 Pr ices) 

Projected 

+5. I 

+3.9 

+2. I 

+3.8 

Actua l Pm jected Actual 

+7 .8 .+ 2 .o +4.2 

+3 ,8 +6.5 +4.0 

+2 . 8 +3.3 +3 . 7 
I 

+4.4 +4.2 +3.9 I 
Source : Thi r d Programme, pp.234-

235 ; Na t ional lrco'Tle sn:i 
Expenditure (1912) ano~ 
Trend of E~oloyment and 
Uner.10 T oyr..ent ( 1975) ·---

I. 

'I, 
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the duration of the Second and Third Programmes compares favourably 

with the growth rates achieved during the 1950s and is at least 

a s satisfactory as the progress achieved in the post planning 

period. It can be argued that on these criteria the two Programmes 

were not an abject failure, as suggested recently, but rather 

that the progress was very uneven. As noted earlier, the 

most conspicuous failure was the stagnation in total employment, 

while most other indicators, e.g., output, investment and consumption, 

and in particular the ones affecting the working population 

registered some progress. A serious underestimate in ' both 

Programmes was the projected labour outflow from agriculture which 

nu! I ified the modest employment gains obtained in industry and 

the service sector. In addition, as chapters 7 and 8 suggest, 

there was a more subtle factor at work affecting the quantitative 

relationship between industrial output expansion and employment 

growth. During the latter part of the 1960s the relationship between 

the growth in industrial output and employment rras altering in such 

a way so that , overal I , for a given output growth the gains in employment 

were relati vely smal !er than in earlier decades. Thus despite the 

significant growth in industrial output , for both sub-periods, employment 

creation was not as expected partly because of a shift to producti v ity ga i ns~ 

It i s instructive to note that such an exercise, consisting of 

data co ll ect ion at the begi nn i ng and end of the pr og r amme s , can not 

settl e the argume nt whethe r ind ica tive p lan ning i n Ireland 

constituted success or failure . What it does show is that progress , 

employme nt_ apart , was ach ieved but was not as good as ex pected . 

These expectations, expressed in the plans as targets , re flected 

the planne rs' views on how the economy, both th e pr ivate and pub! ic 

* The increasing predominance of productivity gains 
in the growth of industrial output, s i nce the second 
half of t he 1960s, was by no means confined to Ireland. 
To this end, see for example, t he evidence presented 
by T.F. Cripps and R. J. Tari lng (1973), Appendix 
3 pp . 45-56 , for a s~mple of t welve OECD countries . 
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the duration of the Second and Third Programmes compares favourably 

with the growth rates achieved during the 1950s and is at least 

as satisfactory as the progress achieved in the post planning 

period. It can be argued that o~ these criteria the two Progra mmes 

were not an abject failure, as suggested recently, but rather 

that the progress wa s very uneven. As noted earlier, the 

most conspicuous failure was the stagnation in total employment , 

while most other indicators, e.g., output, investment and consumption , 

and in particular the ones affecting the working population 

registered some progress. A serious underestimate in ' both 

Programmes was the projected labour outflow from agriculture which 

nul I ified the modest employment gains obtained in industry and 

the service sector. In addition, as chapters 7 and 8 suggest, 

there was a more subtle factor at work affecting the quantitative 

relationship between industrial output expansion and employment 

growth. During the latter part of the 1960s the relationship between 

the growth in industrial output and employment vras altering in such 
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a way so that, ove ral I, for a given output growth the gains in emp loyment 

were relatively smaller than in earlier decades. Thus despite the 

significant growth in industrial output, for both sub-periods, employment 

creation was not as expected partly because of a shift to productivity gains~ II 

It is instructive to note that such an exercise, consisting of 

data collection at the beginning and end of the programmes, cannot 

settle the argument whether indicat ive planning in Ireland 

constituted success or failure. Wh at it does show is that progress, 

employmen t _apart, wa s achieved but was not as good as expected. 

These expectations, expressed in the plans as targets, reflected 

the planners' views on how the economy, both the private and pub! ic 

* The increasing predominance of productivity gains 
in the growth of industrial output, since the second 
half of the 1960s, was by no means confined to Ireland. 
To this end, see for example, the evidence presented 
by T.F. Cripps and R. J. Tari ing (1973), Appendix 
3 pp. 45-56 , for a s~mple of twelve OECD countries. 
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sector, would perform given a specific methodology and a 

number of assumptions about the interaction of the variables 

and the implementation procedures. The suitabi I ity of 
indicative plans cannot be judged from the performance 

angle alone if neither the methodology for choosing targets 

nor the implementation procedures are examined. Even more 

inadmissible are the procedures fol lowed by the official annual 
reviews of the plans.* In these reviews neither the original 
targets nor methodology of the plans are examined for weaknesses 
and the analysis is I ittle more than a factual account about 
the divergence between actual performance and plan expectations . 

The NIEC Report ( 1968) Comments on Second Programme Review of 
Progress recognised that, 

"Only in the case of the industrial sector, however, 
were the programme' s ta rgets pub I icly reviewed and 
revised to take account of changing circumstances. 
Al I the other targets in the programme were left 
at their original levels. This meant that some 
targets were retained after it had become clear 
that t he ass umptions on wh ich they had been based 
would not be fulfi I led and t hat t he others remained 
unchanged even after it had become clear that they 
had been set at an un realistic level. As a result, 
the gap between target and performance in some 
cases widened to such an extent that the targets 
ceased to provide a useful fra mewo r k for present 
act ions" (NIEC Report 24 (1968) p. 12). 

Despite this warning by NI EC; which was emphatically offered 

in the section on "Some Lessons for the Future", the suggestion 
was not taken up by the subsequent annual reviews for the Third 
Programme. It is for these reasons that the exclusi ve concentration 
on planning t argets and performance, which has been the norm 
of official planni ng rev iews , at the expense of appra i sing 

the method that gene rated th e origin a l targets and the mea ns 

of implement ation, has provedcounte r -product ive. The outcome, 

* Depa r tment of Finance, Prog ress Reoo r ts f or the Second 
Programme, and the annual Reviews and Out look for the 
Third Progr2mme. 
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as we have seen, has been to blame the abandonment of the 

pl ans on unspecified selfish interests or else place the 

causes totally outside the control of Irish society. Before 

reaching such deep~y pessimistic conclusions which, while 

heightening individual bewilderment, do I ittle to reduce pub I ic 

apathy, it is worth re-examining the methodological goodness 

that was said to characterise the Second and Third Programmes. 

5 . 4 THE ITERATIVE PROCEDURE 

The main elements and workings of the iterative procedure are 

described below. The sources for this formalisation are the 

methodological appendices of the Second and Third Programmes 

for Economic Expansion.* As an ex-post system of sectoral 

relationships the method can be summarised in the fol lowing 

manner:-

+ + Q • • • ( I ) 

Where Q is the average annua l growth of output and the 

subscripts A, Sand I refer to the weighted output contribution 

i n percentage terms by Agriculture , Services and Industry 

respectively . 

Two other subsidiary relationships refe r ring to the sectoral 

contr ibut tons in terms of empl oyment an d producti vi ty are 

s imilarl y specified by the method . 

and 

* 

+ + E • .. (2) 

+ + p • • • ( 3) 

Second Programme, Part I I, Appendix 5 and Third Progra mm~ 
Appendix D, op . cit . 
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Where the E and P with subscripts are the weighted contributions 
to tota l Employment (E) and Productivity (P) respectively 
by Agr iculture , Services and Industry .* 

Moreover, 

p + E = Q ... (4) 

That is the growth of total output (Q) is equal to the growth of 
Productivity (P) and Employment (E) defined appropriately tor 
national accounts purposes with the terms deflated by a price 
i ndex to make t hem comparable to the rest of the macro economic 
variables used in the plans. In this respect most of the 
macro economic variables used in the Second Programme are in 
terms of 1960 prices while the price deflators tor the Third 
Programme are tor 1968 prices .** 

For each i nd i v idual sector the same re lati onshi p is pos t ula t ed 
so that , 

PA + EA = QA ... ( 5) 

PS + ES = Os ... (6 ) 

PI + EI = 01 ... ( 7 ) 

\'Jhere the · main symbo ls and subscripts a r e defined as previous ly. 

Furth er disaggregation is possible, tor as it has been noted in 
the p lan an attempt was made to estimate the individual growth 
of output, productivity and emp loyment tor the sixty industrial 

* Since at this stage we are only concerned with the formal 
summary of the iterative method as described in the 
plans we wi I I postpone comments on the alleged independence 
of employment and productivity from output growth or on 
the meaning of productivity tor the service sector. 

** et. Second Programm~, Part l I, p. 307, and Third Progra mme, 
p. 245. 

I 

I 

ii 
I 
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categories for which statistics were collected by the Irish 
Census of Industrial Production (CIP).* In terms of the 

above notati on this can be expressed as 

60 60 

I; a Z_ + .. • (8) 

i = I i = I 

Where i = I .•.• 60 refers to the weighted contribution of 
each of the sixty individual industrial categories identified 

by CIP and the rest of the symbols are as previously 
defined. 

These , in out I ine, are the elements and relationships postulated 
by the iterative method which formed the methodological 

basis for the Second and Third Programmes as wel I as NIEC's 
Report on Ful I Employment (1967) . There are four questions 
regarding the methodology of the Second and Third Programmes , 
and in particular t he iterative me thod , which were treated 
r ather unsatisfactorily by th e planners: 

(a) 

(b) 

\~ere there any postulated relationships concerning 

output, employment and producti vi t y considered by 

the planners? 

On wh at cr ite ria were the specific values, or what 
the Progra mmes label led 'targets' ,chosen for the 

aforementioned variables? 

(c) What pal icy instruments were specified for the 

achievement of the 'targets'? Furthermore, which of 

those policy instruments were endogenous and which 

exogenous to the plans? 

(d) The primary virtue of the iterative procedure is said 
to be the consistency that it maintains betwee n the 
aggregate and sectoral values. How is such consistency 
effected ? 

* Second Progra mme, Part I I, pp. 314-315. 

I 
! 
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The treatment of these questions by the methodological appendices 
of the two Programmes is dealt with in the remainder of this 
section. The numerical i I lustrations , e.g., the choice of 
aggregative values and their sectoral disaggregation, are mostly 
drawn from the Second Programme which is the more exp I icit 
of the two on the use of the iterative procedure for deriving 
the plan's targets. 

As the Second Programme states the iterative method proceeds by 
s uccessive approximations. The initial projections are in 
terms of such aggregates as the growth of output and productivity, 
on an economy-wide basis, and then a more detailed breakdown 
by sector is attempted. The purpose of the exercise is to 
obtain a profile of the economy at some future date in 
terms of a set of predetermined indicators , e.g., the variables 
st ipula ted in identities I to 7 above. For the Second Programme 
three growth rates of total output, 3, 5 and 7 per cent per 
annum, were said to be considered and eventually a 4 per cent · 
growth rate "emerged as the highest rate which seemed possible 
in the I ight of the I imitations imposed by the avai labi I ity of 
i nterna I and externa I resources" (Second Programme, Part I I, 
p. 309).* In fact these I imitations alluded to in the 
methodology as the criterion of choosing the target growth 
rate of overal I output are not exp I icitly discussed in the text 
of the Second Programme. Instead what wa s argued by the planners 
was that the Second Programme "wi I I have as its chief objective 
the raising · of t he real income of the community by 50% in 
the 1960s in I i ne with the co I I ect i ve target of the OECD" 

* The time period of the projections offered in the methodological 
appendix of the Second Programme is for the who I e decade, I 960-
170, while the duration of the Programme was 1964- 1 70. Thus, 
al I the values quoted for the Second Programme here pertain 
to 1960- 1 70 as given in the text and tables of Appendix 5. The 
difference made to the projected growth rates by changing 
the base date from 1960 to 1964 is summarised in the seve n 
tables of Appendix I, Second Programme,Part 11, pp. 298-300. 

11\ 

11 

11 
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(Second Programme, Part I, p. 17).* What is not clear in the 
Second Programme is whether the OECD target was accepted as a guide I ine 
for the plan, as the previous quote would suggest, or whether 
the chosen target viz., 4.14 per cent per annum happened to coincide 

with the OECD rate.* 

Given the choice of output growth, expressed in increases of 
real GNP, the next issue faced by the planners was how to apportion 
this in terms of employment and productivity growth. This 
question is again settled in an inadequate and mechanistic 
manner by the planners. The range of potential increases in 
the labour force is given between zero and two per cent per annum 
with seven intermediary projections on a rising scale of 0.25 
(i.e., O, 0.25 ..•. 2.00).*** Then for each value of labour 
supply there is a complement value for productivity so that 
the overal I growth of output, viz., 4.14, is approximately 
maintained. For example, when the growth of labour supply 
is projected as zero the required growth of productivity is 4.2 per 
cent per annum, when the labour supply is assumed to increase by one 
per cent then the required growth of productivity is 3.2 per cent per 
annum and, fina~ ly, when the growth of the labour force is given as 
two per cent per annum the required prod~ctivity growt h is 2 . 2 pe r 
cent per annum. This is a si mple rearrangement of relationship (4 ) 

(Q P + E) , where gi ven Q as 4. 12 an d stipulating d i fferent values fe r 
E, between zero and two, then P is res idually dete rmi ned . 

There are t wo g la ring omi ss ions i n th e plan at this s t age. 
Given that the i ncrease of the labour su pply wi I I not lead, ipso 
facto , to si milar i ncreases i n employment there is no discussion 

* 

** 

*** 

A fift y per cen t inc rease for a dec ade is equivalen t t o a 
4 . 14 per cent annual compound growth r at e. 

Norton's opinion was that the OECD co llecti ve target was assumed at 
an early stage and the bulk of t he subsequent methodological work 1n 
the Second Programme was merely a sea rch f or plausible growth rates 
consistent with the overal I increase (Norton C 1975), p. !5). 

These potential increases of labour supply are giver. ln Appendix 5, 
Part I I, Table I, p. 328 of the Second Programme. 

1 I 
I 

I 

I 

Ill 

I 

1

1

1 

I 
I 

I 

I 



5-19 

of how the planners propose to effect the necessary changes 

i n employment. More particularly there is not even an awareness 

of the possibi I ity that the mix of policy instruments that may 

be appropriate for inducing a modest growth of employment may not 

be suitable when the labour force is expanding much faster. 

In other words the policy instruments that can be used for job 

creation whe n the growth of the labour force is a modest 0 . 25 

per cent per annum are uni ikely to remain intact when the rate 

is 2 .0 percent per annum. While both rates of growth of labour 

supply were shown by the projections as equally I ikely it is 

surprjsing that the imp I ications of these rates on the required 

policy instruments were not considered. The second omission 

is the absence of any discussion on the interdependence between 

productivity and employment. The question relevant here is as 

fol lows. Given that the output growth target has been agreed, 

is any combination between employment and productivity equally 

I ike ly with any other? The projections carried in the course of 

the methodological work for the Second Programme give an affirmative 

answer to this question . The estimates in the plan are constructed 

on the assumption that for a given growth rate of output 

(viz. 4. 14 per cent per annum) any employment and productivity 

configuration is as I ikely as any other. Thus , the combination of 

an approximately equal growth ofthe labour force and productivity 

i s deemed to be as I ikely as no growth of the labour force and 

maximum growth of productivity in an invariant growth of output, 

The planners do not discuss the basis for this assu mption. 

Without digressing much further it i s wo rth pointing out that 

the relevant evidence for the post-war show that the combinations 

of productivity and employment shares in the growth of output 

are not random .* Invariably, the s ha re of prod ucti vity growth 

exceeded the growth of emp loymen t, in the attained ove ral I growth 

of output, and this discrepancy 0idens for recent s ub-peri ods. 

* See, for example, K.A. Kennedy, Producti vity and Industrial 
Growth: The Irish Experience (1971 ), particularly chs. I and 
2 which surveys the relationship between output and productivity 
both in the aggregate and separately, for the i ndustrial sector. 
Further evidence on the recent, last decade, cha nges in the 
empirical relationship between t he growth of manufacturing output 
and employment is presented in eh. 7 of this thesis. 
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In other words, the post-war historical trend has been for 
productivity growth to predominate in Irish output growth and 
this predominance is more evident ·in recent years. Thus the 

planners of the Second Programme not only failed to make clear 
what was their wo rking hypothesis or fra mework for viewing 

output and productivity relationships but by their mechanical 
use of the iterative procedure consistent combinations of 

employment and productivity projections were obtained that were 
not in accord with reality. 

The prospect of freer trade and the probable growth of overal I 
productivity for OECD members are used by the planners to 
determine the desired overal I growth of productivity for Ireland. 
The whole issue of overal I productivity growth for the duration of the 
Second Program~e is disposed of by the fol lowing two sentences. 

"The prospect of freer trade during the 1960s meant that 
it was desirable that the rate of productivity increase 
here should be rather higher than in the countries from 
which might come the imports with which our industries 
would have to compete. The information which was then 
avai I able about the probable development of output 
per person in the main OECD countries during the period 
to 1970 suggested an annua l average increase in 
productivity of at least 3% per annum should be looked 
for in Ireland" (Second Programme, Part 11, Appendix 
5, p. 311). 

How this desirable growth rate of productivity was to be achieved 
is again left an open question by the planners. In terms of 
the requirements of the iterati ve procedure, emp loyed by the 
planners, the steps fol lowed were: 

Specify an expected growth of rea l output and then estimate 
a desirabl e growt h of overal I producti v ity so that the 
competitive position of Ireland with respect to the 

rest of the OECD countr i es would not deteriorate 

(Second Programme, Appendix 5, pp. 308 - 31 1, and Third 
Prog ramme, Appendix D, pp. 242 - 244), 
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Hence where Q = p + E 

and Q = 4.2 

p ~ 3.0 

then E ~ I .2 

Where Q, P and E are defined as the aggregate average annual 

growth rates for Output, Productivity and Employment respectively 

and a hyphen (-) at the top of the symbol meant that the variable 

was exogenously determined. 

The rate of growth of Employment (E) was then found residually 

as the difference between the growth of Cutput (Q) and Productivity 

(P). A major weakness of the use of the iterative procedure at 

this stage is that while Q is offered as the expected growth 

of Output and Pas the desirable growth of Productivity, the 

values generated by the method are used simultaneously in the same 

expression, Q = P + E, so as to determine 'the growth of 

employment'. But what is the status of the employment projections 

thus generated? They neither express the expected rate nor the 

desirable rate of growth, but simply a residual hybr id after 

expected increases in output and desirable increases in productivity 

have been settled . Thus employment exp ansion which i n the 

preamble of the Programmes was to be a major objective appears 

in the formal methodology a residual outside the scope of the 

plans . Yet even within the iterative procedure an alternati ve was 

open to the plan ners that wou ld have ref lected the pri macy of 

the employment issue. This could have been done if (instead of 

using a predetermined va lue for the growt h of output wi th 

f ully variable emp loyment and producti v ity co-effic ients ) the 

war ranted growth of employment was I inked to the expansion of output 

and then use the latt er as the base I ine for poiicy imp! ica t ions. This 

would have high I ighted the difference between the expected rates of growth 

of output and employment and the war ran ted expansion wh ich was said to be 

a major concern of the plans. In the absence of such a methodological 

procedure cr iticisms of the low commitment of the State to the plans 

appear somewhat of an afterthought, for the iterative method was not 

used to demonstrate any difference between what was I ikely to happ en , 
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on the then existing trends, and what was required to happen 

for the purpose of the planning object ives. But for this to 

have occurred, necessitated not only an abandonment of the 

s t atic assumption of independence between the growth of output 

and productivity but furthermore the specification of new 

functional relationships along the lines originally propounded 

by Verdoorn.* 

The exercise becomes even more tenuous at the level of projecting 

the sectoral growth of output and then decomposing this in terms of 

sectoral productivity and employment shares .** First , an attempt 

i s made to project the likely growth of output for Agriculture 

and the Services sector. The Department of Agriculture offered 

the planners a single set of projections for the I ikely expansion 

of Agriculture on the assumption of Ireland's membership to the 

EEC by 1970 . The alternative assumption , viz ., no EEC membership 

by 1970, wa s not worked out in the projections . The Second 

Programme simply states that the Department's calculations 

"i ndicated t hat an annual growt h rate of 2.7% per annum wouid be 

ap propriate and this rate was adopted for the sector, agricul ture, 

f orestry and fishing".*** 

* An attempt to use output and employment regression co-efficients 
and Verdoorn elasticities , obtained from data relating to 44 
Irish manufacturing industries , for employment projections is 
given in Part 3, chs. 7 and 8, of thi s wo rk. It is also 
interesting to note that the mode l developed by the Cambridge 
Economic Policy Group (CEPG) is intended, in part, to separate 
the expected, i.e., the outcome on existing arrangements, from 

-------! 

the warranted growth of output - where the latter is related to the 
employment requirements of the economy. To this end see the leading 
article "General Review and Pol icy Analysis" in the Economic Pol icy 
Review, March 1977. 

** 

*** 

cf. Second Programme , Part 11, Appendix 5, pp. 311-316. In the 
methodological section (Appendix D) of the Third Programme only 
the growth of sectoral output is given some attention, pp. 242-243, 
but not the relationship between sectoral output, employment and 
productivity. 

The final set of sectoral targets for output, employment and 
productivity for 1960-1970, as given in the Second Programme, together 
with the observed performance are contained in Appendix 8, Tabl es 
83 and 84. The target growth rate for agricultural output was 
revised slightly upwards, to 2.9% per annum, in the final projections 
of the Progra mme . 
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For Services "the behaviour of real output was measured for the 

1950s as a residual by estimating , (a) the aggregate national 

expenditure at constant prices, and (b) the product of the 

agricultural and industrial sectors in quantum terms, and this 

provided a basis (admittedly slender) for projection'' (Second 

Programme, Part I I, Appendix 5, p . 313). The planners also 

attempted to take into account probable developments in the 

service sector for the duration of the plan but they could not 

quantify the various influences identified. Despite these 

qua I ifications, the planners thought that the most I ikely rate of 

growth for services was within the range of 3 to 4 per cent per 

annum. 

From the order of sequences presented in the methodology of the 

Second Programme it would appear that the rate of growth for 

industry was derived on a residual basis. For given the rate of 

growth of total output and that for two sectors the third 

sector's output is also determined. Using the earlier notation -

+ + Q - the sequence fol lowed was to project 

Q, QA and Os and whe n these were found the rate of growth for 

industrial output, QI' wa s residually determined.* On this 

basis the rate of growth for industrial output is found to be 

between 6 - 8 per cent per annum; the exact rate depending on the 

values decided for the overal I growth of output and for the other 

two sectors . 

The treatment of the industrial sector in the methodological 

appendi x does not match its canvassed sta tus in the main body of 

the Second Programme described as "the mai n contributor to future 

expansion of GNP"or"as the main agent of economic grm1th".** 

* 

** 

In the Second Programme , Appendix 5, the es ti mated projections, 
in average annual percentage terms, for Tota l, Agricu ltural 
and Service sector output were given as 

Q = 4. 14 to 4.20 

QA = 2.70 " 2.90 

Os = 3.00 " 4.00 

Second Progra mme, Part I ' p. 34, and Part I I , p. 142. 
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Far from making the behaviour of the industrial sector the core · 

of the analysis the iterative method relegates it to a residual 

with scant attention to how it was to be achieved . Inter-sectora l 

complementarities were assumed absent and, particular ly, the 

behaviour of employment outside industry was considered 

independently of industrial progress. This may have, unintentionally, 

exonerated the policy makers from responsibi I ity ln specifying 

priorities, for al I targets generated by the iterative method 

were equi-val id. But more pertinently, for the issue in hand, 

-the relationships between targets posited by the iterative 

method were purely arithmetic . However absurd its initial 

assumptions on aggregate growth rates provided that the values 

of one sector are left floating, consistency between the 

aggregate and sectoral targets can always be effected. Consistency, 

thus, is not a measure of the goodness of the projections but 

rather an expedient device that makes the parts equal to the whole. 

Furthermore , the only units of time relevant for the iterati ve 

method as for Meade (1971 ), are the initial and terminal dates 

of the plan. The actual duration of the plans and the components 

of the planning process are not wit hin the orbit of the 

procedure. Yet the administrators who wrote the main body of 

the plans offered the project ions of the methodology as 'targets' 

with an imp I icit policy schedule . This policy schedule was 

not made exp I icit for in reality it never existed as part of t he 

plans. That is the methodological framework was barren on this 

score. In al I, the t wo 'essentials of planning' as stated by 

E.A .G. Rob Jn son , were left aside by the methodology of t he pla ns 

and the omission was carried through , by the administrators , in 

the main body of the Programme s .* 

--------------------------------------
* cf . Economic P la nning in the United Kingdom, Cambr i dge University 

Press , 1967 . Professor E.A.G. Rob inson writi ng from first 
han d experience on the early post-wa r planning experiments in 
Britain thought, p. 12, that the essentials of planning were: 

''( I) That if you want to p lan something you must create 
a I I the essent i a I in struments for p Ianni ng it. 

(2) That it was no use creating a I ist of objectives and 
just hoping that some how they would come about ." 



5-25 

Once the output projections, by sector, were determined and 

mat ched with the overal I output assumption, the planners turned 

thei r attention to the apportionment of sectoral output in 

terms of productivity and employment. That is to provide 

values for the right hand side of expressions, 5, 6 and 7 

below. 

+ EA • • •••• • •• •• 5 

i\ PS + ES . . . , . . . . . . . 6 

+ EI . . . . . . ... . . 7 

where the various symbols have been defined before. 

Since the growth of output (Q) for each sector is already 

inherited from previous forecasts then the projection of one 

of the othe r t wo, Prod ucti v ity or Empl oyment wi I I be suff icient 

to determine, residuall y, the values for the third variable 

in each s ector. The execution of this ambitious t ask is 

desc ribed in less than t wo ful I pages , pp . 31 6- 3 18, in t he 

Second Programme and i n two sho r t para graphs , 4 and 5, pp. 243~244, 

i n t he Th i rd. 

Th e f i rs t two sect ors t o be examined in t he methodo logy of the 

Second Programme we re Agricult ure and Services (Ot he r Domest ic). 

Thei r observat ion s to t hi s en d a re conf ine d t o the fo l lowing: 

" In exp lor ing how t hese i ncreases i n secto ra l outputs 
migh t be generated - t hat is, the re lative contribut ions 
of increases in employment and increases in output per 
perso n engaged - a fe w relati vely simple guide I ines were 
fo I I owed. Fi rst, in the I i ght of past expe rience, both 
of Ireland and oth er countries, it was expected t hat the 
small est increases in producti vity were I ikely to be 
achieved in t he other domestic sector. Second, one aim of 
pal icy should be to narrow the gap between income per head 
in agriculture and other activities and th is required 
a rather faster ra te of r i s e in output per person in 
agriculture than in the i ndustry or other domestic sectors. 
Th ird, changes in sectora l employment and proa uct i v ity 
during the 1950s were examined, but because many special 
factors were at work great care had to be ta ken in using 
this experience as a basis for futu re projections" 
(Secor.d Pr cgramme, Part i I, p. 317). 
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It would appear from the above that 'productivity' in the service 

sector was an extrapolation from the past, thus, at best, mapping 

~he expected rate of growth while for agriculture it was a 

desired rate to close the gap between agricultural and industrial 

incomes. A methodological weakness is that this distinction, 

between expected and desired growth rates, is lost by the iterative 

method so that the 'targets' for the plan, were offered as if 

they were al I decided by the same decision rules. Furthermore, 

the employment and productivity values for industry are, in 

effect, residually determined for, given these values for two 

of the three sectors plus the overal I requirements, in terms 

of productivity and employment, then the values for the last 

sector are also known. Thus sectoral projections were prepared, 

and consistency of targets maintained, even though the planners 

found no method for apportioning the ex-ante growth of industria l 

output as between employment and productivity.* The overa! I 

conclusion was that: 

"Despite al I these difficulties, an attempt was made 
to separate the relative contributions of employment 

· and productivity to growth in each sector, but it 
must be recognised that these esti mates were based 
rather more on ' feel ' than on objective data . As a 
result, the employmen t est imates i n thei r detailed 

. breakdow n ca nnot be accorded t he same degree of f i rmness 
as the estimates for output .. .. " (Second Programme, 
Pa r t I I , p • 3 I 8 ) . 

A ve r y s t ri k ing f ea t ure of the sections dealing with sectoral 

empl oyment ~ nd product ivi t y esti mates i n the methodo logy of t he 

Second and Third Programmes is the lapse ~nto progressi ve 

* Some th i ng cu r i ous abou t these proced ures is th at the planner s 
found it possible to project output, emp loyment and productivity 
for Agricul ture an d Services i ndepend ent of consideration of 
the industrial sector. As we have seen t he values stipu!ated for 
the indu strial sector fol low natura l ly as a residual once the 
growth rates for the economy and the other two sectors were 
already projected. The method is 'consistent' in that the 
separate contr~butions by the various sectors add up to the 
aggregate performance of the economy but such a consistency 
is tautological. 
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determinism on values and projections that in essence remained 
unresolved. What initially is offered as "simple" non

quantitative "guidelines" on the sectoral outlook for productivity 
and employment appear a few paragraphs below as "estimates" 

and finally stated as " planning targets" without an explanation 
of how these ambitious transformations were achieved. What 

appears in the main body of the plans i s the final gloss of 
projections, termed 'targets', bereft of even the planners' 

strictures about weaknesses and without further work on policy 
imp! ications. 

This laborious exercise of tracing the sequences of the iterative 
method would not have been necessary, if not for -

(a) The widespread complacency that the methodology of the 

Second and Third Programmes was beyond theoretical 

reproach. As recently as 1976 these same procedures 

were used to generate targets which once again were 

offered independ~nt of any imp lementation requirements.* 

(b) The preoccupation of the official planning reviews with 
the mechanics of 'performance', i.e., contrasting data 
targets with data outturn, at the expense of reviewing 

* 

the planning process itself or the progressive obsolescence 

of the original planning assumptions. 

cf. The discussion document Economic and Social Development, 
1976- 1980 (1976), Pr!. 5758. For specific criticisms of 
that document see Comments on Economic and Social Deve lopment , 
1976-1980, I\JESC Report No. 33, 1977. 
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The purpose of this chapter is not to provide a summary of the 

findings and imp I ications of the earlier review of individual 

plans. The intention, rather, is to bring to the fbre a few 

of the overal I constraints and problems shared by the later, 

Second and Third Programmes. This may be helpful for in our 

quest to provide an examination of specific aspects of the plans 

may have lost sight of the wider considerations that have 

affected the general course of planning. The virtue of the 

detailed appraisal of specific plans was that concrete, as 

opposed to hypothetical, weaknesses were high I ighted on the 

strength of avai I able evidence. Moreover, in the case of the 

methodology of the plans it was suggested that the antithesis 

bet1~een output and productivity posed by the iterative procedure 

is discredited when dynamic considerations have been taken into 

account. 

The matter however could not be al lowed to rest here, for an 

approach that relies heavily on a detailed examination of 

specific plans is inevitably timid. Its preoccupation was to 

focus on what, in our view, had been careless, misleading or 

wrong with earlier plans, but it did not break out of al I the 

restrictive premises of such plans. On occasions when attempts 

have been made to provide an alternative to the -received 

doctrine ahd explain, for example, the relevance of the Verdoorn 

type relationships or the political aspects of planning, the 

new constructs appear as missing fragments in the existing 

scenario rather than stepping stones for a new one. Thus , 

the purpose here is to widen the framework for examining the 

recent economic programmes and to discuss, whenever possible, 

these ideas within the context of the present debate on 

planning. 

we 
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6.1 PAST PARAB LES 

Soothing parables that p lanning in Ireland has an honourable 
pedigree in French planning are no longer heard. Even in the 
sixties when such assertions were readily offered , Lynch (1963), 
Dona I dson ( 1966), Fi tzGera Id ( 1968), important cons i de rations were 
overlooked . The comparison abstracted from the state of 
development of the two countries , and the imperative elements of 
French planning, and focussed on the underlying shared commitment 
to private ente rprise . In France , political commitment preceded 
the plans while direct controls and executive edicts were used 
to implement investment decisions in 'priority areas' , the 
al location of state funds and credit to private industry , the 
outflow of capital funds and the discouragement of large scale 
foreign investments i n specific industries .* Priority planning , 
where certain I ines of economic activ ity were singled out for 
special cons ideration , is a ha! !mark of the early Frenc h Plans . 
The fir st three French Plans spanning the years 1947 to 1961 
were, characteristically, called 'Modernisation and Equipment 
Plans' with the emphasis on infrastructure and on a select 
number of industr ial activities which were assumed to be I ikely 
beneficiaries of economies of scale and good export performers. ** 
An extension of this is the direct negotiation between the 
i ndust r ia l comm issions and indi v idual i ndustries on how the 
latter could achieve planning targets in exchange for 
spec ial incenti ves . The active use of the pub! ic sector as a 
planning instrument , t he organ i sation and adm inistrati ve status 
of planning and the relatively frequent in terventions from the 
French Assembl y reflected t he "ea rl y i mportance that both t he 
Governmen t and Oppositi on affo rd ed t o t he enterprise . In s ho rt , 

* 

** 

c f. Stephen S. Cohen, Modern Cap i t alist Pl an ni ng (1970) an d V. Lu tz 
Cen tralised Planning in a Mar KeT Economy (1969). ~or a more 
recen t descript ion of some of the imperat ive controls of French 
planning, especially in the direction of inves tment, see chapter 
fourteen, "Planning and Economic Information", in J.J. Carre, 
P. Dubo i s and E. Mai invaud's French Economic Growth (1976). 

A summary of the contents of the first three Fre nch plans can be 
found in J, Hackett and A.M. Hackett Economic Pla nn ing in France 
(1964), pp. 25-33. Part one, pp. 36-112, of the sar:1e study is a 
survey of the institutional structure, including the executive and 
consultative bodies, within which French planning evolved. 
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the political commitment, organisation and imperative elements 
of planning in the two countries, were overlooked and the 

basis tor comparison rested elsewhere. Irish economists were 
impressed by the similarities of the two political cultures, 
e.g ., commitment to personal freedom and private enterprise, and 
by the performance of the French economy which was seen as the 
outcome of indicative planning. Even though the first set of 
issues concerning political values are not to be derided the 
s implifications engendered by such comparisons cannot be ignored. 

Irish planning, for example, operated in an economic environment 
which, in important respects, viz.,nature of labour and accumulation 
problems, was less developed and the organisation and planning 
means used in Ireland were weaker and more suasive than in 
France. A paradox of Irish planning, and a source of its enduring 
difficulties, can be located in the discrepancy between the use 
of its 'non-interventionist' format and the development tasks it 
was given, or expected to accomplish. Since 1972, Ireland 

has been, formally , without a plan. Yet there are surprisingl y 
few changes in terms of policy means or in the management of 

the economy between the previous 'pl anned ' and current 'non
planned' period. In other words, the absence of a plan has not 
meant a change in the direction of the strategy for development 
nor changes in the short term fiscal management of the economy. 
The fiscal instruments are unaltered, industrial and regional 
policies originate from the same autonomous agencies, regional pi ans 
and organisations (viz. RD0s) have the same uncertain status 

and objectives and the official estimates of job approval 
and job creation are sti I I subject to large errors and exaggerated bias.* 

* By this we mean that it is not only the econom ic plans in Ireland that 
have been prone to exaggerate the expected growth of jobs. The officia l 
study on EEC entry, The Accession of Ireland to the European ComMunities 
(1972) predicted, p. 39, that the net average annual growth of 
manufacturing employment would be of the order of 6,000 jobs between 
1970 and 1978. Between 1970 and 1976, the latest date of the official 
estimates, manufacturing employment declined - see Annual Report , 
Centra I Bank, 1977, tab I es 54 and 56. It may be counterargued t hat 
the adverse results to date have been the outcome of the pest 1973 
recession that could not ha ve been foreseen. But even if we drop 
1974-'76 the net yearly growt h of manufacturing jobs between 1970 
and 1973 has been, on average, 1,350 jobs or approximatel y one-fi fth 
of the official expected growth. 
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Fi nal ly, the absence of an incomes policy , or anything approaching a 
'social contract ', marks particularly the duration of the t wo 
Programmes wh ile N!EC , which was regarded the ha! !mark of consultat ive 
pl anning in Ireland , was dissolved during the planned period , 
in 1971 , to reappear with similar functions , and an enlarged 
membership , in the ' non-planned' period 1973 , as NESC. * 

The general conclusions that we wish to stress in relation to the 
legacy left by the Second and Thi r d Programmes are : -

First, one cannot de! imitate the planned from the recent (post 1972) 
non - planned period in terms of structural (i.e . , regarding 
strategies for development) or institutional changes that can 
be considered as innovations of the two Progr=mmes. ** On the 
contrary broad continuities can be observed in economic strategies , 
i ncluding a n increasing dependence on foreign enterprise while 
fi scal incent ives a nd insti t utions have remained unaffected 
both by the in t roduction and la pse of these plans . Pa ra dox ically , 
some of t he wea knesses associated with the ear l ier programmes, 
e. g ., the exc lu s ion of t he f armi ng i nterests from such consultati ve 
bod ies as NI EC, and the i nit iation of a vo lun t ary incomes po l lcy, 
with t he partici pati on of the Sta t e , ha ve been int rod uced 
since the t erminat ion of the plans. Thi s is not a 
crit ic i sm of the ove ra l I object ives of th e t wo Prog r ammes but 
rather t o point that I ittle residual is observed, either in terms 
of a strategy for devel opme nt or inst i t ut io na l changes , t hat can 
be att ributed to the planning exercise. 

Second, that t he assertion s readily offered during the 1960s 
on t he French antecedents of Irish planning were, in some respects , 
more a source of confusion than enlightenment . Such analogies and 

* For an interim report on the work of NIEC see Ca theri ne Brock 
The Work of NIEC (1963-1966), Pr. 9090, September 1966. 
FitzGerald ( 1968) pp. 166-181, has also provided an assess ment 
of the role of NIEC during the Second Programme. A brief summary 
on t he functions and reports prepared by NESC is contained in 
Prelude to Planning, October 1976, while a more detailed study 
The Work of NESC: 1974-1976 is forthcoming. 

** Aspects of the institutional arrangements and the treaterr.ent of the 
Programmes in Financial Statements are discussed in Appendix r. 
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the eagerness to equate Irish planning with French experiments, 

unwittingly stifled discussion on the warranted statu s and scope of 

planning in Ireland. A manifestation of this currently is NESC's 

attempt, viz., Prelude to Planning (1976), to reopen the debate on the 

role of planning in Ireland - t wo decades after the introduction of 

the First Programme. That is, it is not self-evident that the earlier 

comparisons of French and Irish planning, even when correct, obviated 

the necessity to discuss directly the role of planning in the Irish 

context. It may not be an oversimp l ification to state that it 

has taken the premature termination of two programmes and the ensuing 

recrimination, before Irish planners have finally left aside the 

French model as their rationale for planning. 

SOME UNSETTLED ISSUES 

A Short and Long Term Perspective 

Possible dates for full employment are receding uncomfortably into 

the future (1976 or 1981 for NIEC, and 1986 for NESC) while ful I 

employment is more I iberal ly interpreted as compatible with higher 

rates of unemployment.* A disconcerting matter is that very I ittle 

net increase in aggregate employment has been gained since the 

beginning of the 1960s and despite emigration, low workforce participation 

by married women and underemployment that is said to exist on farms 

and the service sector, the rates of unemployment even before the 

existing recession, have been the highest in Western Europe . Plans 

that were offered as 'a step on the road to ful I employment' did not 

provide a lever, and the employmen t objective has been the most 

consistent casualty of the planning experience in Ireland. ** Employment 

is again, at present, at the fore of pub I ic policy but the objective 

itself is ambiguous . In particular, it is not clear whether the 

government's commitment is I imited to a reduction of unemployment 

* 

** 

cf. NI EC Report on Fu I I Emp I oyment ( 1967) and NESC Popu I at io n 
and Emp loyment Projections: 197 1- 1 86 (1975) . 

Thi rd Prog r amme ( 1969), p. 8 . 

- ·· · · ~ 



6-6 

to earl i er levels or to ful I employment.* What was not sufficiently 
appreciated in Irish plans is that not al I factors affecting employment 
prospects are amenable to short-term fiscal stabi I isation or budgetary 
changes. The sustained expansion of output, the rate of accumulation 
(whether domestic or foreign induced), the role and channel ling of 
foreign investment, the control of foreign lending by Irish citizens, 
trading agreements and the changing employment effect of output growth, 
are a few of the factors that transcend the duration of individual plans. 

The Second and Third Programmes are a hybrid of what they defined as 
long-term objectives, e.g., ful I employment, and short-term planning 
instruments for fiscal stabi I isation. A crucial weakness of such an 
approach was the absence of a discussion, within the plans, of the 
required long-term strategies to achieve such objectives or how fiscal 
management was supposed to secure the fulfilment of the short-term 
planning 'targets' and the long-term objectives. It is interesting in 
this respect to note how both Programmes by-passed the thorny issue _of 
the required long-term strategy . Having stated the long-term objectives 
of the government, the Second Programme declared that it fol lowed the 
strategies out I ined in the First Programme, while the Third Programme 
stated that it adhered to the development principles of its two 
predecessors! The outcome was not, as one was led to be! ieve, a 
continuation and extension of development strategies but rather that 
"no such strategy has existed since the mid-1960s" (NESC (1976), Report 
21, p. 48). 

* Although neither 'earlier levels' nor 'ful I employment' are 
unambiguous terms they are an improvement on the complete 
non-specificity of the employment objective maintained 
traditionally by the government. Two definitions for ful I 
employment have been suggested for Ireland. NIEC's Report on 
Ful I Employment ( 1967) suggested rate was concomitant to 2.5 
per cent unemp loyment, plus 5,000 annual emigration. The mo re 
recent report by NESC, Population and Employment Projections: 
1971- 1 86 (1975) accepted Profes sor Wa lsh's suggestion that ful I 
empl oyment in the Irish. situation wa s consistent with 4 per cent 
unemp loyment. For the different theoretical way s of classifying 
ful I employment, in particular the Key nes ian iinvoluntary 
unemployment' concept a nd Friedman's 'natural unemployment' 
rate see R. Kahn ( 1975) and J. Trevithick (1976). 
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A further complication that occurs when the State's object ives are 
expressed solely in terms of securing the immediate planning targets 
is that if a particular plan is abandoned, as in the case of the Second 
Programme, it destroys , not only the immediate quantitative goals , but 
affects also the credibi I ity of the final objectives. At this stage , 
we wi I I note one serious consequence of the failure of past plans to 
distinguish between short-term objectives and long-term aspirations 
and the type of policies suitable for each set of ends. The trade 
union movement i s increasingly sceptical of the government's commitment 
to its long-term objectives and, in the absence of exp I icit strategies 
for increasing employment and reducing wealth disparities, they regard 
such aspirations as a smokescreen for extracting short-term concessions 
in wage settlements and the possible curtailment of growth of private 
consumption (Halligan 1976) and O'Riordan (1975)). This may explain in 
part the discrepancy between the a priori favourable attitudes and 
disposition of Irish organised labour to planning - evidence embodied 
in the annual conference resolutions of ICTU, as we! I as the NIEC and 
NESC reports - and their cynical treatment of actual plans. * A lesson 
from the recent planning experience in Ireland would seem to be that, 
I ike her advanced neighbour, unless there is agreement and rapport 
between the government and the main bargaining groups on the overal I 
d irection of the economy there is little prospect that short-term 
policies, however wi se, wi I I gain the necessary concessions fr om 
market interests for the sake of wider economic considerations.** 

* 

** 

For a discussion of the ICTU resolutions concernihg planning and 
on certain differences between individual unions on their desired 
participation in the planning process see M. O'Riordan "Economic 
Planning" ICTU, July 1975. For an extensive discussion on the 
collective views of the Irish trade unions on planning see ICTU 
Annua1 Report , (1975), pp . 170-185. 

On the role and wi I I ingness of British Trade Unions to co-operate 
with Labour governments , in 1948, 1966 and again in !974, over a 
wage restraint is discussed by R. Kahn "lnf lati on - A Keynesi an 
View", The Scottish Jour na l of Political Economy, Fe br uary 1976, 
and by J. Robinson and F. It/ i I k i nson "What has become of emp I oyment 
Policy?", Cambr i dge Journal of Economics, March 1977. As these 
authors make clear the problem, in Britain at least, is not the 
absence of goodw i I I by organised I abou r to make concessions but 
rathe r t hat this goodw i I I is short Ii ved and dissipated i n the 
absence of a wider consensus on t he priorities to be fol lowed 
by the State's management of the economy. 
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Another aspect of the relationship between the long and short term 
perspective may be called the enforced obsolescence, over time, of 
preconditions within which Keynesian fiscal and monetary policies could 
have been used for employment expansion. The pursuance of certain 
policies, outside the plans, limited the number of fiscal and monetary 
controls that were available, in principle, to the planners. Let us 
briefly review the long term developments that compromised the use of 
short-term controls for the management of the economy. 

For the duration of the two programmes there was free capital movement, 
and the absence of control over domestic rates of interest which the 
planners did not view as necessary to affect . This runs counter to 
Keynesian ideas for the management of the economy where the domestic 
control of interest rates and the direction of investible funds 
are important elements in an employment policy. According to Keynes:-

"It is the policy of an autonomous rate of interest, unimpeded 
by i nternat i ona I pre-occupations, and of a nat i ona I i n•1estment 
programme directed to an optimum level of domestic employment 
which is twice blessed in the sense that it helps outselves and 
our neighbours at the same time. And it is the simul taneous 
pursuit of these policies by al I countries together whicn 
i s capable of restoring economic health and strength internationally, 
whether we measure it by the level of domestic employment or by 
the vol ume of international trade" (General Theory (1936), 
p. 349). 

But it was not only the abi I ity to vary interest rates to serve 
domestic goals that attracted Keynes to the idea of State intervention 
in the flow of investible funds.* It is ~lso because in a situation 
where the alternative investment outlets presented to potential 
investors is I imited to the domestic opportunities offered by a sing ie 
country, there is the possibi l ity of satisfying the individual ' s 
proclivities for gain but with lower stakes. That is an Irish 
i nvestor or rentier locked up, so to spea k, by legislation to 
the opportunities for gain offered by his native land may 

* et . First Fin I ay Lecture de I i ve red in Dub I in on "Nati ona I 
Sel f -Su f ficiency " , Studies, p. 181, Vol. 22, 1933. 

II 

I' 
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act as a prof it maximiser and sti 11 lend his money, or undertake 
economic activities , that offer rates of return lower than those 
ruling outside the country. But this abi I ity to teach investors 
to play the game at lower stakes is di luted when there is free 
movement of capital . Then domestic interest rates or prospective 
rates of return on investment must match the international 
stakes so as to prevent the outflow of finance and investible 
funds. But where the rate of interest is exogenously determined, 
as in the case of Ireland at present, then the domestic economy 
may miss the opportunity "to reduce the rate of interest to 
that point relatively to the schedule of the marginal efficiency 
of capital at which there is ful I employment" (Keynes, The 
General Theory (1936), p. 375).* 

In Ireland the situation was further comp I icated by the type 
of concessions offered to overseas companies and in 
particular the guarantee concerning full repatriation of 
profits .** This, together with the traditional freedom, 
enjoyed by Irish nationals, to lend abroad meant that 
a deterioration in the external account compromised pub I ic 
expenditure rather than resorting to direct controls over 

* 

** 

Keynes, however, was doubtfu l whether the domestic 
contro l of interest rates, for emp loyment purposes, 
would on its own suffice to increase investment to 
a level warranted f or ful I employment. Given th i s 
poss i bi Ii ty he argued that "Furthermore , it seems 
uni ikely that the influence of banking po! icy on the 
rate of interest wi I I be suffi cient by itself to determine 
the optimum rate of i nvestme nt . I conceive , theref ore, 
that a somewhat comprehensive socialization of investment 
wi I I prove the only mea ns of securing an approx imat ion 
to ful I emp loyment", Th e General Theory (1936), p. 378. 

A description of the tax and grant incentives offered 
to overseas manufacturing companies operating in 
Ireland is contained in the ~nnual Report and ~eview~ 
1970-'74, Industrial Deve lopment Au thority, July 1975. 
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such flows.* Such a situation arose in 1965 where in response 
to a deterioration in the balance of payments the then Fianna 
Fai I Government introduced, in July of that year, exigent 
deflationary measures which took primarily the form of a 
reduction in pub I ic expenditure - including a cut-back in 
pub I ic investment. Thus the pol Icy for growth advocated by 
the Second Programme, then in existence, was displaced in favour 
of short-term 'prudent financial management', advocated by the 
Central Bank in May, 1965. Similarly, during 1970, the second 
year of the Third Programme , a supplementary deflationary 
budget was introduced in October to deal with inflation and 
a deficit on the current account. The Government's hand I ing of 
those events has been criticised, inter al ia, by Kennedy 
and Dowling (1975, pp. 233-236), Ryan (1972, pp. 31-37) and 
FitzGerald ( 1968, p. 188) on the grounds that the authorities 
exaggerated the weakness of the reserves, and that the 
deflationary measures were retained beyond their usefulness. 
The intention here is not to revive those criticisms for their 
own sake. Rather, we wish to point out that even if the balance 
of payments needed attention, since neither trade protection nor 
the control of the outflow of private capital funds, rents and 
dividends were deemed permissible policy instruments , the 

* The Commission on Emigration ( 1954), p. I 85, stated then 
that Ireland, was, on a per capita basis, on~ of the 
h ighest capital exporting countries in Europe. Whitaker 
(19 49 ) estimated that Ireland's gross external assets, for 
1947, _ we r e £450 mi I I ion for a tota I popu I at ion of 3 mi I Ii on. 
More tentati ve estimates of foreig n assets holdings by 
Irish ci tizens, f or recent yea rs , have been put variously 
between £500 mi 11 ion and £900 mi 11 ion - R. Mottiar "Exchange 
Rate Change: lmpl ications for Cap ital Stocks and Fl ows", 
Centra l Bank, October 1975, mimeo. What seems undisputed 
is that Ireland has, for periods in the past, been 
simultaneousl y an exporter of both labour and fi nance -
a poin t which is conveniently overlooked by some 
adherents of classical trade theory where 'factor proportions' 
purported to explain Irish emigration and the fo reign 
inflow of capital. 
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then medium term economic plans . Out case, uni ike that of the 
previous authors , does not rest primarily on explanations such 
as ' errors of judgement' for the recurrent use of deflationary 
policy, during the Second and Third Programmes, but that the 
limi tations of policy instruments deemed acceptable to the 

fiscal authorities were in conf I ict with the objective of 
p la nned growth . Thus , the importance of sustained growth as 

a prerequisite of employment expansion, expressed in the plans, 
was not shared as a commitment by the fiscal authorities in their 
short term management of the economy . Furthermore , an indirect 
effect of the significant presence of foreign multi-nationals 
in I re I and 1t1as that the pi anners had to work with an add it i ona I 
unknown, namely, how would foreign parent companies react to 
their proposals , or else attempt to define the feasibi I ity of 
proposals in terms of whether these would encourage or 

discourage additional foreign capital . 

Fina I I y, the trend towards freer trade wh i eh began in the 1950s , 
including preparation for EEC membership, curbed the potential 
use of trade protection. By stating this we do not wi sh 
to deny that benefits.may have been conferred, in particular, 
for disposal of surplus agricultural products, by such agreements. 
Yet, a consequence of the agreements for freer trade was to 
relinquish further Key nesian precondit ion s for an employment 

policy. Something overlooked in the plans, which were nominally 
favourable towards Keynesian state intervention, was Keynes's 
argument that ful I employment was uni ikely to be secured by 
pursuing a domestic laissez-faire while relying on international 
trade.* What we wish to stress here is not that trade, per se, 

* Vide The General Theo ry (1936) pp. 382-383 . 

I 
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made redundant the use of fiscal and monetary policies . But 
the point is that the strategies and reciprocal agreements 
accompanying trade, the free movement of capital funds and 
concessions to overs~as subsidiaries in Ireland , eliminated 
some of those conditions and controls that Keynes argued were 
of paramount importance in the pursuit of employment expansion 
by I domestic means 1 

• In consequence, the two programmes -though 
emphasising the importance of exports and export competitiveness 
for their employment targets,were relatively silent about the 
appropriate economic environment and domestic controls for 
enhancing the same purpose. 

In effect the on I y residua I po I icy contra I I eft within the 
plans wa~ possible variation in government expenditure. Such 
an instrument wa s , in principle , directed at taking care of 
the level of activity in the economy, including employme nt , 
the rate of growt h of prices, and balance of payments 
difficulties (mostly on the current account). Not only 

were many of the Keynes ian type instruments in the hand of 
the gove rn ment progressively abandoned but where they were used 
balance of payment considerations appeared to have priority 
over employment expansion.* In the actual management of the 
economy, therefore, what was deemed exigent (e.g. difficulties 
on the external account) took priority over what was regarded 
as longer term aspfrations. Something not fully appreciated, 
in the process, was that the long term objectives, e .g., the 
sustained g~owth of output, do not remain unaffected by short 
term measures and that, in part, def I at i onary measures were 
regarded unavoidable precisely because other possible controls 
were rejected in principle. 

* et. A.A. Tait "Budgetary Pol icy" in J .A. Bristow and 
A.A. Tait Economic Pol icy in Ireland (1968) and W.J.L. Ryan 
"Fi sca l Pol icy and Demand Management 1960- 170" (1972) 
op . cit . 
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Discipl i ne , Suasion and the Psychological Effect 

The issues of ' d i scipline', 'suasion' and the ' psychological 
effect ' are recurring themes of Irish planning . Here we wish 
to examine , briefly , in the context of Irish planning, the 
role played by such major tools of indicative planning. 

There are two aspects of the psychological effect . First , 
the provi sion of ' targets' or a forecasting profile of the 
economy at some future date, whose very ex istence is assumed 
to be an inducement to the market for their fulfilment.* The 
second aspect of the'psychological effect' are the means 
employed to convince the market that the targets are reasonable. 
In principle, the planner does this both at the beginning and 
the final stages of plan design . At the initial stage of 
drafting the plan , targets for individual industries 
are assumed to be derived through consultations wi th 
represen tati ve firms, or their delegates, a nd the targets are 
a comprom ise of what is required by th e planners and wha t 
is deemed possible by the firms . It is at this i nstance 
that alternative sets of assumptions are discussed and it is 
possible to consider several targets for each industry 
consistent with the different sets of assumptions. Once the 
individual product ion ta rgets are aggregated, and before 
the plan is final ised, they are again re t urned to the market to 
check that they a re acceptab I e. It is ass umed that whe n the 
es t ima tes are returned to the market the overal I assumptions, 
e. g ., on trade, inter-indus try relations and government activities, 
given to producers are also the ones to be found in the 

* See, for example, Economic Development (1958), p. 5, 
Second Programme, Part I . ( 1963), p. I 0, and Third Programme 
(1969) p. 229-230. Some economists, FitzGeral d (1968, 
p. 206) and Sandford ( 1975, p. 100) view the 'expectation 
effect ' as the major task of planning. 

I. 
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plan.* There are no direct incentives or penalties for 
market performance, v i s a vis, the planning targets - the 
indirect penalty, however, incurred by failure to reach a 
target is, according to the plans, the slowing down of 
individual progress.** The suasive aspect is complementary 
to the above, in that there is a reassurance that the norms 
of t he market wi I I not be disturbed. As with the First 
Programme these assurances were given in the latter two programmes 
both directly and indirectly. The direct assurances were in 
the form of a commitment by the State to free enterprise and 
an undertaking that the incentives given outside the plans 
would not be disturbed. Indirectly, it did this by specifying 
that the pub I ic sector would not engage in economic activities 
in which the private sector was already involved.*** 

In the I ight of the Irish planning experience the usefulness 
of these tools ought to be reconsidered. In particular, one 
cannot be sanguine that the very ex istence of 'targets' wi I I 
in themselves provide the means for their fulfilment. Given 
the failure of the Second and Third Programmes in attaining 
its major 'targets' any objectives arrived at through a 
pure consulta tion with the market wi I I appear 'fanciful~.**** 
It will be useful if future planning exe rcises disting_uish 
between the type of 'ta rgets' that are I i ttl e more than the 
aggregation of intentions by private producers and the planning 

* 

** 

*** 

**** 

NIEC Reports 2 (1964), 5 (1964)and 15 (1966) dealt wi th the 
consultative machinery and procedures fol lowed for the duration 
of the Second Programme. Report 20 (1967) was critical of 
two aspects of the working of the consultative arrangements: 
Ca) Consultations were confined to the industrial sector and 

primarily at the design and not review stages of the plan. 
(b) Targets were retained after it became clear that the 

assumptions that they were based upon would not be fulfi I led. 
Second Progra mme ( 1963) Part I, p. 9. 

An exp I icit commitment to this end can be found in the Second 
Progra mme Part 2, p. 236, and imp I ici tl y in the Third Programme 
under "Implementation", pp. 225-233. 

The danger of sett i ng 'fanc i fu I ' targets is we I I appreciated by 
Econom ic Development (1958, p. 228) but lost sight of in the 
Second and Th ird Programmes. 

I 

I 

I 

I 

,I 
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objectives to be sought directly by specific planning 

inst ruments. The other weakness of using market forecasting 

f or the provision of 'planning targets' is that it wi I I be 
accidental that such forecasts wi I I match the State's 

aspired commitments, e . g ., full employment . In general 

there are considerable doubts as to whether planning in Ireland 
could, in the near future, pursue the range and number of 

quantitative objectives, or targets, found in the Second 
and Third Programmes solely by suasive means. A factor which has 
been discussed at I ength before and need on I y be reca I I ed 
at present is, namely, that the end product of the iterative 

procedure set in terms of multi-level targets is too ambitious 
when contrasted with the policy means at the disposal of the 
planners. Indeed, to enab le such a methodological exercise to be 
undertaken,. the theorists abstracted from the realit ies of 

implementation. 

If the planning targets in the forthcoming programme are 

intentionally wide ranging and ambitious so as to provide 
a psychological induceme nt to the private sector , such a 

strategy needs re thin king. For a presumption here is that 

the 'animal spirits' or expectations of the priva te sector wi I I 
be singularly influenced by the bouyant mood of the prospecti ve 
plan irrespective of the perf ormance under previous p lans . 
It is difficult to accept that such a psyc hologica l trick 
can be performed, given that the previous two plans were 
abandoned because of what was regarded as their over ambitious 
targets.* It is more plausible to argue that plans that recurrently 
create expectations that cannot be fulfi I led lose credence as 
a psychological eli x ir for the private sector. In such 

instances businessmen wi I I either provide their own subjecti ve 
discount rate of the government's forecasts on the economy or 
else exaggerate the importance of the recent past as a guide 

* See , for example, the official Review of Progress, 1964- '67, 
(1968) on "Lessons of Experience", pp. 29-34, and FitzGerald 
(1968) on "Measuring Progress with the Second Programme", 
pp. 182-195. 
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for the future. That is business uncertainty cannot be dispel led 

by using the forthcoming plan as a means for disseminating what 

is deemed to be 'psychologically pleasing' information when, in 

the last decade, the information from such a source has proved 

ur.re I i ab I e. In this respect the cons i derab I e doubts of the 

architect of the First Programme for Economic Expansion, 

Dr. Whitaker, about the value of multiple and exaggerated 'targets' 

is even more valid at the present.* Given past experience a 

more suitable inducement would be, at this stage, a commitment 

by policy makers that the long term aims of the proposed new 

plan would not be amongst the first casualties if short term 

stabi I isation difficulties reoccur.** 

In summary, the traditional argument for setting, intentionally, 

multiple and ambitious planning targets is that, somehow, 

they also provide the psychological wi I I for their achievement. 

The psychological effect that the two earlier indicative plans 

attempted to foster was designed to influence current decisions 

-of th~ market by presenting a rosy future in terms of inflated 

targets. This argument is again canvassed at present as a 

guide! ine to the scope of the next , the Fourth , economic 

programme. There are two objections to such a strategy, one 

factual and the other to do with the formation of business 

expectations . The factual refutal is simply that the ' last two 

plans; ln so far as they were based on this psychological 

elixir fel I _short of achieving their wide ranging targets. 

Moreover, since so much emphasis was placed on target setting 

as the lever of performance, they increasingly became 

* 
** 

cf. Economic Development (1958), Appendix I, -pp. 227 - 229. 

To do th is presupposes, inter al ia , that po! icy makers 
accept that the sustained growth of industrial output 
is a major precondition for expanding employment. A 
simple point yet one that i s evidently not shared by either 
Meade (1971), (v1here employment is on ly adjusted by relative 
prices) or by the users of the iterative method (where, 
for given output, employment and productivity co-efficients 
a re fu I I y f I ex i b I e). 
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irrel evant even as the gu ide to inter-temporal decis ion- making and 
had to be abandoned . The other weakness of the proposal , under 

the circumstances, is that it imputes to the private sector a 

peculiarly ahistoric way of determining its own investment , output 
and employment plans . In particular, it assumes, more or less, that 
the private sector only takes into consideration the future and 
that past experience has no relevance on its decisions, whereas we 
suggest that the greater the business uncertainty concerning the 

future, the more weight is placed by the market on the recent past 
as a guide to action.* The argument here does not dispute the 

value of consultation of planners with market groups , including pri vate 
employers and labour, for deciding priorities and estimating 

quantitative targets. It was suggested , on the contrary , that the 
~ . 

consultation procedures were not adequate at the design stage 

and could have been extended to include the annual planning reviews. 
In the past , however , consultations resulted in an inflated view 
of the potential of an unregulated market with the imp I ication that 
neither the State nor the pub I ic sector had any independent function 
in Irish planning . It is this aspect of the suasi ve or exhortat ive 
function, when it abstracts from the existence of tha pub I ic sector 

-and views th e State primar~ly as an information broker for the 
market that has been at present under scrutiny. 

The issue of 'discipline' is resorted to by the plans to impress 
upon the community th e norms that must obtain , inter al ia, between 
the growth of money incomes and producti v ity, if the competiti veness 
of Irish goods is to improve and between the growth of output and 
additional consumption, if the rate of re- investible surplus is to 
be expanded. In practice, the wage ba r gaining pr ocess was, 

for planning purposes , autonomous. On no occasion did the four 

wage rounds and two national pay agreements negotiated between 
1964 and 1972 operate within the guide I ines of the plans . ** The 

* 

** 

On th i s poin t see, fo r exampl e , Key nes Collected Wr it i ng s ( !973) 
Vo l XIV , p. 114. 

A sur vey of t he wage round settl ements bet wee n 1959- 170, i n Ireland, 
is contai ned i nW. E. J. McCarthy, et . al ., \IJag e Inf lat ion and Wage 
Leadersh i p ( 1975) pp. 23-54. A summa r y of the temporal concentration 
of t hese wage rou nds is given i n Table 6, p. 36, of the same study. 
The First Nationa l Pay Agreement was ratified in December 1970 and 
t he Second in Ju ly 1972 but without the participation of the 
government; on this see Review of 1972 and Outlook for 1973 ( 1973) 
Prl. 3090 pp. 47 - 48. 

I 
I 
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explicit pronouncements in the plans for money incomes to increase 
pari passu with overal I productivity was left for enforcement 
to t he goodwi I I of the bargaining bodies. The only formal attempt 
at control I ing the growth of money incomes, during the period of 
the plans, came in the form of proposals for incomes policy 

legislation during 1970 which were abandoned mainly because of 
trade union opposition.* However, the legislative proposals during 
1970 had I ittle to do with planning or with a strategy for 

development but were rather the hurried reaction of the Government 
in response to an acceleration of money wages for the duration 
of the EI eventh and Twe I fth Wage Rounds. In so far as that the 
legislative proposals were concerned mainly with money wages and 
proposed without prior consultations with the Unions they contravened 
the exp I icit strictures of the Third Programme, then in operation, 
which stated:-

"Unless an incomes policy is clearly seen as relevant to 
important social, as wel I as economic aims, it wi I I be 
hard to induce people to subordinate their sectional 
interests to the demands which it makes . The government 
believe , therefore, that a sound incomes policy should have 
both an economic and social purpose . .. . The policy shou ld 
~lso aim at an equitable d i stribution of the fruits of 
economic expansion and a relatlonsh i p which is generally 
accepted as fair between the various categories of income . 

Since an effect i ve incomes po! icy cal Is for discipline -
whether self - imposed or otherwise - on the part of those 
involved in incomes negotiations , the government considers 
that i t must , broadly speaki ng, cover a l I classe s of in comes. 
Other wise the possibi I ity of persuadi ng particular ca t egor ie s , 
such as wage earners , to accept this disc ipl i ne is weakened" 
(Thi rd _Progr amme ( 1969), p . 144). 

In addi t ion to its impl ementati on wea kness , th e 'd i sc ipl i ne as pect ' 

* The proposed Legi sl ati on was embodied in t he Price s and 
Incomes (Tempor a r y Provi s ions) Bi 11 , 1970, whic h pas sed 
the first and second reading i n Dai I Ei r ean n . Meanwh il e 
the Employer/Labour Conf~rence reconvened, which resulted 
in a volu ntary pay agreement, viz., the Fir st National 
Pay agreement, and the withdrawal of the Incomes Bi I I. 
The Government's views on the t r ipartite negotiations 
at that time, as wel I as the clauses of the agreement, 
can be found in the Review of 1970 and Outlook for 1971 
(1972), Prl. 1788, pp. 60-66. 
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of the Second and Third Programmes were based on shaky theoretical 

fou ndations and an incomplete specification of group responsibi I ity . 

There is a certain ambiguity in the minds of the p lanners whether 

t hey considered trade unions responsible for determining the 

distribution of income between wages and profits or whether money 

wage settlements were primarily reflected in price changes while 

leaving distributive shares largely unaltered.* Irrespective of 

this, the rationale of asking organised labour to accept wage 

settlements below the rate of productivity growth, given a stable 

price structure, is only complete when it specifies how the surplus 

thus released wi I I be used. But the Programmes had no such code of 

conduct for business or dividend recipients . On the contrary, as 

it was pointed out, foreign enterprise had the right of ful I 

repatriation of profits and there was also freedom of movement 

of capital funds. ** In other words, there was no assurance that the 

surplus released by the self-imposed discipline of organised labour 

would not have been lea ked to foreign lending, dividends for foreign 

s hareholders or to conspicuous consumption and idle ban k balances. 

The Victorian virtues that demanded moderation in real wage 

improvements worked on t he premise that investmen t opportunities 

were avai I able for the ensJing surplus to be re- invested. The benefits 

of such a strategy would have been passed on t o labour in terms of 

higher productivity and expanding employment opportunities. There is 

much mer i t in such strategy, provided the precondit ions, viz., 

expanding markets and investment opportunities, were satisfied and 

that it was offered in a spirit of quid pro quo for the bargaining 

groups rather than as a moral story of how labour ought to behave . 

* 

** 

cf. Second Progr amme, Part 2 (1964), p. 12 and Third Programme ( 1969) 
pp. 142- I 51 . There is ev idence that despite the acce I erat ion of 
money wag e settlements dur ing the 1960s , un de r th e wag e rounds and 
ski I ls rel at iv it ies process, the sha re of wages a nd salar ies in 
manu fact uring value added , v iz ., i n ' net output ~ r ema in ed la r ge ly 
stable , - see J.G . Hughes The Functiona l Distribution o f Income 
i n Ire la nd , 1938- 1 70 ( 1972) pp . 41 - 50. 

Ot her factors that tended to alienate organised labour in Ireland from 
proposa ls fo r income rest r aint we r e the absence of taxat ion on capital 
gains, the favourable treatment of farmers' incomes, and that no 
s tatuto r y I imit existed on d ividends paid to shareho lders. See 
J.A. Br-istov1 "Public Finance and Fiscal Policy", in N.J. Gibson 
and J.E. Spencer, (eds.) Economic Activity in Ireland ( 1977), 
pp. 194~208, for a review of t he Irish Taxation System; for the 
effect of dividend restraint on profits, A.lvood, A Theory of Profits 
(1975) pp. 169-170. 

I I 
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This was the argument which led the Irish trade unions to 1cal I 

the bluff' of the planner's taJe for an incomes pal icy. What they 

failed to see was that, irrespective of the format and bias of the 

tal e , part of the prescription was along the right lines but incomplete . 

Critics point out that the Irish trade union movement's response to 

the government's initiatives in the areas of planning and the 

management of the economy during the 1960s had been conditioned, 

mainly, by what they dis I iked rather than positive ideas on how 

to deal with inflation and unemployment . On one hand they accepted 

the role of an incomes pal icy when it was discussed by NIEC (Report 

27, 1969) but also continued to favour free wage bargaining or the 

process of wage rounds which was independent of both the plans and 

the precepts of an incomes pal icy. Irish trade unions reacted firmly 

against the government's initiatives to introduce legislative 

controls over incomes and industrial disputes, while pointing out the 

hollowness of the participation process during the Second and Third 

Programmes. The 'ri ght to be heard', it was said , was not a concession 

to trade union power but rather an integral part of participatory 

democracy, coupled with th~ realisation that economic pal icies, 

howev~r wise, had a slim chance of success if not seen as necessary 

and equitable by the working people . Yet, the recent, October 1976, 

experience of the tripartite talks on the next plan a nd the income 

guide I ines does not leave one very sanguine. These formal consultations, 

prepared for over a year, of f ered an opportunity and a platform 

for organised labour to exercise its long sought right to be consulted 

on future plans and the management of the economy. However, no 

document or ·clearcut views emerged from the Unions about their ideas 

for strategic planning or of acceptable pal icies to deal with the 

immediate problems of Lrlemployment and i nflation . The tripartite 

tal ks were restr icted , against their f ormal agend a, to a bargaining 

process very much on the I ines of the earlier nationa! pa y agreements . 

Th e onl y notabl e d i f f e r ence was th at the gove rn ment attempted t o 

mediate over income increases by offering t ax concessions in return 

fo r wage mode ration. The crucia l point was t hat the Unions rejected 

the governme nt package, not as na rrow but as ungenerous. This atti t ude 

runs counter to the basic crii·icism by the trade union movement that 

the traditional wage bargain procedures in Ireland were too narrow 
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to al low expression of labour's views on planning and on the promotion 
of industria l democracy. It also goes against the raison d'etre of 
having tripartite talks on planning and the management of the 
economy which were supposed to offer the means of breaking out of 
the na rrow confines of the traditional wage bargaining. One 
cannot escape the unpalatable conclusion that, irrespective of 
the underlying motivation of the Irish government for the timing 
of the tripartite talk?, labour missed the only outstanding opportunity 
to date for shaping the course of planning ahead, and placing on 
the development agenda those items that have been conceived in the 
past as prejudicial to its involvement. 

Output and Employment Relationships 

An earlier part of the thesis described the iterative procedure 
which was central to the methodology of the Second and Third 
Programmes. It was argued that this technique had the property 
to secure consistency between the aggregate and sectoral values , 
viz., of output, employmen~ and productivity growth, gi ven the 
initial assumptions on the agg r egate requirements . The reason for 
this is· that essentially the tech nique used t wo types of variables, 
the first based on historic data and the other set was 'f loat i ng ' 
so that it compensated for any dif ference between the aggregate 
warranted values and the sectoral values based on historic data. 
Consistency, therefore, was not a policy goal but a property of the 
iterative procedure and is obtained because the value of the floating 
variable made up for any res idual between the warranted and the 
historic va lu es of the variables. The iterative method is more 
of a system of simultaneous I inear identities on output, employment 
and producti v ity, rather than equations; for ex-post the relationship 
is invariably true wh ile ex-an te no fu nct ional relationships are 
specified. Th e most serious miscalcu lat ion by some Irish economists 
was their belief that such t echniques (e.g., the i t e rati ve method) 
would have resulted in gover nme nt commitment to the plan while providing 
the practical means (viz., the targets) for securing political 
invo lvement in the planning process. Not only did this expectation 



fai I to materialise but to the extent that the government pe rceived 
such techn iq ues as a subst itute for more act ive i nvo lvement , or 
r edu ced it s responsibi I i t y for p lan implementat ion, i t pushed 
the pol i t ical and t he plannfng process further apart. 

The earlier vi s ion was bu i It on very slender foundations and turned 
out to be irredeemably mistaken . The very word 'target' for the 
values of t he variables obtained through the iteratjve procedure is 
i nap pr opriate . They were mutually consistent iden t ities that 
could never be found out of balance . There are two important 
questions not dealt with by the formal methodologies of the 
Second and Th i rd Programmes , and bypassed by such economists as 
Donaldson (1966) and FitzGerald ( 1968) . First , what criteria 
does one use , within the iterative method , to separate the variabi es 
to be determined on historical experience from the ones to be left 
'f loating '? Second , what is the policy status of the floating 
valu es ? We know that the i r formal function was to c lose the 
s ystem and provi de cons i stency between t he agg regate a nd sector al 
project ions . What was absent in the plans ' sect ion on f ormal 
methodology was a d i scussion on how the va lues of t he fl oat i ng 
va ri ables were to be achieved.* The instrumentality aspect of the 
f loati ng va r iabl e s was simp ly ignored . 

Anot her difference between t his work and the methodology fol lowed 
in the Economic Programmes was in the treatment of the service 
sector. The project ions of the service sector i n the Second and 
Third Programmes were carried out, in the main, independent of any 
considerations about the prospective overal I growth and more 

* It has been noted that the 1976 discussion document, Economic 
and Social Deve lopment, 1976-1980 (Pr l. 5758) sti 11 relies 
heavily on the iterative method for effecting consistency in 
its targets. As it wi I I be argued in chapter 8 the optimistic 
employment projections in that report, e.g., Table 13, are based 
partly on the assumption that the employment share out of 
additional industrial output can be chosen independently of 
any consideration on the I ikely growth of productivity. 
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particularly of industrial output . Moreover, a relatively high 
growth of service sector employment was predicted by extrapolating 
the trend obse r ved for the earlier decades. Such analysis overl ooked 
t he possibi I ity that part of the servi ce sector in Ireland behaved 
as a haven for employment when unemployment was consistently 
high (1950s) or during recessions (e.g. , in the post 1973 period) . 
If this is the case then it is not valid to assume that , in future , 
employment prospects in the service sector can be determined 
without due attention to overal I prospects and the behaviour of 
the manufacturing sector. Rather the warranted employment growth 
in industry for ful I employment purposes, must al low not only for 
the outflow from the land but also for a possible downturn in the 
employment growth of the service sector. That the post-war growth 
of industry in Ireland has proceeded without, apparently, attracting 
potential recruits to the service sector does not imply that the two 
activities are unrelated, but that industrial employment expansion 
was i nsuffic ient to absorb the demographic increase of the labour 
force p lus the outflow from the land. * In other words one cannot 
discount the possibi I ity, as the previous plans have done, that it is 
only whe n the labour supply constraint begins to operate that 
industrial employment exerts a pul I on the service sector. 

The .other reason for disputing the Economic Prog rammes ' treatme nt 
of the se rvice sector is th at in the se reports em pl oyme nt and 
producti v ity appear as independent en t ities . Since there is no 
i ndex of productivity fo r parts of the service sector and given 
the ex iste~ce of pool s of underemplo yment the growth in the volume 
of t rade is I ikely to be reflected, more as a higher turnover per 
employee rath e r than an increase in emp loyment . This is in addition 
to changes that are alread y taking pl ace in the organisation and 
tocation of service acti v itie s (supe r ma rkets and other se lf- servi ce 
outlets) t hat require a lower wag e bi I I r e lati vel y to t urnover. 

The fo l lowi ng two chapt ers examine, in some det ai I , certain aspects of 
the as sociation between t he growt h of ma nu fact ur i ng output and employment 
before posing further issues regarding the future scope of Irish plans. 
* In contrast to recent plans, NESC, in its reports and some of its 

commissioned studies, has consistently emphasised the sectoral 
interdependencies that exist in the process of growth. See, for 
example, Prel ude to Planning, Octobe r 1976, or G.E.J. Llewellyn 
The Potential for Growt h in lriih Tax Revenues, Report 31, forthcoming. 
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Chapter 7: VERDOORN RELATIONSHIPS AND THE JRJSH MANUFACTURING 
SECTOR, 1953 - 1974 

A recurrent weakness of Irish planning, as we have seen, was 
in the treatment of output and employment relationships. 
Repeatedly the methodological sections of the Programmes 
exaggerated the I ikely growth of employment and underestimated 
the gains in industrial productivity. More serious than this, 
at crucial points, it was postulated that for a given growth 
of output, i.e., 'the target ' al I combinations between employment 
and productivity were possible so that by deliberately 
selecting low productivity coefficients the expected growth 
in employment was shown to be very satisfactory. Thus, the 
pivotal issues, in the plans, were neither on the warranted 
growth of output consistent with labour force projections nor 
on direct employment policies, but that given the output 
estimate what minimum rate of productivity gain would have 
been compatible with a desired growth in employment. The 
associated question whether it was feasible for a smal I 
market economy, with its considerable reliance on trade and 
foreign techno logy,to decide autonomously the rate of growth 
of industrial productivity was not considered in the plans. 
At the more pract i ea I I eve I , on no occasion did the p I anners 
examine the long- term relationship between the growth of 
manufacturing output and employment and if such relationships 
did exist whether they could have been useful adjuncts in 
employment planning. In this respect the arithmetic consistency 
of the ta rgets effected by the iter.ative procedure could ha ve 
been checked against evidence drawn on past Irish experience 
and on studi es undertaken for other countries. It is with 
these issues that the fol lowing two chapters are , mainly , 
concerned . 

The objective of t hi s chapter is twofold. The first part 
reviews the evidence on the association between the growth 
of industrial output and productivity (or employment) as expounded 
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by Verdoorn (1949) , Kaldor ( 1966 , 1967) and Kennedy (1969 , 

1971 ) .* The first two authors examined , in - the ma i n, 
the s t ati sti ca l association between the growth of 
industri a l output and producti vi ty using cross- sect ion 
data and other ~vidence from a number of countries. A 
more immediate forerunner to the present work i s the Kennedy 
study which i s concerned with output and employment relationships 
in the Ir ish manufactur ing sector. A bri ef review is a lso 
gi ven of the criticisms raised , inter al ia , by Wolfe (1968) 

and Rowthorn (1975) on Kaldor's work, and more generally 
on the method and findings associated with Verdoorn type 
analysis .** It must be stressed that the criticisms focussed , 
essent ially , on studies deali ng wi th i nter- country comparisons 
of the growth of industrial output and productivity and not 
on single-country , disaggregated , analysis as prov ided by 
Kennedy . As wi I I be made clear the critics , and especially 
Wo l fe , expected that a detailed examination of the experience 
of a s i ngle country wou ld ha ve re inforced the validity of 
their overal I criticisms against Kaldor and Verdoorn . The 
second part of this cha pter r econsiders the Irish post-war 
exper i ence by presen t i ng fur t he r f i nd i ngs on the assoc iat ion 
betwee n th e growth of manuf actur ing output an d emp loyment for 
different s ub-periods between 1953-1 974. At this stage 

* 

** 

cf. P.J. Verdoorn, " Fattori che regolano lo svi luppo del la 
produtt ivita del lavoro", L'lndustria, I (1949); N. Kaldor, 
"Ca uses of t he Slow Rate of Eco nomic Growth of the Un it ed 
Kingdom", Inaugura l Lecture, CUP, (1966) an d Strategic 
Factors in Economic Deve lopment, Corne! I University, New York 
(1967); K.A. Kennedy, "Growth of Labour Productivity in 
Irish Manufacturing, 1953- 167", JSSJSI, Part I, (1968/'69) 
and Productivity and Industrial Grov1th, OUP, London, 1971. 

R.E. Rowthorn , "What remains of Kaldor's Law?" Economic 
Journal, March 1975 and J.N. Wolfe, "Productivity and 
Growth in Manufacturing Industry: Some Reflections on 
Professor Kaldor's Inaugural Lecture", Economica, February 
1968. 
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Rowthorn ' s charge that extreme observations within the sample 
may be responsible for the type of statistical associations 
found by Kaldor is re-examined .at. a d isaggregated level. 

Chapter 8 reverts to the original purpose of Verdoorn ' s 
celebrated article , namely , that if there are long-term 
structural relationships between the growth of manufacturing 
output and employment how could they be used for employment 
planning? It is this aspect,tha t in iti al ly preoccupied 
Verdoorn and subsequently neglected by his critics, which 
i s of partic0iar relevance to the contemporary debate 
on employment planning in Ireland. 

ANTECEDE NTS 

Verdoorn, Kaldor and Inter- Country Comparisons 

The original statement of the Verdoorn effect (Verdoorn , 1949) 
concerned t he long - term association betwee n the growth of 
industrial output and labour productivity for a number of 
countries for the period 1870 to 1914 and 1914 to 1930.* More 
precisely , Verdoorn's proposition was that -

"From analysing the historical series for industry as 
a who I e and for i nd iv i dua I i ndustr i a I sectors, for the 
two tjme periods, it is found that the average value 
of the- elasticity of productivity with respect to 
output is approximately 0.45 (with I imits of 0.41 
and 0.57)." 

The main evidence offered to this end by Verdoorn is summarised 
in Table 7. I overleaf. 

* I thank G. and A.P. Thirlwall, University of Kent (England), 
for providing me with a ful I translation of Verdoorn's 
original article. 
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TABLE 7. I 

An nua I Increases in Vo I ume of Production 

and Labour Product ivity in Indust ry 

( I ) 
Period Country Production 

% 

1913- 1930 Switzerland 2.40 

184 1-1907 

~ UK 2.40 -
1907-1930 I . 28 

1869-1899 

~ us 5.61 

1899-1939 3.35 

1882-1907 Germany 4.38 

Note ( I ) : It can be observed that Verdoorn 
derived the simple e lasti c ity 
ratios by dividing the average 
annual percentage changes of 
labour productivity (Column 2) 
by the average annual 
percentage change in the 
volume of production (Column I). 

Annual Chance 
( 2) (3) (I) 

Productivity Elasticity 

% % 

1.03 0.43 

0.98 0.41 

0 .605 0.47 

2 . 31 0.42 

I .91 0 . 57 

2. 14 0 .49 

Source : Verdoorn (1949) 
Table I . 

The alternative method used by Verdoorn to explore the statistlcal 

association between the growth of industrial production and labour 

productivi t y was regression analysis . A I inear equation relating 

the growth -of Productivity (P) to the growt h of Output (Q) 

was estimated for a sample of 14 countries for the inter-war , 

1924-1938, period . He found , once again, that apart from a 

s mal I intercept, the coefficient of the exogenous va riable Q was 

0.57 - which was in accord to his earlier specification on 

the lo ng-term associ at ion bet ween the growth of productivity and 

industrial output . Mathematically, these rela t ionships have come 

to be expressed as: 
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by the average annual 
percentage change in the 
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The alternative method used by Verdoorn to explore the statistical 

association between the growth of industrial production and labour· 

productivity was regression analysis. A I inear equation relating 

the growth - of Productivity (P) to the growth of Output (Q) 

was estimated for a sample of 14 countries for the inter-war , 

1924-1938, period. He found , once again, that apart from a 

smal I intercept , the coefficient of the exogenous variable Q was 

0.57 - which was in accord to his earlier specification on 

the long-term associ at ion bet ween the growth of producti v ity and 

industrial ou t pu t . Mat hema t ica l ly, these r el at ion s hi ps have come 

t o be ex pres sed as : 
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P = a + bQ 

Where a and bare constants and O < b < 

Moreover , given that 

Q = p +. E 2 

Then 

Q = a + bQ + E 3 

and E = -a + ( I - b) Q 4 

Where -a and (I - b) are constants with 

0 <1 -b <I 

As Kaldor has observed expressions and 4 are a mirror image 
of each other since their intercepts add up to zero while the 
coefficients of Q add up to unity .* Moreover, it can be seen 
that the nearer the intercept (a) of equation I is to zero then 
the closer the approximation of the coefficien t (b} in the sa me 
expression, is to the simple elasticity ratio of productivity 
on output provided by Verdoorn's first method . 

In al I, there are two similar measures used by Verdoorn t o 
establish his proposition on the positive association between 
the growth -of industrial Output (Q) and Productivity (P). The 
simple elasticity measure is a ratio of the average changes in 
industrial productivity divided by the average increases in 
industrial production . The more usual method, and the one 
favoured by subsequent researchers, is a regression estimate 
of the productivity series on industrial output growth, subject 
to an intercept and a positive coefficient of less than unity. 

* cf. Kaldor, Inaugural Lecture (1966), p. II. 
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The renewed interest in the existence and economic significance 
of the Verdoorn effect is associated in recent years with the 
work of Professor Kaldor (1966, 1967). What interests 
Professor Kaldor, though, is not only whether the initial 
propositions advanced by Verdoorn are sti I I empirically 
operative but that the same propositions, if valid, can be usefully 
integrated into a theory of growth of capitalist economies. 
In his 1966 Inaugural Lecture Professor Kaldor, on the 
basis of data drawn from 12 OECD countries for 1953-1954 
to 1963-1964 , offered the fol lowing two regressions as a 
strong confirmation of the Verdoorn effect. 

and 

p 1.035 + 0.484Q 

(0.070) 

E = -I .028 + 0 .516Q 

(0 .070) 

R2 
= 0.826 

2 
R = 0.844 

(Standard errors · in parentheses) 

Where Q, P and E are the average growth rates of manufacturing 
output , productivity and employment respecti vely, measured 
as annual exponential growth rates . 

These results by the usual statistical tests we re highly s ignificant 
and apart f rom an ' autonomous' annual rise in productivity of 
one per cent the coefficients were within the range of values 
specified by Verdoorn.* But more importan t for the ensuing 

* In an appendix t o his Inaugural Lecture, pp. 35-38, Professor 
Ka ldor provided addit ional tests of t he Verdoorn effect 
for sectors outside manufacturing. Even though in the case 
of construction and pub I ic uti I ities the equations relating 
to both productivity and employment, on the growth of 
output, were s i~i lar to the ones obtained for manufacture, 
this was not the case either for the primary i . e ., agriculture, 
or tertiary, e.g., distributive trades, activities. From 
this Ka ldor concluded that the Verdoorn effect was not 
confined to the manufacturing trades but embraced, in 
general, the entire i ndustrial branch of product ion. 
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controversy on the Verdoorn effect Kaldor was able to show, 

subsequently, that these associations were not unduly biased 
by t he presence of extreme, or ~purious, observations in 
his sample.* 

On the more general issue about the interaction of the Verdoorn 
effect with economic growth Kaldor developed his argument in 
two stages. In the first instance he argued that -

" ••• Fast rates of economic growth are associated with 
the fast rate of growth of the 'secondary' sector of 
the economy - mainly the manufacturing sector - and that 
this is an attribute of an intermediate stage of 
economic development."** 

To substantiate this Professor Kaldor provided, inter alia, 

statistical evidence, including a regression equation I inking 
the growth of domestic output (GDP) to the growth of industrial 
production (Q), from the same sample of countries and period 

that he used to test the presence of the Verdoorn effect. 
Something remarkable about this is that !ater investigators, 

Cripps and Tari ing (1973), were able to offer an empirical 
verification of the same proposition even for periods, e.g., 
1965-1970, for which the Verdoorn effect was not observable in 
their data. *** One way that Kaldor I inked th e operation of the 

* 

** 

*** 

cf. "Economic Growth and the Verdoorn Law - A Comment on 
Mr. Rowthorn's Article", Economic Journal, December 1975. 

cf . Inaugural Lecture ( 1966), p. 3 , op. cit. 

T.F . Cripps and R.J. Tari ing , Growth in Adva nced Capitalist 
Economies , 1950- 1970, DAE Occas ional Paper 40, 1973. In the 
section dealing with "Economic growth and the redistribut ion of 
the labour force", pp. 29-30, th e above authors related the 
growth of overal I producti vity (GDP per employed person) to the 
rate of growth of industrial output and to the relative dee! ine 
of non-indust r ial emp loyment wi th the fol low~ng results: 
PGDP = I . 153 + 0.642 QIND - 0.872 ENI R . = 0.958 

CO. 058) CO. I 25) 
Where PGDP' QIND and ENI are the rate of growth of GDP per employed 
person, the rate of growth of industrial production and the rate of 
growth of non-industrial emp loyment respectivel y. This result, as 
the authors stressed, was obtained for 1965-'70, a period for which 
the more orthodox Verdoorn association between the growth of industri al 
output and productivity failed to obtain for their sample of 12 
countries. Appendix D of this thesis provides further results on 
the predictive capacity of the Cripps and Tari ing equation when 
applied to Ireland. 
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Verdoorn effect to his discussion on economic growth is 
by observing that it is primarily associated with the 
manufacturing sector and that the growth of output in that 
branch of production is a major stimulus to economies of scale 
and the growth of productivity. On this Kaldor draws exp I icitly 
from the work of Allyn Young and Adam Smith where the interplay 
of both static and dynamic increasing returns is looked upon 
as a macro-phenomenon connected both to the expansion as wel I 
as the sub-division of markets.* An imp I ication of this 
is that it is immaterial for the operation of the Verdoorn 
effect whether increasing returns may cease to operate for 
some individual units (e.g., plants or firms) within an 
industry.** For it is the cumulative growth of output that 
induces dynamic economies of scale for the entire sector or 
for groups of interrelated production units and not the 
internal organisation of single firms. 

In his reply to Rowthorn, Kaldor summarised, recently his overal I 
position as fol lows: 

* 

** 

"Even if industrial output obeyed the law of constant 
returns, it could sti I I be true that the growth of 
industrial output was the governing factor in the overal I 
rate of economic growth (both in terms of total 
output and output per head) so long as the growth of 
industrial output represented a net addition to the 
effective use of resources from one use to another . 
This would be the case if (a) the capital required for 

cf . 1-naugural Lecture (1966), pp. 8- 10. In his subsequent 
book Strategic Factors in Economic Development (1967), 
Kaldor devotes an entire chapter, pp. 3-23, on the connection 
between increasing returns and the Ve rdoorn effect, and his 
own ideas on economic growth . For a detailed discussion on 
the d iffe rence between 'stat ic in ternal economies of scale' 
and 'dynamic economies of scale' , as high I ighted Dy Allyn Young, 
see K.A. Kennedy's, Product ivity and Industrial Growth, (1971) 
pp . 201-217. 

In this respect Wolfe (1968, pp. 118-119) is not correct in 
equating the absence of internal retu rns t o scale for some firms, 
evidence whi ch he alludes to, as a verification of the absence 
of increasing returns for entire industries. 



industrial production was (largely or wholly) self
generated - the accumulation of capital was an aspect, 
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or by-product of the growth of output, and (b) the labour 
engaged in industry had no true opportunity cost 
outside Industry on account of the prevalence of disguised 
unemployment both in agriculture and se rvices ...... . 

The important imp I ication of these assumptions is that 
economic growth is demand-induced, and not resource 
constrained - i .e., to be explained by the growth of 
demand which is exogenous to the industrial sector 
and not by the (exogenously given) growth rates 
of t he factors of product ion, labour and capital, 
combined with some (exogenously given) technical 
progress over time ."* 

It may be recalled that in his earlier exposition of his ideas 
Kaldor (1966, 1967) stressed the narrow proposition by Verdoorn 
which he put as "each percentage addition to the grm'lth 
of output requires 0 . 5 per cent increase in the growth of 
employment in terms of manhours, and is associated with 0.5 
per cent increase in the growth of productivity. ** In doing this 
Kaldor remained scrupulously consistent with his finding that , 
apart from a smal I intercept, the coefficient of productivity on 
industrial output was within the narrow range specified 
earlier by Verdoo rn . From this Kaldor hypothesised, however, 
that th e post-war slow growth of the United Kingdom vis~ vis 
other capltal ist economies wa s to be found, in part, in the 
relatively low labour reserves in agriculture that constrained 
the expansion of the industrial sector. As a result of the recent 
interchange between Kaldor and his critics , viz., Wolfe and Rowthorn, 

* 

** 

N. Kaldor "Economic Growth and the Verdoorn Law - A Comment ... " 
Economfc Journal, pp. 894-895, December 1975. lt is worth 
noti ng that Kal dor' s condition (b) in the quote is si rni lar 
to the one stressed by Keynes (Co I I ected Writings ( 1973) 
Vol. XIV, p. 71) in a letter to Hicks as a main methodolog ical 
difference between him and his critics. 

cf. Inaugural Lecture (1966), p. II, and Strategi c Factors in 
Economic Deve I opment ( 1967 ), p. 17. 
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it Is now clear that his position, on this matter, has been 
modifi ed , On the one hand he now stresses that labour r eserves 
are not exclusive t o agriculture and may be found in parts of 
the service sector and on the other hand the emphasis has now 
shifted even more to demand considerat ions and particularly 
t o the constraints on the expansion of industrial output and 
exports.* Thus, it is no longer tenable to interpret the message 
of Ka I dor' s work on growth \v i thin the narrow view of the 
exi stence of labour reserves in agriculture. 

The ensuing controversy focussed on the method for testing 
the Verdoorn associations, on the validity of such estimates 
(particularly whether a smal I number of extreme observations 
in the sample biased the results), and on the possible 
contributions of the analysis to theories of growth. It 
wi I I be argued here that studies on the Verdoorn effect, using 
Irish manufacturing data , are of particular relevance to the first 
two types of criticism rather than to the more open-ended 
debate on the significance of Verdoorn's propositions to 
general th eo ri es on modern capita list growth . 

Two of the main critics of Kaldor's work and indirectly of 
Verdoorn, are Wo I fe ( 1968) and Rowthorn ( 1975A, 19758) . A 

basic criticism by Wolfe (1968, p. 119) was that -

* 

"The . use of data drawn from more than one country is a 
pecultarly hazardous undertaking, partly because relative 

N. Kaldor "Productivity and Growth in Manufacturing Industry: 
A Reply", Economica , November 1968 and "Economic Growth and the 
Verdoorn La w: A Comme nt ... ", Economic Journal, December 1968. 
A comparison of Kaldor's Inaugura l Lecture ( 1966) wi th his 
subsequent reply ( 1968 } to Wolfe wou ld clarify t ha t in the 
latter article Ka ldo r aba ndoned hi s earlier supposit io n that ;reserves 
of labour' we re found entirely ln the primary sector. As a result 
even when the supply of lab our proves to be the effecti ve constraint 
to th e expansion of the industrial sector labour reserves can 
be found outside the agric u ltura l secto r - e .g., serv ices. Yet, a 
host of writers on Kaldor's work, including Rowthorn (1975) 
and Corm1all (1976), still interpret Ka ldor's message on the labour 
supply constraint from his Inaugural Lecture rather than from 
his more recent work. 



prices differ from country to country, and partly 
because the collection of data is never on exactly 
similar basis ." 
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Thi s criticism, though valid in principle, is not one confined 
to the testing of Verdoorn propositions but it 1s ~hared by 
al I studies us i ng inter-country output and productivity series . 
Yet it is , to say the least , a case of double standards when 
Professor Wolfe is prepared to eJevate errors present in cross 
country data as a major difficulty in undertaking Verdoorn type 
analysis but not of neoclassical research and findings which 
he canvassed in the same article . The main rebuttal to Wolfe's 
criticism, however , is that he is simply wrong in his 
supposition that the Verdoorn effect has been investigated 
exclusively in terms of inter-country data. In fact in the 
original article Verdoorn ( 1949) employs both methods , i . e ., 
inter-country comparisons and the estimate of productivity 
elasticities for different industries in a single country, before 
arriving at his overal I propositions. * Closer to hand, Salter ' s 
(1960) study , whic h Wol fe alludes to, examined the association 
between the growth of productivity and industrial output using 
data for 28 British manufacturing industries for sub-per-iods between 
1924 and 1950.** Final ly, the evidence to be presented from Irish 

* 

** 

For examp le , the second table offered by Verdoorn (1949) in his 
original article presented productivity elasticities for eleven 
industrial groups found in the Monnet (France) and Saraceno 
(Italy) plans and compares these with long-term historical 
values for other ~ountr ie s . 

It is _clear from Wo lfe 's article , p. 120, that he was , in principle, 
fami I ia r with Salter's work. If this is the case it is very 
surprising that Wolfe overlooked the fact that considerable wo rk 
by Sa lter on output and productivity relationships did not employ 
data from different countries but from t wen ty-e ig ht British 
manufacturing industries. To this end see, Chapter IX, "The 
Pattern of Inter-Industry Experience" in W.E.G. Salter 
Productivity a~d Technical Change, Second Edition, CUP, 1969 . 
In an addendum (found in t he same edition) W.B. Reddaway 
updated Sa I ter' s work on this matte r, pp. 206-21 I, using data 
from the same number of British industries. 
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manufacturing data , for 44 industries, does not lend support 
to Wolfe' s claim that errors embedded in inter-country comparisons 
are at the bottom of the associations between the growth of 
industrial output and productivity observed, inter al ia, by 
Verdoorn and Kaldor. 

The more serious doubts about the Verdoorn effect, and its 
associated propositions, have been raised by R.E. Rowthorn 
(1975A and 1975B). It must be said, at this juncture, that 
the empirical part of Rowthorn's critique did not begin with 
Kaldor but rather with one section of Cripps and Tari ing's 
(1973) investi gati on of Kaldor's ideas. The particular proposition 
examined by Rowthorn was given by Cripps and Tari ing (1973 
p. 6) as -

''In manufacturing the growth of productivity (output 
per man) is closely related to the growth of employment ."* 

Using evidence drawn from various countries to generate 32 observations 
Cripps and Tari ing found that for 1951 - 1965 the regression 
estimates were -

p 
m 

3 .1 78 + 0.549 E 
m 

C0.133) 

R2 
= 0.362 

Where P and E are the average annual growth rates of manufacturing m m 
productivity and employment respectively. 

Rowthorn ( 1975A) argued that this association, which he defined 
as 'Kaldor's Law', depended crucially, on the inclusion of Japan 
in the sample of 12 countries. By recompu ting the results, 
while excluding Japan , Rowthorn demonstrated that the correlation 
coefficient almost disappeared while the coefficient 

* cf. T.F. Cripps and R.J. Tari ing, Growth in Advanced Capitalist 
Economies 1950-1 970, (1973) p.6. This was one of four maj.or 
propositions that Cripps and Tari ing 8Xamined vt ith respect to Ka ldor ' s 
work .. The other three were not directly dealt wi th by Rowthorn. A few 
of these propositions were veri fie d even for periods, e.g., 1965-'70, 
for which the Ve rd oorn ef fect was not substantiated. On this see 
"Kaldor's empirical ia1vs", pp. 2 1-30, in Cripps and Tarl ing, Gro1-1th 
in Advanced Capitalist Economies (1973). 
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of the regression produced relatively large standard errors.* In 
his 'Comment ', on Rowthorn, Ka I dor ( 1975) made two points . 
Fi rst ,that the regression specification in his 1966 Inaugural 
Lecture was not of the form -

p = a + b E m m 

but 

p = a + b Qm with b > 0 m 
or 

E = C + d Qm with 0< d < m 

That is, that the association was, as Verdoorn initially stipulated , 
between the growth of manufacturing Productivity (P) (or 

m 
Employment E ) and Output (Q) but not between productivity rates m m 
and employment. Thus , both productivity and employment are the 
endogenous variables and the growth of manufacturing output the 
exogenous variable. Second, that even if Japan was omitted 
from both the Kaldor (initial data series on productivity and 
output) and Cripps and Tari ing's subsequent sample for 1951-1965 
the main Verdoorn generalisation on the association between 
the growth of industrial ou tp ut and productivity is not 
undu.ly impaired. ** 

In his f inal rejoinder Rowthorn (19758) has somewhat shifted the 
focus of his critique. *** For though no longer disputing the new 
results , on the as s oc iation between the growth of manufacturing output 

* 

** 

*** 

"What Remains of Kaldor's Law?" Table I , p. 14 , Econom ic Jou rnal , 
March 1975. 

c f. N. Kald or , "Economic Growth and t he Verd oo rn Law - A Comment on 
Mr . Ro wthorn' s Article", The Econom ic Journa l , pp. 891-896, December 
197 5. Furthermore, in the same note, pp. 891-:-893, Professor Ka I dor 
exp lai ns why for economic, as distinct f r om statistical, purposes 
he regards the regress ion estimates of ma nufacturing employment on 
manufactur ing output a closer test of the Verdoorn proposition on 
i ncreasing returns rather t han the a lte rnat ive formu lation of 
manufacturing productivity on manufacturing output. 

cf. R.E. Rowthorn "A Rep ly to Lord Kaldor's Comment", The Economic 
Journal, pp. 897-901, December 1975. 
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and employment, he now maintains that there are special conditions 

for treating manufacturing output as strictly exogenous . At 

this stage the debate becomes even more general and open-ended 

for Rowthorn's remarks are not directly addressed to the Verdoorn 

propositions but rather to Kaldor's theory of growth and to 

po?sible interactions between economic management and the behaviour , 

of output , technology and productivity. There is , however,a point 

in Rowthorn's rejoinder that may be further clarified with the 

use of Irish manufacturing data. Rowthorn differentiates between 

industrial labour markets faced with 'uni imited' supplies of 

labour and industrial markets with 'strictly limited' supplies and 

he favours the use of industrial output as the exogenous variable 

for the first situation and employment for the second. He defines 

a 'strictly I imited' labour supply as a situation -

" •.. where industrial employment is growing at or near 
the maximum rate al lowed by an exogenously given supply 
of labour. This situation may have been caused by the 
spontaneous forces of economic expansion or it may 
be the result of del ]berate government policy designed to 
bring the employment of labour into some preconceived 
relation with its supply ... When employment is adapted 
to a given supply of labour in th is way it must be taken 
as exogenous for t he purposes of regression analysis · 
and the refore used as the independent variable." 

Similarly, Rowthorn terms the industrial supply of labour as 

'u n I i mi ted' -

" ... if there is a large pool of unemployed or underemployed 
labour and, at the going wage rate , industriali sts can get 
al I the workers they may want . Faced wi th such a huge 
surplus of potent ia l workers the government may make 
no attempt to provide jobs fo r al I of them, but may 
choose its demand management policies to achieve some 
aim as a sound balance of payments or a stable price 
I eve I . " 

As an aside to the above Rowthorn stipulated, further, that -

"This situation is most I ikely to arise when the 
unemployed or underemployed are located abroad and 
lack the politica l power to influence government 
policies which are decided primarily by domestic 
considerations." 



7-14 

and employment, he now maintains that there are special conditions 

for treating manufacturing output as strictly exogenous . At 

this stage the debate becomes even more general and open-ended 

f or Rowthorn ' s remarks are not directly addressed to the Verdoorn 

propositions but rather to Kaldor's theory of growth and to 

po?sible interactions between economic management and the behaviour , 

of output , technology and productivity . There is, however , a point 

in Rowthorn's rejoinder that may be further clarified with the 

use of Irish manufacturing data. Rowthorn differentiates between 

industrial labour markets faced with 'uni imited' supplies of 

labour and industrial markets with 'strictly limited' supplies and 

he favours the use of industrial output as the exogenous variable 

for the first situation and employment for the second . He defines 

a rstrictly I imited' labour supply as a situation -

" ... where industrial employment is growing at or near 
the ma x imum rate al lowed by an exogenously g iven supply 
of labour . This situation ma y have been caused by the 
spontaneous forces of economic expansion or it may 
be the result of del i berate government policy designed to 
bring the employment of labour into some preconceived 
r e lati on with its supply ... Whe n employment is adapted 
to a give n su ppl y of lab our in this way it must be taken 
as exogenous f or the purposes of regression anal ys i s 
and the refore used as th e independ en t var iabl e. " 

Simi la r ly, Rowthorn terms the industrial su pp ly of labour as 

'uni imi t ed' -

" •.. if t he r e i s a large pool of unemp loyed o r underempl oyed 
labour and, at the go ing wage rate, in dust rialis t s can get 
al I the wo r ke rs t hey may wan t . Faced with such a huge 
surp lus of potent ia l wo r kers t he gove r nmen t may make 
no attempt to provide jobs fo r al I of them, but may 
choose its demand management po! icies to achieve some 
aim as a sound balance of payments or a stable price 
I eve I . 11 

As an aside to the above Rowthorn st i pulated, further, that -

"This situation is mos t I ikely to arise when the 
unemployed or underemployed are located abroad and 
lack the political powe r to influence government 
po! icies which are decided primarily by domestic 
considerations ." 



7. I • 2 

7-15 

In summary, the essence of Rowthorn's strictures, on this point, 
seem to be that one should be testing the Verdoorn propositions, 
with industrial output as the exogenous variable, for economies 
wit h a perennial labour surplus and not for a sample of countries, 
viz., Kaldor's sample, where ful I employment was more or less 
secured. This granted, it may be suggested that the Irish economy 
with its traditional labour unemployment and emigration does not 
viol ate Rowthorn's st ipu lations, and permits even in that 
critic's judgement, the treatment of manufacturing output 
as the independent variable. 

The Kennedy Study Revisited 

The pioneering work on movements in industrial output, productivity 
and unit production costs for Ireland was undertaken by Kennedy 
(1968, 1969 and 1971) for different sub-periods, mainly, between 
1926 and 1966.* Since two of the Kennedy studies are readily 
avai I able what fol lows is simply a reconsideration of those 
parts relevant to the Verdoorn effect . From the evidence 
collected by Kennedy, Census of Industrial Production (CIP) 
reports, one can readily derive the simple elasticity measure 
of the growth of industrial productivity on industrial output 
as defined by Verdoorn. The results are given, for various 
sub-periods in Table 7 .2 overleaf. 

Kennedy ( 1971 , pp. 45-46) explained that the choice of sub-periods 
wa s made to reflect the diversity in th e growth of Irish industrial 
expansion both in the pre and post-war years. For example, 
ihdustrial output in Irela nd grew very rapid ly during the 1930s, 

* K.A . Kennedy, Labour Prod ucti v ity in Irish Industry, Unpublished 
Ph.D. thesis, Harvard University, 1968, also "Growth of L.abour 
Product ivity in Irish Man ufacturing, 1953-1967", JSSISI, 
1968- 1 69, and Producti v ity and Ind ustrial Growth, Oxford 
(C I arendon Press) 197 I . 

I 

, I 
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TABLE 7.2 

Period 

1926 -

1931 -
1946 -

1950 -

1959 -

Note: I 

Average Annua I Rates of Growth of A I I Industry 
(excluding Brewing a~d Malting) for various 

Sub-Periods, 1926 - 1966 1 

I 2 

Output · ' Employment 

% % 

1931 3. 14 I. 74 
1938 7.48 6.29 

1950 14.37 7.06 

1959 2. 14 -0.41 

1966 6.48 2.62 

The 'Al I Industry' classification 
used by Irish statisticians in 
CIP surveys includes, in addition 
to manufacturing, construction, 
pub I ic uti I ities and mining. 
Kennedy exc I uded Bre1.,i i ng 
and Malting from his estimates 
because he wan ted to offset the 
effect of the inordinate pre-war 
decline 6f that industry on the 
growth of a I I i ndustr i a I output -
see Kennedy (1971) pp. 41-43. 

3 4 

Output per Verdoorn's 
head Elasticity 

% ( 3 -;- I ) 

1.39 0.44 

I .12 0.15 

6.83 0.47 

2.57 I .20 

3.77 0.58 

Source: K.A. Kennedy 
(1971), Table 
2.6, p. 47. 

partly because of the high tariffs and quotas, and again in the 
1960s but slowly before 1931 and for most of the decade beginning 
i n 1950. It can be seen that for three of the sub-per i ads the 
values of this simple elasticity concept fa! I within the range , 
0.41 - 0.57 , specified by Verdoorn and al I va lues have the expected 
positive sign . It may a I so be observed, however, that 
the simple Verdoorn elasticity seems to obtain for short periods , 
e.g., 1926 - 1931 and 1946 - 1950, rather than the longer term 
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sub-periods selected by Kennedy.* One must point out, in 

relation to this , that for the 1926 - 1931 sub-period the data 
se r ies on industrial output and productivity are not available for 
two out of five years. To avoid a possible misunderstanding let 
us reiterate what is observable, at this stage, from Kennedy's 
'Al I Industry' Irish data. There is no doubt about the positive 
association between the growth of industrial productivity and output, 
as expected by Verdoorn, yet the values obtained for the simple 
elasticity ratio are often not in accord with Verdoorn's own 

specification. Two further possibi I ities must be explored before 
interpreting Kennedy's work within the context of the Verdoorn 
analysis. 

(a) There is the pass i bi I i ty that the 'A I I Industry I data 

classification is not the appropriate series for it includes 

(in addition to manufacturing), construction, pub I ic 
uti I ities and mining activities. The inclusion of these 
other sectors, e.g., construction and mining, may have 
weakened the observed association or biased it against 

Verdoorn's proposition. 

(b) That there has been an 'autonomous' growth of producti v ity 

that is not captured by Verdoorn ' s simple elasticity concept. 

As i t has been po in t ed out , t he met hod suggested by Verdoo r n 

to deal with th i s possib i I i t y was regression analysis . This 
method, which has been adhered to by both Kaldor and Kenned y, 
does not e s t imate th e ' Ve rdoorn La w' as a s imp le rat io of 
productivity growth on output but rather as the associat ion 

betwee n the additi on al growth of producti v ity associated with 
the addi ti ona l growth of output . Th us , th e reg re s s ion 

* This v i ew is reinforced further if we fol low Kennedy (1971 ), 
Table 2. 1 ., p. 39, and split the ind ustr ial data i nto two sub
periods (for 1926- 1 38 and 1948-'66) . Then the estimates for 
Verdoorn's simple elasticity (i.e., as a ratio of average growth 
of industrial productivity to average growth of industrial output) 
are almos t zero for the pre-war sub-period and 0.62 for the 
1948- 1 66 sub-period - neither of which conform to Verdoorn's 
stipulation . 



coefficient becomes , in effect , the measure of the 
'Verdoorn Law' while the constant reflects the 

'autonomou s' change of producti v ity. 

In the first instance, Table 7.3 , Kennedy ' s post-war output , 
employment and productivity series were updated and a refinement 
introduced. In addition to the 'Al I Industries' sector (which 
i s composed of manufacturing plus pub I ic uti I ities and 
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construction) average growth rates were found for the so-called , 
'T ransportable Goods' sector - which is primarily manufacturing 
activities. Given the smal I share of 'non-manufacturing' activities 
included in the 'Transportable Goods' category, the main 
difference introduced by this procedure is to distinguish 
between estimates which exclude construction and pub I ic 
uti I ities and other categories, viz., 'Al I Industry', which 
include them . It is possible , however, to separate the data 
even further so that the 'non-manufacturing' activities, 
viz., mining, included in ' Transporta b le Goods ' are eliminated 
and hence, obtain detailed manufacturing series from 1953.* Thus , 
for Table 7.4, the estimates were recomputed exclusive ly for the 
entire manufacturing sector and again the simple Verdoorn 
elasticities found. 

It may be noted that the main difference to the values of 
Verdoorn elasticities is made, as expected , by the inclusion 
or exclusion of construction and pub I ic uti I ities to industrial 
activities. Yet t here is I ittle difference , for comparable 
periods, between the estimates obtained for 'Transportable 
Goods ' and 'Manufacturing' and it is equally inconsequential whether 
one retains Brewing an d Malting, Table 7 .3, or eliminates it, 
Table 7.2 , for the comparison of post-wa r sub-peri ods. It may 

* The basis of the present detailed classification of CI P dates 
from 1953 when considerable revision to the then classification 
was undertaken t o bring the census mater ial in conformity with 
the United Nat ion's format on Standard Industrial Classification 
of al I Economic Activities. On thi s see "The Irish Ce nsus of 
Industrial Production" in K.A. Kennedy's ( 1971) study, pp. 241-251. 
A more extensive description of t~e pre and post 1953 format of 
the Irish census of industrial producti on is contained in 
J. McGilvray, Iris h Econofllic Statistics, Dublin, 1968, pp. 73-107. 
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Average Annua I Growth Rates of I A I I Ind ustries ' 
( I ) and of ' Tra nsportable Goods ', 1946-1973 

I 2 3 

Output Employment Output per 
Worker 

4 
I 

Verdoorn 
' Elasticity I 

3 -:- I I I Trans-Al I Trans- Al I Trans- Al I Trans- Al I 
lndus- po rtabl e lndus- portable lndus- portable I lndus- portable 
tries<2 ,Goods tries Goods tries Goods tries Goods I % I % % % 

1946-50 13.24 10.73 6.92 5 .43 

1950-59 2.05 2.83 -0.39 0 .71 

1959-66 6. 19 6.32 2.85 2.71 

1966-73 7 .04 7 .27 0 .96 2.10 

1946-73 6.00 6.02 1.86 1.02 

Notes: (I) The Transportable Goods category 
comprises manufacturing and mining plus 
quarrying; Al I Industries includes, in 

% 

5 . 83 

2.39 

3.47 

5 .69 

4.02 

addition to Transportable Goods, construction, 
pub I ic uti I ities (gas, electricity and water) 
and transport (docks, harbours and railways). 

(2) The smal I difference between the growth 
rates for 'Al I Industry ' , given here , and the 
ones found in Kennedy (1971, Table 2.6), for 
comparable periods , is accounted for by our 
inclusion of the 'Malting and Brew ing ' industry 
and by the use of more updated f igures. 

TABLE 7.4 

% 

5.59 .44 .52 I 
2. 16 I . 17 . 76 

3.60 0.56 .57 

4.96 0.81 .68 
! ! 

3.76 0.67 .63 I 
Source: Census of 
I ndustr i a I Production I 
1973, Irish Statistica i 
Bui let in, June 1976, -· 
Table 6, p. 179 . 

Ave rage An nua l Growt h Ra t es of the Manu f ac t ur i ng 

Iii 

Sector , vari ou s s ub-periods, 1953-73 ll!I 

---- ------ --------- ------- ---------- -, 
Period 

I I 2 3 4 

Output Employment Output pe r Ve rdoorn 
Worke r Elast ic it y 

3 f I I % % % 
' 

1---------+----'-------'----'-----+------'----+---------1 
1953-59 

1959-66 

1966-73 

2.28 

6. 29 

6.76 

0. 18 

2. 75 

2.18 

2. 10 0.92 

3.44 0.55 

4.48 0.66 I 
11 

1--------+----------------·----+-------+---------t 
j 

11 

11 

1953-73 5.24 I. 77 3.40 0.65 I I 1--______ ;__ ______________ ...;.._ ______ .;__, ______ .... 

Sources: Census of Industrial Production 1953 in Irish Trade 1 

Journal and Statist ical Bullet in,( J uhe 1956); CGn sus I 
of lndusfr ic l Production 1959 and 1966, i r isn S-t-atisti c2I 
Bu II et in <November 1961, and September 196 / respect i '1e I /f; 
Census of Industrial Production, 1973 in lrls~ Stati sticc! 

11 

Bui letin (June 1976 ) . 
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also be observed from Table 7.3 t8at the range of values 

obtained for the simple Verdoorn elasticity, for successive 

sub-periods , is smaller for the Transportable Goods sector 
(0.52 to 0.76) than for 'All Industries' <0.44 to 1.17). 

Something significant in this is that the range of estimates 
obtained for the Transportable Goods industries are closer to 

the va I ues specified by Verdoorn than l f the 'A I I Industries' 
specification is used. The overal I impression, however, formed 
by examining Kennedy's data, Table 7.2, is sti I I confirmed by 
our results. Namely, that despite the positive association between 
the growth of industrial output and productivity, which is 
found throughout the values of the simple Verdoorn elasticity 
are often outside and generally higher than the ones stipulated 
in Verdoorn's (1949) article. Thus, the first possibi I ity 
we set out to explore has not improved the results, considerably, 
in favour of Verdoorn's elasticity ratio and we now turn to 
examine the Verdoorn effect as a statistical association between 
the growth of additional manufacturing output and additional 
productivity subject to a positive constant .* 

As with Kaldor (1966), the primary method employed by Kennedy 
(1971) to examine the statisti cal association between the growth 
of manufacturing output a nd productivity is cross-section regression 
analysis. The pair of observations used by Kennedy are average 
annual growth rates of manufacturing output, as the exogenous 
variable, and productivity or empl oyment , as the endogenous 

* It may be recalled, p.7-5 , that Verdoorn used also regression 
analysis as the alternative me t hod to his simple eJasticity 
ratio when examining the association between the growth of 
industrial output (Q) and product ivity (P). What prompted 
Verdoorn, however, to use the results obtained from the t wo 
methods i nterchangeably was that the intercept of his 
regression estimate of Pon Q was neg I igible. It is the 
subsequent investigators, including Kaldor (1966, p. 11) 
and Kennedy (1971, p. 47), rather than Verdoorn himself 
who paid attention to the possibi I ity of a positive intercept 
and had carefu I I y specified the Verdoorn effect as the 
regression coefficient of Pon Q or Eon Q rather than as 
a simple productivity/output ratio. 

II 

!I 

111 

111 
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vari ab les . The difference between the Kennedy and Kaldor 
s t udies i s , in th i s respect , that t he f ormer employs data drawn 
from i ndivi dua l manu f acturing industri es of a s i ngle country , 
Ire land , while the latter uses data for entire manufacturing 
sector s of va r ious countries. The fo l lowing table 7 . 5, 
summa r ises t he ma i n regression results presented by Kennedy on 
the associati on between t he growth of output (Q) and productivity 
per man-hour (P* ) for the post-war years . 

TABLE 7 . 5 

Summa r y of Regressi on Results : Irish Manufacturing 

Industries, 1953- 168 

P* =a + bQ 

Peri od a b r No . of Obse rvations 

1953- 1 59 0 . 87 1 0 .423 0 . 737 44 
(0 .0599 ) 

1953- 1 66 1.072 0.413 o. 750 43 
<0.0568 ) 

1953- 168 I . 2 19 0.437 0. 775 44 
(0 .0550 ) 

1959- 1 68 1.540 0 . 431 0. 706 44 
(0,0667) 

(Standard errors i n parentheses) 

Where Q and P* are the ave rage annu a I (compou nd) growt h rate s for 
manufacturing out put and outp ut per ma n-hour respect ive ly . 

Source : Ken ned y ( 197 1 ), Ch. 4 pp. 90-105, 
and Ch . 7 pp . 223-240. 

The consistency of these resul t s, and parti cu lar ly of the 
reg ression coefficient , are, in t he context of wha t we have 
already said, quite impressive. Given the diversity of the 
Irish industrial structure and the changes it has undergone 
between 1953-'68, the stabi I ity observed in the association between 
the additional growth of manufacturing output and output per man·-hour 

111 

111 
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is also noteworthy. Besides the relative stabi I i ty and values 
of t he r egress ion coefficients , which fa l I with i n t he range 
specifi ed by Verdoor n, the i ntercept of the r egression unti I 
the mid dle of the 1960s (1953- 166) was relatively smal I. It 
may be recalled thatsuch a value , approximately one pe r cent 
per annum , of the regression constant was also found by Kaldor 
(1 966) for a similar sub-period , viz ., 1953-1964 , using manufactur i ng 
data for 12 countries. * Yet , it is also true that when Kennedy , 
Table 7.5 , divided the 1953- 168 period into two consecutive 
s ub-periods and re-estimated the regressions he found that the 
value of the intercept was , almost , twice as high for the 
recent , i.e . , 1959-'68 years than for the earlier , i.e ., 1953- 1 59 
sub-period . It remains to be s een in the next section whether 
this shift in the intercept was then a temporary 
phenomenon or whether it can be observed for the post-1968 
period . A comparison of the regression estimates, given above , 
wi th the results obta i ned for the si mple Ve rdoorn elast ici ty 
(Tables 7 .2 - 7 .4 ) high I ights a wea kness of Verdoorn ' s simple 
e last ic ity concept . That is, that i t i s possi b le to obtai n 
stati s t ical ly sa t isfacto ry re s u lts on t he assoc iati on bet ween 
the growth of industrial output and labou r prod uct ivi t y which 
are not appa rent when conside r ing t he values of the simp le 
elasticity ra t ios . The reason for th is is t hat the Verdoor n 
effect is an association between the additional growt h of output 
and productivity subject to 'an autonomous' constant. This 
constant, which presumab ly reflects an 'unexp la i ned' port ion of 
prod uctivi1y gai ns common to al I industries, when it is high or 
changing between sub-period, is not adequate ly ref lect ed by an 
aggregative ratio of productivity increases on outout changes . Thus, 
it can happen for the simple Verdoorn elasticity to show 
significant variabi I ity from one sub - period to the next, viz., 
Table 7.4, when in fact the association between the additional 
growth of output a nd prod ucti vi t y , as r e fl ected by the regress ion 

* The indi v id ua l count r ies and regres s ion est imates of Kaldor' s 
samp le is found in Table 2, p. 12, of his Inaug ural Lecture ( 1966). 
The indiv idua l industries and a s soc ia+ed growt h ra t es used by 
Ke nnedy are found in Tab le 4.3, pp. 96-97, i n his Product ivi 7y 
an d In dustr ia l Growt h (1971 ). 

'I 
I 
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coeffi c ie nt , rema i ns stable . 

There i s I itt le support for Wolfe's (1968) a priori fear that 
the stati st i cal as soc iat ion bet wee n the growth of outpu t 

and product ivity cou ld on ly be s usta ined by dubious inter-country 
comparisons . Of cou r se , there is sti I I the possibi I ity, to be 
examined in the next sect ion , that extremities of data , or 
a smal I nu mber of observations , may have been the reason for 
the associat ion observed. In relation to Irish planning these 
results a r e contrary to the assumption, found in the methodology 
of t he plans , that industrial productivity and employment 
ga i ns from a given growth of output are random or anarc h ical . 

Outside the static concept of employment as the difference 
between output and productivity rates the two, i . e. , 

i ndustrial productivity and employment , are found complementary 
and I inked to the growth of output. Finally , productivity 
gains , as measured in relation to total industrial output , 

have been i nc r ea si ng rather than decreasing since the middle 
of the las t deca de - a n effect oppos i te to t he one 

expected i n recent pla nni ng doc ume nt s .* 

* An example of this is the projection of ind ustrial productivity 
. and employment growth for 1977-1980 in the gree n paper 

Economic a nd Socia l Deve lopment, 1976- 1980, Prl . .5758, 1976. 
In that document, Table 13, p. 33, the ratio of the average 
growth of industrial productivity to the average growth of 
industrial output is set at 0.44 for the years 1977-1980, 
or that given the overa l I growt h of indust ri al outpu t Ci .e., 
of manufacturing, construction, pub I ic uti I ities and mining) 
more fhan half wi I I be accounted by gains in employment . 
Est imates for the decade up to 1974, Table 7.3 in this chapter, 
indicate that the ratio of productivity growth to industrial 
output was almcst twice as high as the predicted one and may 
have increased growth since the 1974 economic recession. While 
the authors of the green paper did not examine the empirical 
association between the growth of industrial output and productivity, 
or make exp I icit their assumptions, they were .sti I I satisfied 
that the desired growth of employment would be effected 
by a paper procedure of suppressing the productiv ity coefficient 
of the expected output growth. 
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7.2 FURTHER RESULTS ON THE VERDOORN EFFECT, 1953- 174 

7.2. I 

One purpose of this section is to update Kennedy's work on the 

Verdoorn effect by extending the period considered from 1953- 168 

to 1953- 174. A more immediate aim is to examine the post 1966 

evidence in its own right. The results of such an examination 

are not only of relevance to our work on Ireland but they impinge 

on the recent debate on Verdoorn relationships. Kaldor (1975) 

pointed out that in their extension of his work Cripps and 

Tari ing (1973) found that for 1965- 1 70 the Verdoorn effect 

ceased to be observed for cross-country data drawn from a 

sample of advanced capitalist economies. In the I ight of the 

same evidence Cripps and Tari ing (1973, p. 29), having noted 

the recent instabi I ity of Verdoorn's propositions with 

cross-country data, asked for an examination of the same 

phenomenon at a disaggregated level. The purpose here is 

to test the Verdoorn effect for the post 1966 period using 

observations drawn from up to 44 Irish manufacturing industries. 

Finally, an important outcome of the recent interchange between 

Rowthorn and Kaldor was an appreciation of the inordinate effect 

that a single country's observations may ha ve on a cross-country 

regression analysis. The same problem may be equally present 

in a cross-industry anal ysi s, for a given country, where a 

single industry or a smal I group of industries in the sample may 

affect disproportionately the overal I regressio n estimates. 

This and the al I ied problem of industries susceptible to 

measuremen~ inadequacies is also explored in this section . 

Data Sources and Procedures* 

As with Verdoorn (1949), Kaldor (1966), and Kennedy C 1971) 

the data used here is drawn from the manufacturing .sector to 

estimate, by regression analysis, the association between the 

* Appendix C deals in greater detai I with the same topic and 
contains also some of the principal tables, data sheets and 
other regressions not found in this section . 
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additional growth of industrial output and productivity (or 
employment). The main source is the Irish Census of Industrial 
Production, pub I ished annually, and the information was complemented 
for more recent years, e.g., 1974, by evidence from the 
Quarterly Industrial Production Inquiries . All data, for the 
42 manufacturing industries, are given as average annual 
(compound) growth rates and the series, both by source and 
method of calculation, are fully comparable with Kennedy's study . 
The base year, 1953, coincides with the beginning of the 
official classification of manufacturing output and productivity 
series now in use and the terminal year (1974) is the 
most recent year for which the necessary data was available. 
An additional reason for the choice of 1974 as the terminal 
date is that it is the last year before the effects (in terms 
of fa! I ing industrial output and employment) of the world 
economic recession were reflected in Ireland . Within this, 
two other sub-periods were examined, one to reflect the 
duration of planning in Ireland, 1959- 1 72, and the other, 
1966- 1 74 updates the Kennedy results whi le it makes the findings 
of interest to the Cripps and Tari ing's (1973) study on the 
behaviour of the Verdoorn effect for recent years. 

There is a choice of working wi th either numbers emp loyed or 
man-hours and al I the ordinary least square regressions were 
estimated by both methods. Thu s , in principle, for each 
s ub-period and set of data four regression estimates are 
ava i I ab I e: · 

( i ) p a + bQ 
0 with b > 

( i i ) P* = a + bQ 

or 

( i i i ) E C + dQ 
0 < d < I 

( i V) E* C + dQ 

Where Q, P, P* , E and E* are the average annual growth rates 
for manufacturing output, output per worker, output per man -hour , 
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numbe rs employed and total man-hours respectively. (The 

indi vidual growth rates for each one of the 42 Irish manufacturing 

industries can be found, for example, in Table 7.6 · in the 

text). 

The results obtained, though similar, are usually presented in 

thi s section in terms of output per man-hour, rather than 

output per worker, a measure which takes into account factors, 

e.g., changes in part-time or over-time working, not 

adequately reflected by the 'numbers employed' concept. In 

al I, the statistical methods used are, in the main, the ones 

fol lowed by other investigators, including the critics of 

Verdoorn's propositions, while the sources and choice of manufacturing 

industries enables a direct comparison between our results and 

those obtained by Kennedy (1971 ). 

The 1953- 174 Period 

A pre I iminary scrutiny of the data , Table 7.6, yields some 

int~resting observations. A feature that is immediately 

apparent is the pronounced di ve rsity in output, employment and 

productivity experience of individual industries . With one 

exception, the manufacture of rai I road equipment (industry 44), 

the growth of output was invariably positive and this was 

the case fo r productivity for 39 out of the 42 manufacturing 

industries . Employmen t , however, shows marked changes in 

performance particularly between high and low growth industries. 

If one takes the top one third of industries, ranked by 

output growth, both productivity and emp loyment rates we re 

positive. At the other end of the table , (bottom 14 industries) 

ten of the fourteen industri es experienced, on average, a 

decli ne i n employment with only one industry, rai ]road 

equipment, registering a decline in productivity. Moreover, 

for t he large majority (9 out of 13) of these low growth industries 

output per worker exceeded the growth of ou t put. Comparisons 

across columns reveals an equally discernible pattern. If one 

takes the top one third of industries - which by definition 
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Industry . 
cras s if icat ,on 

Vo lume of 
Output Emp I oyment I 

' 
Manhou r s 

Outpu t per 
Employee 

Output pei 
Ma nhour 

35 
42 
47 
33 

5 
21 
22 

'38/39 
25 
40 
13 
17 
41 
29 
37 
'6 
20 
24 .3 
43 
7 

45 
34 
19 
50 
26 
'27/28 
24.2 
46 
16 
31 
4 

32 
8 

36 
24.4 
12 
23 
24.l 
18 
10/11 
9 

44 

14.25 
11.489 
11. 224 
9 . 34 
8.958 
8 . 888 
8 . 713 
8.614 
8.571 
8.380 
7 . 828 
7 . 667 
7.656 
7 . 065 
7 . 030 
5.713 
4,863 
4.853 
4.848 
4.283 
4.255 
4. 101 
4 . 048 
3 . 3 13 
3.07 1 
3.007 
2.825 
2. 657 
2 . 608 
2 . 045 
1. 904 
1. 899 
I. 781 
I. 731 
I. 598 
1.412 
I. 394 
I. 164 
.834 
.748 
.555 

-4.312 

6.662 
7 . 5 18 
5.68 1 
4 . 408 
6.683 
2.584 

-1 .256 
3.669 
4. 153 
4. 177 
7 . 106 
I . 713 
4.915 
1.877 
4. 213 
3.394 
-.183 

.524 
5.359 
2.015 
2 . 979 
I. 134 
.047 

1. 096 
- . 457 

. 218 
1.248 
2 . 98 
-. 108 
- . 856 
I . 325 
1. 026 
-.509 

. 066 
-1.113 

.072 
-1.409 
-.407 
-.732 
-.552 
-.607 

-2.551 

6 .49 1 
6.873 
5.251 
4 . 130 
6.379 
2 . 250 

.656 
3.334 
3.840 
3.922 
6 . 608 
I . 894 
4.309 
I . 523 
3 . 355 
3. 116 
-.717 

.102 
5.014 
1.540 
2.106 
I . 102 
-.625 

. 91 1 
- . 92:i 
- . 158 

.864 
3.7 50 

. 070 
-I . 290 

. 907 

. 131 
-. 546 ' 

. 250 
-I. 745 
-.407 

-2. 124 
-. 89 1 
-.707 

-I .301 
-I .064 
-3. 139 

<J, 

7 . 113 
3. 693 
5 . 246 
4.724 
2. 132 
6. 146 
7.365 
4.769 
4 .241 
4 . 035 

. 674 
5.854 
2.612 
5.093 
2 . 704 
2.243 
5.055 
4.307 
-.485 
2.223 
I .239 
2.934 
3.998 
2 . 193 
3.544 
2 . 783 
I .558 
-. 3 14 
2 . 719 
2 . 926 

.572 

.864 
2.30 1 
1. 664 
2.742 
1.339 

· 2 .843 
1.577 
I .577 
1.307 
1.169 

-1.808 

a 
p 

7.285 
4. 320 
5.675 
5.003 
2 . 424 
6 . ~93 
8.005 
5.102 
4.556 
·4 . 290 
I. 145 
5.666 
·3.208 
5 . 459 
3 . 556 
2.518 
5.621 
4.746 
-. 158 
2.702 
2.104 
2.966 
4 . 702 
2 . 38 1 
4 .033 
3 . 170 
I .944 

-1. 054 
2 . 537 
3 . 379 

. 989 
I. 765 
2. 34 
I .477 
3.402 
I .826 
3.593 
2.072 
I .552 
2.076 
1.638 

-1.21 

~ ------..:..'------~-----~~------!.-------~--...:.,_----l 

Source: 

-

Census of Industrial Production 
Reports and Quarterly Industrial 
Production Enquiry. For detai Is, 
includi·ng the names of the individual 
industries together wi th the ir CIP 
classification, see Ap pe ndi x C. 
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comprises the fourteen industries arranged by output decrease -
e leven of these industries appear also in the top fourteen 

ind us t ri es ranked by productivity growth. Similarly , at the 
bottom of the tab le, the last one third of industries, 

nine out of the fourteen industries are also the lowest in 
terms of productivity gains. Thus , one could state, broadly, 
that high growth industries, ranked according to output, are 

also associated with high productivity increases and low 
growth industries are characterised by relatively low productivity 
gains. The last observation, concerning the output and 
productivity pattern between high and low growth industries, is 
also confirmed by Kennedy's data relating to 43 Irish manufacturing 
industries for the 1953- 1 68 period.* However, something 
striking about Table 7.6 is that there seems to be a positive 

lower I imit, or 'floor', for productivity gains even where 
output growth is below this rate and as a result employment 
is declining . If there were a one to one relationship between 
the growth of output and labour productivity , for indiv idual 
i ndustries, then the distribution of t he latter would be a 

mirro r image of the f ormer bu t on a smaller scale. For low 
growth ind ustri e s , howeve r , employment f al Is sig nif ica ntl y 

so that proporti onately the ratio of productivity growth 
t o out put growt h is mu ch hi gher for low growth th an for hig h 
growth industries . This is where Kal do r ' s insistence that the 
Verdoorn e f fect, where it obtains, is an inter-industry 

phenomenon, i nvolvi ng ex t e rna l eco nomi es of scale , a nd that 
i t can not be in t erp reted in the narrow sense, as an intra
in dustry proposition, is worthy of note.** The misunderstanding 

* 

** 

cf. Productivity and Industrial Growth (1971 ), p. 99. Kennedy 
found that of the top quarter of industries in his samp le "8 
of the top I I are in the top I I as r anked by growt h of ou t put 
per man-hour, while at the ot her end of t he scale, 6 of the 
bottom I I as ranked by output growth are in the bottom I I as 
ranked by output per man-hour''. Reddaway (1969), however, 
while updating Salter's results for British manufacturlng industries, 
1954- 1 63, found that, pp. 206-208, the rule worked we! I "for 
industries which showed the biggest rises in output also showed 
the biggest rises for output per head" but not for slow growth 
industries ranked by output growth. 

See for example, Kaldor's 'Reply' to Wolfe, Economi ca (November 1963) 
and his 'Commen t' on Rowthorn's artic le, The Econo~ic Journcl 
<December 1975). 



7-29 

by Wolfe (1968) was that he interpreted the Verdoorn effect 

as necessitating a positive associatlon between the growth of 

manuf acturing output and producti vity (or employme nt) for 

every indust ry in the sample. This, as the regressions generated 

from Irish manufacturing data wi I I show, is not a necessary 

condition for it is possible to obtain a strong association 

between the growth of manufacturing output and employment, 

i n toto , irrespective of whether such an association is observable 

for every industry in the sample . 

The first set of regression estimates for the entire period, 

1953- 1 74, using the data for the forty-two industries as given 

in Table 7 . 6 are : 

( i ) E* = -I . 32 + 0 . 590 r = 0.84 
(0. 37) <0 . 06) 

( i i ) P* I . 38 + 0 .380 r = o. 70 
(0. 37) (0.06) 

( i i i ) E = - 0.94 + 0.590 r = 0.84 
(0 , 36) (0 .06) 

( i V) p 0 . 98 + 0.380 r = 0.72 
(0.36 ) (0 . 06) 

(Standard errors in parentheses) 

Whe re 0, E~, P*, E and Pare the average annual growth rates of 
manufacturing ou t put, man-hours, output pe r man-hour, employment 
and outp ut per worker respectivel·y. It may also be observed 
that th e regression coefficients add up t o slight ly less than 
unity because, as with Kennedy's study, ann ual compound growth 
rates were used for estimating changes in output and labour input . 

The results are satisfactory. The correlation coefficients are 

relatively high and the regression coefficients carry the expected 

sign and are highly significant. The Verdoorn coefficient , 

obtained by regressing productiv ity on the growth of output, 

remains unaltered, 0.38, whether we use output per wo rker (P) 
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or output per man- hour (P* ) as the dependent variable. The 

value of the Verdoorn coefficient , 0.38 , i s a I ittle lower than 

the original specification by Verdoorn - whi ch was st ipulated 

in the range of 0.41 to 0.57.* · More s ign ificant than this is 

the si ze of the constant, in the regressions of P* on Q, 
whi ch i s much higher than the value found by Verdoorn (1949). 

These regression estimates, particularly P* on Q, can be compared 

directly wi th the results obtained by Ke nnedy (summarised in 

Table 7.5) fof t he periodsl953- ~66 and 1953- 1 68. It can be 

seen that the regression coefficient is marginally higher in 

Kennedy's estimates (0.41 for 1953- 166 and 0 .44 for 1953-'68) but 

the value of his constants are lower (I . 07 and I .22 respectively) . 

Such smal I differences, however, are not statistically s ignificant 

and do not pr ovide strong grounds for expressing a preference 

for one set of the results rather than the other . Th i s , 

i n itself, is not very surprising given the overlap that exists 

between Kennedy's period, 1953- 1 68, an d the one used here, 1953- 1 74. 

The more cr iti cal test, whether differences do exist in 

estimating the Verdoorn effect , wi I I arise when we compare the 

results obtained for the post 1966 era wi th the sub-period s 

preceding it . 

The next stage was to re-estimate the regres sion equations in an 

attempt to t ake into account two f urt her possibi I ities revived in 

the recent debate on the Verdoorn effect. The first is the case 

where a single or a smal I number of extreme obse r vations, in the data , 

affect disproportionately the overal I regression estimates. The 

essence of this criticism, which ea~ be traced to Rowthorn's (1975) 

article, was that the inclusion of a single country, viz., Japan, 

by Ka ldor (1966) and Cripps and Tari ing (1973) in their sample 

of t welve countries affected, unduly, some of the results in favour 

* Given the size of the standard error associated with the 
estimated coefficient in the regressions P or P* on Q, 
it is clear that Verdoorn's hypo thesis, on the value of 
the regression coefficient, is not contradicted by these 
results . 
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of Verdoorn. Since we have already dealt with Kaldor's (1975) 

reply on this matter let us consider the relevance of this point 

f or cross-industry comparisons of a single country - namely 

the Irish case. An inspection of the Irish manufacturing data, 

Table 7.6, would indicate that no single high growth industry 

can be set aside, from the other forty-one observations, on 

Rowthorn's criterion of extremity. What is observable is a 

gradiation of the growth pattern of industries even though 

the range, in terms of output growth, between the highest and 

lowest industries is considerable. There is also a conceptual 

problem concerning the procedure of excluding individual 

industries, in testing Verdoorn's propositions, at the level 

of a single country. The merit of attempting to isolate and 

exclude individual economies in a relatively smal I cross-country 

sample was based partly on the premise that Japan's economic 

experience was essentially different from that of other 

countries.* Yet at the single country level some of the factors 

that Rowthorn thought of importance , e . g ., overal I avai labi I ity 

of labour and socio-economic institutions, are shared by ai I 

industries. In the absence of evidence to the contrary, i.e., 

specific reasons for omitting particular industries from the 

manufacturing sector, it does not appear very prudent to 

excl~de industries for no other reason than to generate 'new' 

regression estimates. Thus, the re-estimating of the Verdoorn 

effect , below , by omitting a group of six high growth industries 

was undertaken more in the spirit of a concession to the critics' 

curiosity rather than of a conviction that such a procedure is 

entirely permissible . 

There is, however, an al I ied case, high I ighted ~lso by Kennedy 

(1971 ), that is worth in ves tigating. It is known that the 

* et. R.E. Rowthorn "l'lhat Remains of Kaldor 1 s La w", The Economic 
Journal (Ma rc h 1975) and "A Reply to Lord Kaldor's Comment", 
The Economic Journal (December 1975). 
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estimated values, concerning output and productivity, for a 

smal I group of industries within the Irish manufacturing sector 

a r e statistically unreliable. Kennedy has iso la ted four such 

cases , ship and boat bui I ding, miscellaneous foods, 

other vehicles and rai I road equipment , where measurement 

problems are thought to be particularly acute.* None of these 

industries , incidentally , are to be found within the high 

growth industries ranked by output increases. In this case, 

since it was known a priori that the observations obtained 

were unreliable , it was decided to exclude them and re-estimate 

al I the regression equations. 

Table 7 . 7 presents the results of our attempt to account for 

these two possibi I ities, i.e., 'extremities of data' and 'deviant 

industries', in the regression estimates. First, the top 

six high growth industries,(nos . 35, 42, 47, 33 , 5 and 21 in 

Table 7 .6 ) were excluded to see whether the regression 

estimates generated by the remaining thirty-six industries 

were unduly spoi It . Second , we omitted those i ndustries made 

unreliabl e by measurement difficulties (nos. 13, 43, 46, and 

44) i n t wo stages. The first stage was to omit the manufacture 

of rai I road equipment, no. 44, not en ly as a deviant industry but 

a lso as the only industry that registered a decline in the 

volume of output in the manufacturing sector. ** The second stage 

was to exc lude industry 44, rai I road equipment, along with the 

other three industries (nos. 13. 43, and 46) singled out by 

Kennedy . 

We wi I I confine our comment here to a brief comparison of the 

r e- esti mated regressions, by s pli t t ing the data , with t he res u l t s 

obtained for al I manufactur i ng industries . The correlati on 

* 
** 

c f. Produc t ivity and Indu s tri a l Growth ( 1971 ), pp. 90-101. 

As Verdoorn ' s proposition s are usua ll y exp res sed in t e r ms of 
the positive association between the growth of manufacturing 
outpu t and product ivity and give n t hat t he 'volume of 
output ' for rai I road equipment was declin i ng throughout the 
1953- 1 74 period this was deemed an additiona l reason for its 
exclusion, irrespective of measurement difficulties. 
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Summary of Regression Results : Irish Manufacturing 

Industries , 1953-74 

Industry Group 

I. Top Six Growth Industries 
Omitted 

2 . Rai I road Equipment 
(No . 44) Omitted 

3. Four Industries 
( Nos . I 3, 43 , 46, 44) 
Omitted 

4 . Al I Industries, 
<None-Orn i'tted} 

5 . Top Si x Growt h Indust ri es 
Omitted 

6 . Ra i I road Eq ui pme nt 
(No .44) Omi t ted 

7. Four Ind ustries 
(Nos . 13 , 43, 46, 44 ) 
Omitted 

8 . Al I Ind ust r ies, 
(None-Omi t ted) 

P* =a + bQ 

a b r 

I. 31 0.41 0.64 
C0.41) (0,08) 

I .49 0.36 0.65 
C0.41) (0,07) 

I. 76 0.36 0 . 75 
co. 32) (0. 05) 

I .38 0.38 o. 70 
(0. 37) CO .06) 

E* = C + dQ 

C d r 

-1 .27 0.57 0 . 76 
C0 . 41) (0 .08) 

- I . 4 1 0 . 61 0 .82 
C0 . 4 1) (0 ,07) 

-1.68 0 .60 0. 89 
(0.32) (0 . 05) 

-1.32 0 . 59 0 .84 
(0.37 ) (0 . 06 ) 

(Standard e rror s in pa ren t heses) 

Source : Table 7.6 

No . of 
Observations 

36 

41 

38 

42 

No . of 
Observations 

36 

41 

38 

42 

Where Q, P* and E* are th e average annua l growth rates of manufa ct uring 
ou t put , output per man-hour and tota l man-hours respective ly. Further 
regression estimates using productivity pe r wo r ker (P) or numbers 
emp loyed (E) as the endogenous variab les are g iven i n Appendix C 
Tab le C3. 



coefficients obtained by the exclusion of the six high 

growth industries, first and fifth row of Table 7.7. though 
r educed in comparison to the values for al I industries, 
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rows 4 and 8, are sti I I not low. This is particularly the 
case for the correlation between E* and Q whose value declined 
from 0.84 to 0.76 when the six industries were excluded. 

Furthermore, the effect of omitting the same six industries 
on the constants and coefficient of the two regressions, 
rows and 5 , was smal I and working in Verdoorn's favour. 
That is, the new regression coefficients for the thirty-six 
industries are just within the 0.41 to 0.57 I imits stipulated 
by Verdoorn while for al I industries (forty-two observations) 
they were marginally outside. Overal I, the exclusion 
of the six high growth industries, which ha s been used as 
a proxy for 'extreme data observations', had maintained or 
improved the results in a way that would not be anticipated 
by Rowthorn's point. 

The two-step exclusion Crows 2, 3, 6 and 7) of the four 

indu~tries, with known measurement problems, again did not 
affect ad versely the corre lation or regression coefficients 
but left the constants somewhat higher. On the contrary , the 
values of the correlation coefficients , I ines 3 and 7, 
increased moderatel y, to 0 . 75 and 0 .89 respectivel y, when 
the four 'dev ia nt' industr ies were omitted . It is interesting 
to note that the exclus ion of t hese indus t ries by Ke nned y, 
simil a rly t mp roved the results for the su b- pe riod 1953- '68 .* 

In ge nera l , a st riking fea t ure of the exerc i se i s the 
sta b i I i t y of t he reg ress ion coef f ici ent i n Verdoo r n re lat ions h ips 
both bef ore a nd af t er t he t wo pos sibi I it ies ('data i nadequac ies' 
and 'extreme observati ons') had been examined. A poin t reinforced 
by these new results is that the values of the regression constants 

* See, for example, Kennedy, Productivity and Industrial 
Growth, ( 1971 ), p . 98. 
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are higher, yet statistically satisfactory, than the estimates 
obtai ned by other investigators on cross-country comparisons . 
The comparatively high values for the constants was already 
evident, in the Irish manufacturing sector, from the 
regression estimates for the two sub-periodi ~953-'59 and 1959-
168 in Table 7.5. This matter wi I I be examined further for 
the 1966- 1 74 period in the next section. 

7 .3 VERDOORN RELATIONSHIPS AND RECENT SUB-PERIODS 

In this section we examine briefly the association between 
movements in manufacturing output and productivity, or employment, 
for the 1959- 172 and 1966- 1 74 sub-periods. It was decided, 
to estimate, inter al ia, the Verdoorn associations for the 
1959- 1 72 sub-period for it coincided with the duration of the 
three Irish plans. Such results are of some interest in 
their own right , i . e ., as a recent test of Verdoorn type 
relationships, and also because they refer to a period 1959- 1 72 
for which Irish planners had asserted that they could not 
discern any association between the growth of manufacturing 
output and productivity .* In addition the regression 
equations were re-estimated for the period since 1966 on 
two grounds . The 1966- 1 74 evidence, together with the 
estimates already presented for 1953- 1 74, complements and 

* In this respect, Irish p I anners can take I i tt I e comfort 
from Rowthor n ' s critique of Verdoorn relationships. 
Irrespective of the va li dity of Rowthorn's views that 
a uthor attempted to demonstrate that under certain 
specified conditions produc ti vi t y gai ns , and the diffus ion 
of technology, were the dom inant inf luences on the 
growth of industrial output. On the contrary, as we 
have seen in Chapte rs 5 and 6, Irish p I anners asserted, 
without producing any evidence, that they coufd not find 
a I ink between the sectoral growth of industrial output 
and productivity and that their estimates were based 'on 
feel rather than on objective data ' (The Second Prog ramme, 
Part 11, p. 318). This is a totally agnostic stance 
that fol lows neither Rowthorn nor the Verdoorn / Kaldor 
position on these relationships. 

I 

I 

I 

I 

[ , 
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updates Kennedy's pioneering study in this field with the use of 
Irish manufacturing data. As it has been pointed out earlier 
both the sources and method of estimation make our results 
directly comparable to the ones obtained by Kennedy (1971 ). 

There is, however, a wider issue at stake. This is simply 

that cross-country comparisons, e.g., Cripps and Tari ing (1973), 
have demonstrated that since the middle of the 1960s some 
basic propositions by Verdoorn have not been borne out by 

an examination of recent sub-periods.* It would be of interest, 
as Cripps and Tari ing have suggested, to examine whether the 

observed weakness of Verdoorn propositions, for recent sub
periods, is reflected in investigations carried out at a more 
disaggregated level. Since the sources and procedures used 

have already been described it is intended that only one set 
of results wi I I be presented here, and comment I imited to 

the overal I pattern of associations observed.** Table 7.8 
overleaf presents the estimates of the complementary regressions 
P* on Q and E* on Q for the two sub-periods. 

It can be seen that the regression results are statistically 

satisfactory and generally in accordance with prior expectations. 
The constants and the regression coefficients carry the 
postulated signs and their associated standard errors are 

relatively low. In addition the values of the regression 
coefficients are, with the exception of I ine 2, closely 
clustered for each set of regressions. The value of the coefficient 

* 

** 

For a discussion of the possible reasons for the observed 
discontinuity of Verdoorn associations, using cross-country 
data, during 1965-'70, see "Interpretations of the empirical 
results", pp. 31-35, in Cripps and Tari ing's Growth in 
Advanced Capita list Economies, 1950- 1 70 (Cambridge University 
Press, 1973). 

The relevant data sheets and remainder of the results are 
given in Appendix C, Tables Cl, C2 and C4. 
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.TABLE7.8 

Summa rt of Regression Results : Irish Manufacturing 

Industries, 1959-72 and 1966-74 

P* = a + bQ 
No. of 

Industry Group a b r Sub-Period Observations 

Al I Industries I. 52 0 . 37 0 .60 1959-72 42 
(0. 55) (0 .08) 

Four Industries 2 . 28 0.31 0 .56 1959-72 38 
(Nos . 13 , 43, 46, 44) (0 . 53) (0.08) 
Omitted 

Al I Industries I .83 0.39 0 . 63 1966-74 43 
C0.51) (0 ,08) 

Four Industries 2.16 0 .37 0 .62 1966-74 39 
CNos. 13 , 43, 46, 44) CO . 52) (0.08) 
Omitted 

E* = C + dQ 
No. of 

C d r Sub- Period Observat ions 

Al I Ind ustries -1.43 0.60 0.77 1959-72 42 
(0.54) (0.08) 

Four Industries -2. 13 0.66 0 .83 1959-72 38 
(Nos. 13, 43, 46, 44) (0, 52) (0 .07) 

· Omitted 

Al I Industries -I. 73 0.58 0.78 1966-74 43 
CO. 49) (0.07) 

Four Industries -2.05 0.60 0.79 1966-74 39 
(Nos. 13, 43, 46, 44) CO. 50) (0. 07) 
Omitted 

(Standard errors in parentheses) 

Where Q and P* and E* are the average annual growth rates of manufacturing 
output, output per man-hour and total man-hours respectively. 

Sources: Census of Industrial Production and Quarterly 
Industrial Production Inquiries. The tables 
compiled from these sources, on individual 
industries, are given as Cl and C2 in 
Appendix C. 

I 
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of P* on Q is close to 0.40 while that for E* on Q is near 

0.60 and both are similar to the values obtained for the 

1953- 174 sub-period (Table 7.8) . Yet such similar ities , 

though important, do not make these estimates a rep I ica of 

the 1953- 1 74 resu~ts for the correlation coefficients are lower 

and the constants higher for the shorter sub-periods . An 

outstanding difference between these results and the ones 

obtained for earlier sub-periods in Ireland, or by comparison 

to cross-country investigations, would seem to be the absolute 

value of the constants.* That is, it would appear that the 

absolute values of the regression constants, of P* on Q and 

E* on Q, are greater (on occasions twice as large), than the 

ones found for earlier sub-periods . Let us briefly examine this 

point more closely. 

In cross-country investigations undertaken, e . g., Verdoorn (1949), 

the product ivity estimates usually rel ate the growth of 'output 

per worker' to the growth of manufacturing output .** If we 

fol low this procedure and use the 'output per worker' (P) 

specification, rather than the 'output per man-hour' ·cP*)) 

the re-estimated regressions, with Irish manufacturing data, 

provide constants that are not very different from the values 

obtained for cross-country studies. This can be readily seen 

* 

** 

The term 'absolute va lue' is used here in the mathematical sense 
to denote that we abstract from the sign, positive or negative, 
of the constant and consider on ly its magnitude. This simp li fies 
description , and avoids recurrent qualification, for a positive 
increffse of the constant in the regression Pon Q implies an 
inverse decrease of the constant in the complementary regression 
Eon Q and vice versa. Thus, an increase in the absolute value 
of the constant imp I ies a higher integer irrespective of whether 
it is positive or negative. 

It seems that this definition of productivity, i.e., as 'output 
per worker', is also used by Cripps and Tarl ing (1973), Appendix I, 
on 'Data sources and definitions', pp . 36-40. In the Kaldor (1966) 
study, since employment is defined , p. 12, as 'wage and sala ry 
earners adjusted for changes in week ly man-hours' then the 
productivity t erm is inf luenced by both man-hours worked and 
numbers employed. 

I/ 
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from the fol lowing two regressions on 'Al I Irish' industries,, 
42 and 43 observations respectively, for the 1959- 1 72 and 
1966- 174 sub-periods. 

P = 0.92 + 0.400 
CO .08) 

P = I • I 4 + 0 . 40Q 
(0 ,08) 

r = 0.62 

r = 0.65 

Where Q and Pare the average annual growth rates for manufacturing 
output and output per worker and the periods refer to !959-'72 
and 1966- 1 74 respective ly. 

It may be noted that the value of the intercept is near, the 
modest, one per cent per year 'autonomous' increase in productivity 
found also by Kaldor (1966) and others for cross-country 
comparisons . This finding , however , does not dispose of the 
possibi I ity that for Irish manufacturing data (inter-industry 
comparisons) the absolute va lue of the intercept may have been 
shifting for successive or overlapping sub-periods. What is 
of importance, for such a test , is not merely the magnitude 
of the intercept but whether there is a discernible movemen t 
for different sub- pe riods . It was decided to explore this 

· further possibi I ity a nd as the f ol lowing chart, Table 7 .9, 
shows a recognisable pattern, regarding the regress ion constants, 
emerges. 

It i s difficult to dispute the moderate shifts of the constants , 
i.e., the so-called 'autonomous' increase of productivity, 
for the more recent years. This is strik ingl y evident whether we 
compare consecutive sub-pe1-iods, viz., 1953- 1 59 wi th 1959-'72 or 
1953- 1 66 with 1966- 1 74, or else contrast the values for the first 
and last sub-periods. Yet the increase in the productivity 
constan t is sti I I ob servab le for the re latively long-term 
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TA BLE 7 .9 

Summary Comparison of Regression Coefficients and Constants: 
Irish Manufacturing . Industry, 1953- 1974 

P* = a + bQ 

Period a b r No. of Observations 

I. 1953- 1 59 0.87 0 . 42 o. 74 44 
(0.06) 

2 . 1953- 1 66 I .07 0 .41 0. 75 43 
(0.06) 

3. 1953- 1 74 I . 38 0.38 o. 70 42 
C0 . 37) (0 ,06) 

4. 1959- 1 72 I. 52 0 . 37 0.60 42 
C0.55) (0.08) 

5. 1966- 1 74 1.83 0 .39 0.63 43 
C0.51) CO .08 ) 

(Standard errors in the parentheses) 

Source : For I ines I and 2 Kennedy (1971) p . 100 and p . 122; for 
I ines 3, 4 and 5, Table 7.6 (this chapter) and Tables 
Cl and C2 in Appendix C. 

overlapping periods ( I i nes 2 and 3 of Table 7.9). * This would 
suggest that the sensitiv ity of the intercept cannot be readily 
accounted for by the relati vely short time span of some of the 
sub-periods . 

In summar y, the ma j or departure has not been changes in t he 
regressi on coeff i c ients (the so-called Verdoorn e ffect ) but in 
an i nc rease of th e constan t whi ch was ev ide nt f or s ub- pe riods afte r 

* It may a lso be noted tha t by compa r i son th e regression coefficient 
is stable and within the lower I imit specified by Verdoorn. 
Moreover, the s t andard errors of the regression coefficient 
remain unaltered between the short and longer term sub-periods 
considered while the correlation between growth of manufacturing 
output and productivity is generally higher for the longer term. 
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TABLE 7.9 

Summary Comparison of Regression Coefficients and Constants: 

Irish Manufacturing Industry, 1953-1974 

P* = a + bQ 

Period a b r No. of Observations 

I • 1953- 159 0.87 0.42 0.74 44 
C0.06) 

2. 1953- 1 66 1.07 0.41 0.75 43 
C0.06) 

3. 1953- 174 I .38 0.38 0.70 42 
co. 37) C0.06) 

4 . 1959- 172 I .52 0.37 0.60 42 
C0.55) C0.08) 

5. . 1966- 1 74 1.83 0 . 39 0.63 43 
C0.51) (0.08) 

{Standard errors in the parentheses) 

Source: For I ines I and 2 Kennedy (1971) p. 100 and p. 122; for 
I ines 3, 4 and 5, Table 7.6 (this chapter) and Tables 
Cl and C2 in Appendix C. 

overlapping periods (I ines 2 and 3 of Table 7.9).* This would 
suggest that the sensitivity of the intercept cannot be readily 
accounted for by the relatively short time span of some of the 
sub-period s . 

In summary , the major departure has not been changes in the 
regression coefficients (the so-·cal led Verdoorn effect) but in 
an increase of the constant which was evident for sub-periods after 

* It may also be noted that by comparison the regression coefficient 
is stable and within the lower I imit specified by Verdoorn. 
Moreover, t he standard errors of the regression coefficient 
remain unaltered between the short and longer term sub-periods 
considered while the correlation between growth of manufacturing 
output and productivity is generally higher for the longer term . 



7-41 

1960 and more indisputably for the post 1966 years. A discussion 
on the plausible factors for the shift of the constant is by 
necessity inconclusive for, by definition, this reflects the 

effect of factors other than that of the explanatory variables 
in the equation . The other reason that makes such a search 

more an exploration in ideas is, as wi I I be presently 

made clear , that .the kind of evidence required to fol low closely 
suggested lines of inquiry is not always available. Given this 
proviso, and space I imitations, let us review some of the 
ideas canvassed for the purpose of explaining the increase 

of productivity gains , in Irish industry , as reflected by the 
rise of the constant in Verdoorn regressions. 

A promising I ine of inquiry is to I ink the observed increase of 
the productivity constant to factors that were either novel or 
else intensified during the 1960s for the Irish manufacturing 
sector . For Ire land the two outstanding factors for this 

period have been the inflow of foreign manufacturing firms and 
also the progress ive reduction of trade protection measures 
coupled with a rapid ri se in ma nufact uring exports. To this 

end it has been argued by some Irish economists that part of 
the productivity increase in the last decade had been the 

outcome of the influence of the foreign firms on the 

domestic market and of the stimulus for competitiveness accompanying 
tariff reductions. In this context, it has been suggested 

that th~ new manufacturing firms established during the 1960s 
were responsible for above average gains in labour productivity, 
due to their branch of operation and techno-managerial ski I ls, 
and that their combined contribution and i nfluence on other firms 
was a powerful inducement to productivity gains. Some evidence in 
support of this argument is avai I able from the survey of Grant
Aided Industries (1967) which shows that grant-aided firms (mainly 
foreign subsidiaries) had a higher level of output per employee 
than existing firms (mainly domestic owned). Moreover, for one 
Region (the Mid-West) Stewart (1972, 1976) showed that newly 

established foreign firms had, in genera! higher levels of output , 
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per employee than traditional domestic-owned establishments . * 
Such evi dence , however, is .h ighly speculative for , with existing 
data, one cannot separate the aggrega t e growth of industrial 
output for new (post 1966) firms as compared to already established 
(pre- 1966) firms. Furthermore, even accepting that , in general , 
t h is argument is on the right I ines it may not be sufficient to 
accoun t for the observed steady growth of ' autonomous' productivity 
in recent years . Apart from the entry and exit of firms and their 
impact on productivity growth the other factor that , partly, 
separates the early (up to 1958) from the latter post-war 
sub- periods is the I iberal isation of trade, the steady growth 
of manufacturing output and the rapid growth of industrial vis 
a vis other merchandise exports.** It has been argued that the 
progressive elimination of tariffs (including reciprocal trade 
agreements with Britain and pre paration for entry to the 
European Community) coupled with the inflow of foreign firms 
gea r ed for exports had a be ne f ic ial effect on the market by 
i ncreasing competit ion and ma king productivity changes at the 
p lant level more press i ng . Para I lel to this , within the 
manufacturing sector, the composition of output was changing 
i n f avour of new and export-oriented products (e . g. , s ynthetic 
fi bres , cons ume r durabl es a nd pre-pac ke d foodstuffs) wh ere 
economies of sca le and tec hnol ogical imp r ovements were easi e r 

* 

** 

c f. Su r vey of Grant-Aided Industry ( 1967) , Prl . I 17, Gove rn men t 
Sta tionery Off ice, and J4 Stewart, Ind ust ri a l Deve lopment of 
t he Mid- West, unpublished M. A. t hes i s for Ster I ing Uni versity, 
1972, ~nd 11Foreign Direct Investme nt and t he Eme r ge nce of a 
Dua l Economy11

, The Econom ic and Soc ia l Review, Dub I in , Ja nua ry 
1976. Stewart's main co nc lus ion was t hat the di vid e 
between foreign an d domes t ic f i r ms, ope rating i n the reg ion 
studied , wa s ' manager ia l dual ism' - that is that ove rseas 
companies generall y had bet te r access t o R. and D. faci I i t ies 
and manage rial s ki I Is than t he domesti c firms. 

For a forma l treat ment of th e eff ect of entry and ex it of 
firms on output and productiv ity assoc iati ons see Appendix 
to Chapt e r 2, pp . 62-68, K.A. Kennedy Producti vity and 
Industrial Growth ( 1971 ). 
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to exp loit . This I ine of reasoning is not contrary to those 
theori es that suggest that productivity gains are primarily 
indu ced by the growth of the market (rather than ' exogenousl y' 
gfven) and by those components of effective de~and (e . g., 
industrial exports) which do not necessitate a reduction of output 
in one I ine of production when new I ines are being promoted. * 
On an emp i r i ea I I eve I, Kenned y a1Jd Dow I i ng ( 1975) suggested that 
the growth of manufacturing output , and in particular industrial 
exports , was the catalyst for some of the recent productivity 
gains observed for Irish industry . Reddaway (1969), faced 
wi th asimilar di temma in explaining the rise in labour 
productivity for the period 1954- 1 63, as opposed to the period 
1924- 1 50 studied by Salter, stressed the interaction between 
the growth of output and labour supply constraints . For the post
war period even firms i n low growth industries, he argued , had to 
be productivity conscious because of the overal I labour shortage. 
He pointed out, p. 207 , that -

"firms in such i ndu s tries could not assume that labour 
would always be avai I able to execute such orders as they 
secured , so that they had a more direct and co~pel I ing 
interest in improving labour productivity; moreover they 
genera ll y had the financial mea ns to meet the necessary 
expenditures, because there was not the same competitive 
pressure in the product market - some of their rivals 
had switched their plant to other types of production, 
others were short of labour". 

Unfortunately, this attractive hypothesis cannot be readily 
transplanted to the Irish circumstances for even though 
unemployment was lower in the 1960s than earlier it was sti 11 
considerable (in excess of six per cent of the insured labour force) 
and labour avai labi I ity could have expanded by a reduction in 

* For a discussion on the interaction between th~ growth of 
output, industrial exports and productivity, in Irish 
circumstances, see "Exports and Economic Growth", pp. 65-80, 
in K.A. Kennedy and B.D. Dow I ing Economic Growth in Ireland 
( 1975). 
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emi gration .* 

The above discussion, on possible exp lanat ions for the progressive 
inc rease of the productivity intercept in post-war sub-periods, 
is incomplete especially in the absence of direct evidence. The 
t ask wo uld have bee n easier, for example , if data were avai I able 
on the growth of output and productivity performance of foreign 
as compared to domestic owned firms.** Even though one is 

certain that such a consistent increase in the productivity 
intercept could not be brushed aside as an 'exogenous' phenomenon 
or the result of a steady increase in the knowledge of industrial 
arts there is no way at present of disentangling the contribution 
of the other factors mentioned~ Moreover, if further research 
indicated that both the opening up of the Irish economy (via 
tariff reduction and foreign capital) and the new institutions 
in the 1960s were vehicles by wh ich further productivity 

gains were realised this wou ld not displace the role of 
the susta i ned growth of i ndustr ial output and of economies of 
scale in the process. In short, the effect of such factors 
on Ireland's manufacturing experience would be to make 

its description more inte resting and detailed rather than 
different. 

The tenor of this section may be interpreted by some that our 
results have introduced a great divide in the operation of the 
Verdoorn effect for the sub-periods before and after 1966 . This 
is rejected in favour of a less dramatic interpretation. Namely, 

* 

** 

It is interesting to note that one of the few differences 
in approach that Redda way (1969) registered in his Addendum, 
p. 207, was that he attributed "rather more importance than 
Salter did to the influence of exceptional increases in 
demand, attributable to factors other than prices - i.e., exceptionally 
large outward shifts of the demand curve, caused by rising inco~es 
or by consumers becoming famJ I iar with a new p~oduct. These help 
to make increases in output and in output per head mutua II y st i mu I atoryi'. 
In this respect, th e recent detailed study by P.N. O'Farrel I , 
Regional Industrial Development Trend in Ireland, 1960-'73 (1975) which 
updated information concerning grant-aided and foreign owned fir~s 
did not include in its survey, questions relating to the growth 
of output or productivity. 

1 1 

iii 

I 
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that the expansion of manufacturing output in recent years has 
been accompanied by an inflow of foreign firms, by reciprocal 

trade arrangements (first with Britain and then with the EEC) 
and by a rapid change in the composition of output . It is not 
only that foreign firms have been introducing the manufacture 
of new products in Ireland but that domestic owned firms have been 
affected by this and by the elimination of trade protection. 

Some have expanded and others have stagnated or even 
gone bankrupt in a relatively short period of time. As a 
result the association that held between the growth of output 
and productivity for more economically tranqui I times has been 
disturbed. It is too early to label such a 'disturbance' 
a 'fundamental change' for we do not know whether what has been 
observed about the growth of output and productivity is of 
a more permanent nature. Be that as it may the next chapter 
explores the imp! ications of the Verdoorn effect, and in 
particular the recent evidence, on employment planning. 
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Chapter 8: THE VERDOORN EFFECT AND IRISH EMPLOYMENT PROJECTIONS 

In this chapter we revert to the primary aim of the Verdoorn 
(1949) paper, namely~ the association between industrial output 
and employment in long-term planning . The opening paragraph 
of Verdoorn's famous article begins by stipulating that 

"One of the difficulties in long term planning is 
to estimate the future level of labour productivity. 
Unless this is known, one does not know the 
relation between output and employment." 

The purpose of Verdoorn's work was, then, not merely to 
demonstrate that there might be a stable association between 
movements in industrial output and productivity but to examine 
the role of such a relationship in long-term development 
planning. This issue is of particular relevance to Ireland 
which traditionally has one of the highest unemployment rates 
in Europe, combined, currently, with one of the highest 
projected growth rates of the labour force fn the European 
Economic Community.* At the more practical level, it is hoped 
that these chapters wi I I be a contribution to the required 
procedures for cross-checking the estimates of the Ir i sh 
plans , viz ., the iterative method, which invariably underestimated 
the warranted growth of industrial output and exagge rated the 
expected employme nt expans ion. 

It i s immed fat e ly obv ious tha t even when the Verd oo r n effect 
i s stable its importance for em pl oyment proj ecti ons de pe nds on 
the size an d rate of g rowth of output fo r the manufactu r ing 
secto r . Generally, the s ma l ler t he s hare of t he manuf ac t ur ing 

* cf. NESC Report No. 5 Population and Employment Projections: 
1971- 1 86 (1975), particularly pp. 33-35. The most recent study 
to argue that the official unemployment statistics in Ireland, 
the so-called "Live Register", consistently underestimate 
the extent of the problem is R.C. Geary and M. Dempsey,~ 
Study of Schemes for the Rei ief of Unemployment in Ireland, 
ESRI Broadsheet, No. 14, April 1977. 

Jr , 

11 

I 
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sector in employment then the less important such an 
exercise becomes for predict ing the overal I employment 
performance and requirements. Total job creation, in such 
c ircumstances , depends also on what happens elsewhere in 
the economy, e.g., outflow from the rural sector , and on 
the progress of 'other' industrial activities such as 
construction and pub I ic uti I ities. In this respect there 
is some justification in reserving the explanatory significance 
of the ' La w' to mature economies as Verdoorn (1949), 
Kaldor (1966, 1967) and Cripps and Tarling (1973) have 
done in the past. * However, given that the 'A I I Industry' 
sector in Ireland is currently employing about thirty per cent 
of the labour force, and ise<pected to provide the main lever 
to the goal for ful I-employment, then the association between 
the growth of industrial output and employment is crucial to 
employment planning.** What would appear questionable is the 
premise of the alternative approach, used in recent Irish 

* 

** 

To this end see, for example, "Problems of Industrialization 
in Underdeveloped Countries", pp . 53-72, in N. Ka ldor's 
Strategic Facto rs in Econom ic Deve I opment ( 1967). In that 
lecture Professor Kaldor stressed both the role of institutions 
and cultural factors in the process of development and also 

. whether the supp ly of foodstuffs and other agricultu ral 
commod i ties wi I I respond to the growt h of the 'non-farm' sector. 
This as pect of Kaldor's analysis is close to the classica l 
economists, S~ith and Ricardo, and it by no means neglects 
the interaction betwee n the farm and non-farm sectors in the 
process of growth. The we ight of the argument, however , re l ies 
even less on the exi s tence of 'reserve' labour supplies but on 
the importance of the 'agricultural surplus' (defined as 'the 
excess of food production ove r the food consumption of the 
food producers') t ha t reaches the 'non-farm' sector . It is 
worth noting t hat some of the countries inc luded in both the 
Kaldor (1967) and Cripps and Tari ing's (1973) sample of developed 
economies,e.g., Denmark, have a labour force structure similar 
to the one observed for Ire land in the last decade . 

For Irela nd, th e share of the 'non-farm' sector in total 
employment (i050 thou sa nd) for 197 5 was 76 per cent. Wi thin 
the 'non-farm' sector the percentage distribution of employment 
was: Se r vices (61%), Manufacturing (26 %), Construction (10%) 
and Public Utilities and Mining (3%). The source for these 
esti mates is The Trend i n Efnployment and Unemployment in 1975, 
Pr! . 6098, March 1977. 



plans, which rejects any association between the growth 

of industri al output and productivity, or else, as in NESC 

Report No. 7, views the growth of output and employment as 

independent entities.* 

The use of Verdoorn relationships, to predict employment or 

output requirements, does not obviate the need for 
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demographic projections of the labour force and its composition. 

To use a Marshal I ian term, demographic projections appear, 

rather as one blade of the scissors with labour representing 

actual and potentiai resource endowments , that may or may 

not be brought into the productive process, while the 

estimates of the rate of growth of manufacturing output 

wi I I determine the pace and proportions at which the labour 

force wi I I be absorbed by the industrial sector. 

In the main the fol lowing sections are concerned with estimating 

the warranted expansion in manufacturing output consistent with 

rates of job creation that would be required in order to make 

a substantial contribution to the goal of ful I employment as 

defined by NESC. The missing I ink in previous discussions 

has not been about job-requirements, an exercise that has been 

carried out repeatedly with Irish demographic data , but rather 

the inadequate appreciation of the role of growth and 

composition of output, in short the 'demand' considerations, 

in Irish employment programmes. What wi I I be examined, 

particularly, is whether chosen rates of industrial expansion, 

termed the 'targets' in planning documents, are congruent 

or imply specific rates of employmen t growth while precluding 

others . If this is the case then it would be another reason 

why Irish planners should abandon the supposition that the 

association between the growth of industria l output and 

productivity is random and make exp I icit both the assumptions 

and imp I ications of the planning targets . Contrari wise one 

can examine whether the expected growt h of manufactur i ng outp ut , 

* cf . Job s and Living Standard s : Projec ti on s a nd lmp l icat ions, 
NESC Report No. 7, p. 32, 1975. 

11 
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found in official reports, is consistent with the projections 
of job-creation given in the same documents, or carr ied out 
independently by other government agencies. Finally, by 
contrasting the warranted to the expected expansion of 
industrial output, and their associated employment growth 
paths, one would provide estimates of the progress required 
towards given employment targets (including ful I employment). 
In the absence of such an exercise, as the examination of 
the earlier plans has shown, not only the warranted and 
expected trends were left a tangled hybrid but the iterative 
method failed to stipulate any boundaries, i.e., the order 
of magnitude , for the planning task ahead.* 

8.1 SOURCES OF INFORMATION 

The demographic material for this work is the labour force projections 
prepared by Professor B.W. Walsh for the National Economic and 
Social Counci I.** . Since the NESC (1975) estimates spanned 
the years 1971 - 186, and left 'non-farm' employment requirements 

* 

** 

This matter has already been examined, in some detai I, 
in section 5.4 on the "Iterative Procedure" of chapter 
5 in the thesis. 

cf. Population and Employment Projections: 1971 - 1 86, 
NESC Report No. 5 (February 1975). Professor Walsh has 
kindly provided me with a copy of his forthcoming study 
for NESC, Projections of Labour Supply: 1976- 1 86 (Draft 
Report, June 1977 ). Professor Walsh points out that 
differences between the two studies are not on the estimates 
of the potential growth of the labour force over the 
years 1971-1986 . This is simply because the decline 
in Irish ferti I ity rates since 1971, which have been 
one of the most volatile elements in recent population 
projections, do not affect the prospective increase of 
persons in the working ages between 1971- 1986 . The 
effects of the observed decline in Irish ferti I ity 
rates noted recently by such demog raphers as W, Keating, 
"An Analysis of Recent Demographic Trends" (JSSISI, 
March 1977), wi I I only influence the numbers in 
the working-age . groups after 1986. 
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undivided between manufacturinga,d other economic activities, 

additional material wi I I be used in the fol lowing sections to 

bring the base year to 1975 while taking into account the 

employment performance for the intervening, 1971- 175, years . 

The NESC (1975) projections estimated that the job requirements 

for the non-farm sector, between 1971- 186, would be of the order 

of 300 to 340 thousand depending on specific assumptions relating 

to emigration and labour force participation rates.* These 

estimates are compatible with a reduction of unemployment 

to four per cent by 1986, the target date for 'ful I employment', 

and a decrease in the share of farm labour from 21 per cent in 

1971, of the active labour force, to just over 10 per cent 

by the terminal date. On an annual basis the required average 

growth rate of non-farm employment is in the range of 21,000 

to 24,000 for the period 1971- 186 - net of possible redundancies 

in the same sector . As the NESC (1975) Report makes clear, 

p. 12, even this relatively rapid increase of the Irish labour 

force is an underestimate ' because some existing employment wil I 

be lost through technical progress and changes in market conditions' . 

The other factor that makes the above figu res a conservative 

* For the period 1971- 1 76 zero net mi gration was assumed 
for al I the projections prepared by Professor Walsh 
(N ESC Report No. 5, 1975, p. 20 ). In fact this assumption 
was on the righ t I ines for over the years 1971- 1 76 
there were only 11,000 estimated immigrants (viz ., 
B.W. Walsh, Projections of Labour Supply, 1976-' 86, 
(1977), fort hcoming stu dy for NESC). During the same 
period ,- however, there was a net outflow of 21,000 in 
the active ages, 15-64, group which in terms of the overal I 
grO\dh of the labour force is not substantial . It represents, 
according to Professor Walsh, less than 10 per cent of 
the projected growth of numbers in the same age interval 
for 1971 -'86 - with the pos si bi I ity that some of these 
persons wi 11 be retu rning to Ireland if employment 
opportunities expand. What such deta i Is i I I ustrate 
is that no Iris h popu lati on projections have been f ree 
from the capriciousness of the migration variables. 
It is, however, to t he credit of NESC that their esti mates 
of job-requirements for ful I-employmen t purposes were 
not undul y dependent on 'the emigration outlet' to be 
satisfied. 
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estimate of job requirements is that I i tt le progress has been 

made s i nee 197 1 in emp I oyment c reation . Between 1971- 1 75 

non-farm emp loyment has i ncreased , on average by 4, 000 j obs 

per year o r less tha n one fi fth ·of the NESC stipulations .* 

The immediate task, before project i ng the warranted growth 

of manufacturing output , is to decide upon the rate(s) 

of direct job creation by manufacturing that could be 

r egarded as an adequate contribution to the NESC employment 

goal . A qua I itat ive judgement is involved here for even 

when there is agreement about the required job creation for the 

' non-farm' sector there are sti I I differences of opinion 

about the required contribution by the manufacturing 

sector . This can best be i I lustrated from the papers submitted 

to the symposium on Increasing Employment in Ireland (1975) 

which discussed the imp I icat ions of the NESC (i975) report .** 

In a paper read by t he Di rector of the Industrial Developmen t 

Author ity i t was a r gued t hat g iven the NESC (1975) labour 

f orce projecti ons the rate of gross job c reat ion required 

from ma nu factur ing be t wee n 1976- 1 86 was in the ra nge of 17 ,000-

19, 000 jobs pe r year.*** Accord i ng t o the same speaker the 

* 

** 

*** 

cf. The Trend of Emp I oymen t and Unemp I oyment in 197 5 <Mc rch 
1977), Prl: 6098, Table I, p. 7. 

Pa pers read at the symposium on Increas i ng Emp loyment in Ireland, 
Statistical and Social Inquiry Society of Ireland, November 1975. 

The difference betwee n net and gr oss job creation, as defined 
by NESC, is that the former term makes an allowance for 
possiole job losses through redundancies whi le the latter 
regis t ers al I new jobs as employment creation irrespect ive 
of job losses elsewhere in the 'non-fa rm' sector. This 
distinction is quite vital for employment projections for, 
as the recent industrial experience in Ireland has shown, new 
jobs may be forthcoming but do not lead to commensurate 
increases in overa l I employment because of redundancies 1n 
existing establishments. For a discussion of this matter see 
the papers submitted by K.A. Kennedy and M.J. Ki Ileen to the 
symposium on Increasing Employment in Ireland (1975). As 
both speakers recognised the relevant growth rates for job-creation, 
given labour force projections, ought to be expressed in net 
terms - i.e., after allowing for possible job-losses occurring 
to existing establishments. 

11 



net manufacturing requirements compatible with his gross 
estimates were , on average , 10 ,000 jobs per year. The 
General Secretary of the Irish Congress of Trade Unions 
stated that "about half the additional jobs that need to be 
created to achieve ful I-employment must be found in the 
industrial sector" . This estimate would imply a net 
contribution of between 150 and 170 thousand jobs for the 
period 1971- 1 86, or on average 13,600 to 15,500 jobs per 
year, and even higher rates if the base date is shifted 
to 1975. Finally, K.A. Kennedy, the Director of the ESRI, 
envisaged a more modest contribution by the manufacturing 
sector to the employment goal between 1971- 1 86. On the 
assumption that the required share of manufacturing to 
'non-farm' employment wi I I rise to 33 per cent by 1986 "then 
the net jobs target in manufacturing would be about 10,000 
per annum for 1971- 1 86". Dr. Kennedy's figures when placed 
on a 1975 basis would imply an average net contribution by 
manufacturing of, approximately, 15,000 jobs per annum. 
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Having ta ken into account the NESC estimates on the growth of 
the 'non-farm' labour force , and .the above evidence on what 
is regarded as the net 'required' contributions by the 
manufacturing sector , three alternative growth rates for 
manu fa cturi ng employment were, in the main, considered . In 
an ascending order we considered the imp I ications on the 
growth of manufacturing output if net employment in the same 
sector were to increase, on average, by 7, 12 , and 17 thousand 
annually , between 1971 - 1 86. The base year was subsequently 
updated to 1975 and using the same assumptions about total 
job requirements , while taking into account the interim 
progress between 1971- 1 75, the estimates were then re-computed 
for the required annual growth of employment and output for 
1975- 1 86. These esti mates on the net required average annual 
growth for manufacturing employment for the sub-periods 1971-'86 
and 1975- 1 86 are given in Table 8,1, 

I 



8-8 

TABLE 8.1 

Required Average Annual Growth Rates of 

Manufacturing Employment, 1971-1986 and 1975-1986 

1971 

1975(!) 

Note: - (I) 

( 2) 

Manufacturing Employment Average Annual Growth of 
at Base Year Manufacturing Jobs to Target 

Year 1986; 

A B C 

214,000 7,000 12,000 17,000 

(2.7%) (4.15%) (5.4%) 

226 000< 2 ) 
I 9, 000 16,000 22,000 

(3.3%) (5.4%) (6.8%) 

The number and rate of job creation for the sub-period 
1975-1986 was estimated to give approximately the 
same net total contribution of jobs as the 1971-1986 
period while al lowing for the change of manufacturing 
employment between 1971 and 1975. 

The figure 226,000 for manufacturing at the beginning 
of 1975 is deliberately an overestimate. The 
CSO Quarter I y I ndustr i a I I nau i ry (March 1975) 
estimated that manufacturing empl oyment t hen was 
closer to 205,000,whi le the annual Trend of Emp loyment 
and Unemployment (March 1977 ) gives an estimate of 
210,000 for 1975. However, the optimistic estimate 
is retained, at this stage , so as to guard against 
a possible criticism that some of the recent job 
losses are temporary. 

Tab I e 8. I indicates that the emp I oyment task ahead for the 
manufacturing sector is much greater than the one imp I icit 
in Professor Walsh's (1975) labour force projections because of 
the inadequate progress on the employment front since 1971 . 
Furthermore, the required growth of manufacturing employment for 
either, 1971- 1 86 or 1975- 1 86, sub-period exceeds, on average, 

I 
I 

11 
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the empl oyment achi eved f or an y compa r ab le peri od in t he post
war era. Th i s app li es irrespective of the pa r t ic ula r assump t ion 
used , A, B or C, on the required growth of manufacturing 
employment when compared with post-war data . Even with the 
lowest estimate , assumption A, the required growth of 
manufac t ur i ng emp loyment f or the decade 1976- 1 86 is , on 
average , twice as high as the comparable rate achieved for 
the period 1964- 1 74 . * The imp I ied estimates on the relative 
contribution by manufacturing and 'other' activities, e . g ., 
construction and services , in the ' non-fa r m' sector at 
t he terminal date , 1986 , are presented in Table 8 . 2 . If 
the rationale of this exercise is to apportion the required 
gr owth of ' non-farm ' employment so that the manufacturing 
sector makes a ' substantial contribution' (as the speakers 
at the Employment Symposium (1975) descr i bed it) to the 
goal of ful I-employment , then , 7 , 000 jobs per a nnum i s 
I ike ly to fa l I far short of th i s aspiration . It leaves 
servi ces and const ruction t o unde rwrite between 65- 70 pe r 
cent of t he requ ired growth in 'non- far m' employment f or 
1971- 1 86 while t he s hare of manuf acturing in 'non-farm' 
employment would remain almost stat ic for the base and terminai 
dates ; ** In essence , t he growt h of manu fa cturi ng empl oyme nt 
subsumed by assumptions Ba nd C (12 a nd 17 thousand jobs per 
a nnum) are, currently , closer t o t hose sugges t ed by 

* 

** 

Between 1964 and 1974 manufac turing employment increa sed fro m 
194 t o 222 thousand .or , at a yearl y average of I .35 per cent. 
The latter date was the la s t ca le nd a r year for which a posi tive 
increase i n manufacturin g employment was recorded be f ore t he 
i mpact of the recession . If , t o the contrary, we cons ider 
the pe r iod 1964 to 1975,the ab solut e increa se of manufactu r ing 
emp loyme nt was 16,000, as compared t o 28,000 fo r 1964- '7 4, or, 
on average, by 0.7 of one pe r cent yearl y. Bu t the poi nt about 
the requ ired rapid i ncrea se in manufacturing emp loyment, re!ative 
t o pas t per fo rmance, is self-evident even bef6re the effects 
of the recent economic recession are taken into consideration. 

To be more exact the share of manufacturi ng in ' non-farm' 
employment' for 1971 was 27.3% whi le for 1986, given ass umption 
'A' on t he growt h of manufacturing jobs, it would be 28.5 per 
cent. It may be reca I I ed that, for the reasons argued by Kennedy 
at the Employmen t Symposium (1975), this share was envisaged 
to rise to 33 per cent by 1986. 



TABLE 8.2 

Requi red net Contr ibu tion by Manufacturing and 'Other' Non-Farm Employment and their Relative Shares in Non-Farm Employment , 

1971-86 ( I ) 

Average Annua l 
Growth of 
Manufacturing 
Employme nt 
1971-1986 

7,000 

12,000 

17,000 

Manufactur i ng 
Emp loymen t at 
Base Year 
( 1971 ) 

2 14 ,000 

214,000 

2 14 ,000 

Ma nuf ac turing 
Employment at 
Termina l Year 
( 1986 ) 

319 , 000 

396 , 000 

469 , 000 

Addition In 
Manufacturing 
Employment 
(1971 - 1986) 

105 ,000 

182 ,000 

255,000 

Employmen t Share of 
Contribution Ma nufactu ring 
by the rest of in'non-farm' 
'non-farm' sector Employment 
1971-1986( 2) 1986(3) 

Assumption Assumption 
A B % 

195,000 235,000 29 

118,000 158,000 35 

45,000 85,000 42 

Note :- ( I ) By 'Other' non-farm employment we refer to the j obs provided by the Source:- The Trend of Employment a nd 
Unemployment , Prl . 6098, (March ,1977 
and Population and Employment 
Proj ections : 1971-86, NESC Report 
No . 5, (February , 1975) . 

(2) 

service sector , pub I ic uti I it ies, construction and mining activity . 
The addi ti ona l Job requirements in the 'non-farm' sector for 1971-86 
were estimated by NE SC (1975) t o be in the range of 300 to 340 thousand . 
Ass umption A takes the ' non-farm' job requirement as 300,000 whi le 
Ass umption B was set at 340,000. 

(3) Total 'non-fa rm' employment was estimated at I, I 18 thousand in the NESC 
projection for 1986 . To find the share of manufacturing employment in 
'non-farm' empl oyment divide the level of manufacturing employment at 
the termi nal date by I , I 18 thousand. 

(X) 
. I 

0 
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K.A. Kennedy and the gross estimate given by the Director of the 

IDA i n the recent Employment Symposium (1975) . 

Nominally , the faci I ity sti 11 exists, on paper, for effecting 

a more moderate increase in the required growth of employment 

by postponing, once again, the target date for ful I employment, 

r ely i ng on emigration as a device for r educing 'excess' labour 

supply, or else redefining 'ful I-employment' to be compatible with 

more than the 4 per cent unemployment rate specified by NESC.* 

Such devices, however, wi I I be more an admission of failure 

than of ingenuity in de! imiting the employment cha I lenge 

ahead . Under such circumstances the Verdoorn method for 

projecting the warranted growth of manufacturing output 

will, still, be equally valid but the results will be an 

embel I ishment of the a priori intentions of the user. 

8. 2 THE WARRANTED GROWTH OF MANUFACTURING OUTPUT BY THE VERDOORN 

METHOD 

The next step is to use the Verdoorn method for esti mating the 

warranted growth of manufacturing output cons istent wi th the 

chosen ra t es of growt h f or manu factur i ng employment . Warranted 

rate~ of growth for manufactur i ng output can be obtained by 

specifying the required employment values i n ei ther Verdoorn 

e lastic i ties or regress ion equations of manufactur i ng employment 

on output . Both measures wi I I be used here , in turn , to 

ge ne ra t e ma nufact urin g outpu t ' t a rgets ' t hat are consis tent 

wi th the employment requirements fo r the same sector . 

Verdoorn elast ic i t ies derived from Irish manufacturing data 

i nd ica t e, as we ha ve seen i n the previous chapte r , a modest 

* It may be recalled that in the NI EC Report on Ful I Employment 
(1967) th e ta rge t date wa s 198 1 a nd by t hat ye ar unemp loyment would 
ha ve been 2 per cen t of th e la bou r force . The icime as pirations were 
ma in tained i n t he Third Prog ramme ( 1969- 1 72) whos e authors described 
it, pp. 8-9, as 'a step on the road' to NI EC's ful I employment 
goal . The genera l trend since then, including the two NESC studies 
on la bour force projections prepa r ed by Professor Walsh, has been 
to revise the 'target' date for 'ful I-employment' wh ile re-defining 
t he objective itself to be compatible with higher rates of unemp loy~e nt . , 



sensitivity to the choice of sub-period. For the post-war 
period, Table 7.4# the values of the simple elasticity , of 
the growth of productivity on manufacturing output , have 
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been high, by Verdoorn standards, and for a recent sub- period, 
1966-' 73, i ncreasing . * There are a number of ways by whi ch 
one cou Id attempt to accomodate this var i ab i Ii ty and the fo I I owing 
two criteria were thought suitable to apply in this case. 

(i) Since we are attempting to project the warranted 
growth of manufacturing output by the use of a 
measure (viz., the simple Verdoorn elasticity) 
whose value has experienced moderate changes 
in the past, it would be appropriate to consider 
a range of elasticity values within which 

the predictive value is I ikely to occur. ** 
Thus, for each 'growth of empl oyment target' 
there wi I I be a set of output growth requirements 
and each element in this set wi I I be based on 
a spec ific value of a Verdoorn elasticity. 

(ii) The cho ice of values is made to reflect the 
fact that simple Verdoorn elasticities of 
productivity on outpu t wi th Irish manufacturing 
data, have been generally greater than 0.50 but 
lower than 0.70 for sub-periods over the years 
1959-'73. 

* The simp le Verdoorn elasticity, defined as the ratio of the growth 
of manufacturing producti vi ty to the growth of manufacturing output, 
has been increasing for recent sub-periods in Irel and whether we use 
the 'Al I Industry' c lassi fication (Table 7 .3) or, exc lusively, the 
"Manufacturing Sector" <Table 7.4). For 'Al l Industry' the simple 
Verd oor n elasticity has increased from 0.56 to 0.81 while for the 
11 Manufacturing Sector" from 0.55 to 0.66 for the sub-periods 1959-'66 
and 1966- 1 74 respectively. These val ues are relati vely high by 
Verdoorn's own results which fel I within the range of 0.41 to 0.57. 

** A simpler procedure, yet a less accurate one, would have been to 
abstract from the results of the different sub-periods and consider
a single aggregate value for the Verdoorn elasticity for 1953-'73, 
also presented in Tables 7.3 and 7.4. The reason for avoiding this 
short-cut is that al I our results with Irish data, in chapter 7, have 
shown a shift for the Verdoorn elasticity for recent consecutive 
sub-periods. 

I 

I 

1] 

I 

I 
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The fol lowing two tables present estimates on the warranted growth 
of manufacturing output for the sub-periods, 1971- 1 86 and 1975- 186, 

on alternative assumptions about the required growth of manufacturing 
emp loyment and given specific values for the simple Verdoorn elasticity. 

TABLE 8 .3 

Warranted Average Annual Growth of Manufacturing 

Output, 197 I - I 986 

Alternative Verdoorn Average A nnual Manufacturing Job Requirements 
Elasticit ies 

(Employment on Output) 7,000 12,000 17,000 

Warranted Average Annual Growth of Output 
% % % 

0,30 9.00 13.80 18.00 

0.35 7.70 11.90 15.45 

0.40 6.75 10.40 13.50 

0.50 5.40 8.30 10.80 

TABLE 8.4 

Warranted Average Annual Growth of Ma nufacturing 

Output, 1975-1986 

Alternati ve Verdoo rn Ave rage A nnual Manufacturing -Job Requirements 
Elasticiti es 

(Employment on Output) 9,000 16,000 22 , 000 

Note:-

Warranted Average Annual Growth •of Output 
% % % 

0 .30 11. 0 0 18.00 22.70 

0 . 35 9.4 5 15.40 19 .45 

0 .40 8.2 5 12. 75 17.00 

0.50 6.6 0 10.80 13.60 

The number of required manufact uring jobs and their 
equivalent annua l growth rates for the sub-periods 
1971-'86 and 1975- 1 86 are given in Table 8. I. The 
elements of the required growth of manufacturing output, 
in average annual terms, are found by dividing the average 
annual employment requirements, Table 8. I, by the 
appropriate Verdoorn elasticities, of employment on 
output, given in the first column of the above tables. 

11 



Despite the simplifying assumptions made we are sti 11 left 

with a broad band of warranted values rather than single 

target f igures for output growth . A merit of this method, 

however, is that the assumptions are exp I icit and one can 

trace the imp I ications of any changes on the other variables 
i nvolved.* A question that arises is whether something 
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could be done to narrow the range of the required output growth 
to more manageable proportions. In principle there are three 
variables (required employment, the choice of sub-period and 
the values for Verdoorn elasticities) used in Tables 8.3 

and 8 . 4 that , if altered, would affect output requirements. 

Each factor is considered, briefly, below. 

The Choice of Sub-Period: It can be seen, by contrasting the 
estimates given in Tables 8 . 3 and 8 . 4 that the choice of 
sub-period affects the required growth of manufacturing output 
(even on the prem ise that the aggregate job contribution by 
the manufacturing sector is similar for the two sub-periods) . 
The reason for this is that there has been very I ittle 

expansion i n manufacturing employment since 1971 and the 

r emaining decade has to make good the shortfal I in addition 
t o f ulfi I I ing i ts own ass igned contribut ion . Given that a 

certain employment expansion is required by 1986, what matters 
i s the pace of future progress and not whether the warranted 
output rates were more modest whe n cons i dered from the , 
earl ier , 197 1 base . It would then appear sensible to regard 
the out put and empl oyme nt est ima t es of Ta bl e 8. 4 , with 
1975 as th e base year , as the more pert i nent reference for 

po I i cy- ma ke r s. 

* The same cannot be said about the sectora l est imates on output, 
produc t ivity and employment found in recent p lann ing docume nts -
e.g., The Green Paper ( 1976) on plann ing, Pr l . 5758. There, 
since t he Irish planners found no way by which the growth of 
industrial output could be apportioned between productivity and 
emp loyment the criteria used for selecting the various industrial 
'targets' were left obscured. This does not imply that no di fferences 
of opinion can exist about the particular assumptions carried in this 
chapter but rather that such disagreement wi I I not be confined t o 
'matters of principle'. 

I 

I 

11 
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The Choice of Employment Expansion: We have already stated 

that if the object of this exercise is, inter al ia , to find 

growth rate(s) of manufacturing employment that would make a 

sub~tantial contribution to employment in the next decade 

then, from the estimates considered, one ought to think in 

terms of 16 to 20 thousand jobs per annum . This order of 

magnitude is, broadly, in agreement with the suggestion of two 

other contributors, Kennedy (1975) and Killeen (1975), to the 

employment debate and takes into account the labour force 

projections prepared by Professor B.W . Walsh for NESC . If 

this is the case then the options are reduced even further 

and the output requirements, by the Verdoorn elasticity method, 

are contained within the last two columns of Table 8.4. 

The Choice of Verdoorn Elasticities: Verdoorn acknowledged 

that his elasticity estimate is only a rough measure in 

deriving the warranted growth of output compatible with rates 

of the required growth in employment.* One complexi t y not 

captured by the Verdoorn elasticity is that its value may 

prove sensitive to the sub-period chosen even when t he 

association between the additional growth of manufacturing 

output and employment is quite stable.** The other difficulty, 

evident in the previous tables , is that smal I changes in the 

va lues of the elasticities produce magnified changes in 

* 

** 

He wrote, for example , that'' ... In cases in which a plan does 
not exist, the value of the elasticity gives a rough idea of 
how much industrial production must expand to absorb a certain 
avai labi I ity of labour", Verdoorn ( 1949) p. 4. 

This can be seen by contrasting the results obtained for 
Verdoorn's simple elasticity with the estimates of the 
regressions of productivity (P) on output (Q). While 
the value of the Verdoorn ratio was altering for post
war sub-periods (Table 7.4) the regression coefficient 
estimated for Pon Q (Table 7.9) remained re latively 
stable. 

' I ,,, 
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t he required growth rates for output when the period considered 
i s fairly long (ten to fifteen years). These issue s are not easily 
resolved, especially, with a priori arguments. Some 
reassurance , however, about particular results obtained by 
Verdoorn's elasticity technique can be gained by contrasting 
them with para I lel estimates obtai ned by the regression method . 

The next section derives the required growth of manufacturing 
output , consistent with predetermined employment requirements, 
by using Verdoorn's regression equation method . By comparing 
the results obtained from both techniques, Verdoorn's s .imple 
elasticity and regression method, one can provide a cross
checking of the estimates and, possibly, a further sealing down 
of the range of the required output growth. Thus, for this 
part of the exercise the prev ious assumptions on employment 
requirements and time-seal~ are retained and poss i ble differences 
in th e results wi I I be due to the substJtution of the 
simple elasticity ratio by the Verdoorn regressions. An 
examination of the prev ious regression equations, estimated 
wi th Irish manufacturing data for chapter 7, provi ded t wo 
reg ress ions that are useful for this task . 

(a) 

( b) 

E = - 0 .94 + 0.59 Q 
(0.06) 

E* -1.73 + 0 . 58 Q 
(0,07) . 

r = 0 .84 (1 953-'74) 

r = 0 . 78 (1 966- 1 74) 

Where Q, E and E* are the average annual growth rates of man ufacturing 
output , employment and total man-hours for 42 and 43 Irish industr ies 
respecti vel y. It may be noted that the purpose of th e second 
regressi on is to reflect a n adverse shift of the inte rcept on 
employment expansion . 

The fir s t r egression estimates reflect the long-te r~, 1953-'74, 
association between the growth of manufacturi ng output and 
employment while the second, for 1966- 1 74, has been selected 
because it captures the rise of the intercept for recent sub
periods. For projection purposes the differences created by 
the two regressions I ie in the value of their constants and not 

I 

I 

I 
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in the regression coefficients. Overal I, the first regression 
estimates wi I I appeal to economists that are of the opinion 
that the long-term association between manufacturing output 

and productivity is I ikely to be maintained while the second 

to those that view the recent increase of productivity's share 
in the growth of output as a more permanent trend. 

The new estimates of the warranted growth of manufacturing 

output are obtained by combining the results of each regression 
equation, above, with the predetermined employment requirements 
(Table 8. I). The fol lowing two tables summarise the 

warranted manufacturing output requirements derived, separately, 
from these regression estimates. 

TABLE 8.5 

Warranted Annual Growth of Manufacturing Output, Compatible 
With Specific Rates of Growth for Manufacturing Employment 

(Regression Used Eon Q for 1953- 1 74) 

1971- 1 86 1975- 186 

Assumption Desired Warranted Desired Warranied 
on Employment Employment Output Employment Output 
Requirements Growth, p.a. Growth, p.a. Growth, p.a. Growth,p.a. 

'OOO 
% % % % 

A ( I ) 2.70 6. 15 3.30 7.20 
B 4. 10 8.55 5.40 10.75 

C 5.40 10.75 6.80 13.10 

Note: (I) Seeoverleaf. 

-

' 
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TABLE 8.6 

Warranted Annual Growth of Manufacturing Output, Compatible 
With Specific Rates of Growth for Manufacturing Employment 

(Regression Used E* on Q for 1966- 1 74) 

1971- 1 86 1975- 186 

Assumption on Desired I Warranted Desired· Warranted 
Employment Employment Output Employment Output 
Requirements Growth, p.a. Growth, p.a. Growth, p.a. Growth, 

'OOO 

% % % 
A ( I ) 2.70 7.65 3.30 

B 4.10 10.05 5.40 

C 5.40 12.30 6 .80 

Note: (I) Assumptions A, Band Care consistent wi t h a net 
average annual growth of manufacturing jobs of 
7,000, 12 ,000 and 17 ,OOO respecti vely, when 
taking 1971 as base or with 9,000, 16 ,000 
and 22,000 when using 1975 as base year. The 
symbols Q, E and E* are as used in the text, 
i. e ., for t he average annual growth rate of 
manufacturing output, employment and man-hours 
respectively . 

% 

8.65 

12.30 

14.70 

It may be observed , that the variations of the estimates on the 
required growth of output be t ween th e t wo tables, while reta i ni ng 
the same assumptions on emp loyment requireme nts and time-span, 
is mainly the outcome of the difference in the va lue of the 
r egressi on constant . The higher negati ve intercept of the 
second regres si on, Tabl e 8 .6, imp I ies t hat , oth e r t hing s be in g 
eq ual , the req uired growt h of manuf actu ring outp ut wi 11 be h ighe r 
for g iven em p loyment requi reme nts . Yet abstracting from the 
regression constant the association between the growth of 
manufacturing output and employment remains the same in both 
in s tances.* 

* The trend of adjustment in the constant rather than in the 
value of the regression coefficient, the so-called ' Ve rdoorn 
effect', is also evident in Table 7.9. 

p.a. 

11 

I 

I 

I\ 

11 

Ill 
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Since the regression estimates refer to two sub-periods, 1953- 1 74 
and 1966- 1 74, the question may be posed about the 'appropriate' 
sub-pe r iod for deriving the output requirements. The normal 
procedure is to use the regression estimates for the most recent 
sub-period. That is the weights of the immediate past are given 
greater influence tn projections relative to the distant pas'. . 
Against this is the fact that the 1966- 1 74 sub-period may not 
be regarded as sufficient ly long, it is after al I 13 years 
shorter than 1953- 1 74, and special factors may have intervened 
to make it rather atypical for the operation of the Verdoorn 
effect. Moreover, the longer sub-period, 1953- 1 74, does not 
completely neglect the post 1966 influences on productivity 
but rather places their impact in the context of longer term 
developments. Thus, though our initial predisposition was to 
favour the estimates generated by using the more recent 
regression results it is by no means conclusive that this 
preference can be maintained for a I I purposes . 

It is clear, however, that whichever set of employment assumptions 
i s used, the manufacturing output requirements for 1975- 1 86 are 
much higher t han the Irish manufacturing performance for the 
post-war period (Tables 7.2 and 7.3). To put it differently it 
is not solely the possible shift in favour of productivity shares, 
as captured by the Verdoorn measures, that necessitates a higher 
growth in manufacturing output, but in the case of Ireland this 
i s accentuated by the prospective growth of manpower (Tables 8 , I , 
and 8 . 2). Hence , the immediate issue is how far greater are 
the manufacturing growth requirements to be consistent with the 
existing labour force projecti ons and not whether they are 
greater vis a v is past manufacturing performance . To do this 
entai Is a comparison of the e s ti mates obtained by the Verdoorn 
e lasticity rat io (Tab les 8.3 a nd 8 . 4 ) with the r esults obta ined 
by the reg ress ion me t hod (Tabl es 8. 5 and 8 .6 ) . The under ly i ng 
prem ises fo r such a compar i son a re wo rt h res t ati ng: -

(i) Since we are interested in the required growth of 

output consistent with the prospective, unti I 1986, 

growth of the labour force then the suitable time-

I 

I 

11 

I 

I 
11 



span of projections is 1975- 186 and not 

197 1-'86 . 

(i i) If manufacturing employment is to make its 

des i red contribut ion to the employment ob j ective 

by 1986 , its net growth , from those considered, 

i s i n the - range of 16._0 to 22.0 thousand per 

annum . 
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( ii i ) The Verdoorn elasticity rat io of manufacturing 

employment on output has been, invariably , less 

than 0.50 and, generally, above 0.30 for 

post-war sub-periods in Ireland . In consequence, 

from the range of elasticities cons idered 

in Table 8 . 4, only values 0 . 35 and 0 .40 are 

operationally sign i ficant . 

On t he se premi ses the foc us of comparison is, pr ima ri ly, bet wee n t he 
mi ddle t wo rows of the last t wo columns of Tab le 8.4 with the last 
two rows and co lumns of Tab les 8.5 a nd 8.6. It ca n be ob se r ved 
from the last two ta b les, fo r exampl e, that the results 
generated by t he regress ion estimates produce a c lus t e r of 
values within th e I imi ts of 10.75 t o 14. 75 for t he r equired ave r age 
a nnua l growt h of man ufacturing outpu t . When the output estimates 
derived from t he simple Verdoorn elasticity a r e admitted, however, 
t he range al t ers with t he upper I imi t reaching, in average annual 

terms, 19. 50 per cent. It is on I y on t he assumption that the Verdoorn 
elasticity in the future is I ikely to be 0.50 that the desired 
employment growth 'C' Ci -~~. 22,000 jobs per annum) is consistent with 
manufacturing expanding at 13.60 per cent per annum. 

On this restrictive assumption then the estimates obtained for 
the average annual growth of output by Verdoorn's regression 
method, viz., 10.75 to 14.70 per cent, envelop the result 
from Verdoorn's elasticity ra t io, viz., 13.60. Generally, h0\•1ever, 
for specified employment requirements the output estimates 
obtained from Verdoorn's simple ratio, values 0.35 to 0.40, 

I I 
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have a wi der range and a lower I imit which is h igher than the 

equivalent estimates generated by Verdoorn's regress ion method. 
This can be seen, for example, by considering assumpt ion ' B' -
that i s that the desired growth of manufacturing employment 
f or 1975- 1 86 is, on average, 16,000 jobs or 5.40 per cent per 
annum. The average manufacturing output requirements, consistent 
wi th the above, are wi th in the range of 10.75 to 12.30 using the 
Verdoorn regressions and between 12.75 to 15 . 40 per cent per 

annum by the simple elasticity ratios. In this I imited 

sense the two Verdoorn regressions for Tables 8.5 and 8.6 give 
a finer specification of the warranted growth of manufacturing 
output than the Verdoorn simple e last icities considered . The 

term 'f iner' , however, should not be interpreted as ' better' 
for given the required employment magn;tudes and the time-span 
involved the search for single target output specification is 
more elegant than valid . 

It may be worthwhile , at this stage , to retrace with a diagram 
(given overleaf) the main steps of the last few sections. 

8.3 THE ' EXPECTED' GROWTH OF MANU FACTURING EMP LOYMENT 

This section is concerned with Verdoorn estimates of the expect ed 
growth in manufactu r ing employment for 1975- 1 86 us ing pa st-trends 
and planning projections about the growth of manufacturing output . 
It must be pointed out that there are good reasons for avoiding 
the temptati~n of equating the expected growth of manufacturing 
output wi th past growth trends of the same variab le . The major 
one, in the case of Ireland, is that new manufacturing output 
and employment depends heavily on the prospecti ve att raction of 
foreign companies. The Head of the IDA suggested that the 
jobs to be gene rated by new overseas compa nies , for !975- 1 86, 

may be as high as forty per cent of all addi tional manufacturing 
jobs.* The issue here is not whet her such estimates are reliable 

* cf. M.J. Ki Ileen, Increasing Employmen t in Ireland, symposium 
held by the Stati stica l and Soc ial Inquiry SocieTy of Ireland 
(November 1975) . 

i 
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0 . 
+-(--- NESC Report (N= 5) and Professor 

Walsh's updated study (1977) 

'Non-Farm' Employment 
Manufacturing Employment 
at Base Years 

1971, 1975 

+-<--~cso Quarterly Industrial 
Inquiry and 
Trends in Employment and 
Unemployment for 1971 and 1975 

Growth in 'Non-Farm' Labour Force 
1971 - 1986 and 1975 - 1986 

l ~<.,--~-NESC Report (N=0 5} and Trends 
in Employment and Unemployment 

Required Growth in Manufacturing Employment 
1971 - 1986 and 1975 - 1986 

(Three growth rates, A, Band C, considered for each sub-period} 

l ~--- Symposium on Employment (1975), 
NESC Reports (5 and 7) and 
Tables 8,1 and 8.2 

Projections of Warranted Growth of Output, 
1971 - 1986 and 1975 - 1986 

Range of Verdoorn Elasticities, 
Eon Q (Table 7-r 
Projected Warranted Growth 
of Manufacturing Output 
(Tables 8.3 and 8.4) 

I 

\ 
Verdoorn Regression 
Equations E on Q (Chapter 7) 

1 
Projected Warranted Growth 
of Manufacturing Output 
(Tables 8.5 and 8.6) 

Selected Growth Rates of Warranted Output based on: 

a) Sub-period 1975 - 1986 

b) Required Growth in Man. Employment Band C, 

c) Verdoorn Regression Equations or Elasticity 
Values, 

: I 

I 

II 
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but, rather, to the extent that existing industrial policies 
are geared to job creation through prospective inflows of 

overseas investment, then past trends of manufacturing output 
are of I imited value for employment project ions. In short, 

the Verdoorn methods are of assistance for employment estimates 
once the expected growth of manufactur ing output can be 

stipulated but, in themselves, they do not guarantee that 
such an expansion ~ i I I be forthcoming. Under these 
circumstances what could be attempted is to estimate direct 

manufacturing employment consistent wi th given output 

trends or with output targets that, from time to time, have 

been suggested as feasible in planning documents. 

The method fol lowed here for estimating the growth of 

manufacturing employment is to use the Verdoorn regressions, 

E or E* on Q provided e~rl ier, p. 8-16 , with output growth rate 
obtained from Irish historical data and planning documents . 
In the first i nstance the output growth rates considered , 
as the exogenous values for the regressions , were the annual 

average growth of manufacturing output for the 1959- 1 73 and 
· 1966- 1 73 sub-per iod s .* Thus , the manufacturing data used 

to estimate the regressi on equation s Eon Q and the exogenous 
values for manufacturing output is fairl y comprehensi ve (42 

indu str ial groups) and spans a good part of the post-war period. 
In additio n two other exogenous values for manufacturing output, 
taken from past planning papers, were consi dered in this exercise. 
The firs t was the 8.50 average annual percentage increase of 

industrial output thought fea sible by the authors of NIEC's 
Report on Ful I-Employment ( 1967) and the second . was the 7 .8 average 
annual expansion considered tenable by the recent Green Paper (1976) 

* The years 1959-'73 have been chose n to coincide with the longest 
time-span of uninterrupted growth fo r the lrish _ma nu facturing 
sector - on t hi s see chapter 2 of the thesis . As s uch, it is 
re lati vely free from cyclical fluctuations and the employment 
estimates would not be biased downward s by the effects of t he post 
1973 econom ic recession. The s econd, 1966- 1 73, s ub - per i od again 
pre-dates the recent world recession bu t it overlaps with the period 
of increased va riat ions in 'unexplained' product ivity already 
discussed. As wi 11 be seen, Table 8.7 , however, the growth rate of 
manu facturing output for the two period s was very simi Jar. 

1. 
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on planning.* In al I, four alternative values, 6.50, 6 . 80 , 7 . 80 
and 8 . 50 , were used as the exogenous input for the Verdoorn regressions 
E or E* on Q to estimate the expected growth of manufacturing 
employment. Based on these assumptions detailed esti mates have been 
prepared on the growth of manufacturing employment for 1975- 1 86 and 
a summary of the results is presented i n Table 8 . 7 .** 

TABLE 8. 7 

'Expected' Average Annual Growth in Manufacturing 

Emp I oyment, I 975- 1 86 

Manufacturing 
Output 
Assumptions 
(Average 
Annual Rates) 

Average Annual Growth of 
Manufacturing Employment 
1975- 1 86. 
(Base Year Employment 
204,000) 

Average Annual Growth of 
Manufacturing Employment 
1975-86. 
(Base Year Employment 
226,000) 

% 

6 . 50 

6 . 80 

7.80 

8.50 

Not e: 

a b a b 
( I ) ( 2) ( 3) ( 4) 

6820 4550 7640 5000 

7360 5000 8180 5550 
9090 6550 10090 7270 

10270 7730 11460 8550 

a and b refer, in turn , to regression equations, 
E = - 0 . 94 + 0.59 Q r = 0.84 

(0 , 06) 

E*= -I. 73 + 0.58 Q r = o. 78 
(0.07) 

Where Q, E and E* are the average annual growth rates 
for · manufacturing output, employment and man-hours 
respectively. The fir st two exogenous va lues for 
output (6.80 and 6.50) have been taken from the Census 
of Industrial Production Reports for the sub-periods 
1959- 1 73 and 1966- 1 73 and the latter two values (7.80 
and 8.50) from the Report on Fu l I-Employment (1967) 
and th e Green Paper (1976) on planning. 

* cf. Report on Ful I Employment, (1967) NIEC Report No.IS, Table 9, p. 40 
and Ec onomic and Social Developrne n- 1976- 1 80 ( 1976), Prl. 5758, Table 13 
p. 33. It is interesting to note Tnat the output indu s trial targets, 
i n average annua l terms, of the Second and Third Programmes, set out 

· in Tables 5.1 and 5.2, fel I within the I imits of 6.50 to 8.50 
considered in this section. 

** These estimates are presented in Appendix E, Tables El and E2. 
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A cross column comparison reveals that variations in the 

estimates accounted for by differences in manufacturing employment 

at the base year (columns I and 3 or 2 and 4) are secondary 

to ~he effect of the regression tonstants (columns I and 

2 or 3 and 4). Hence, it is not entirely of academic interest 

to have some idea about the minimum growth of manufacturing 

productivity before the strong association between the additional 

growth of manufacturing output (Q) and productivity (P) can 

be observed in the series. The imp I ication of the first 

regression constant is that, on average, near one per cent 

growth of manufacturing productivity wi I I be expected to occur 

yearly irrespective of the growth of manufacturing output while 

for the second regression is almost two per cent. An outcome 

of this, for example, is that a 6.50 average growth in 

manufacturing output is associated with 2.90 average annual 

growth in employment for regression a and it decreases to 

2.00 per cent annually for regression b. Even more important 

differences (than the impact of the constant) on the 

employment estimates result f rom the different output assumptions 

considered . That is the range of employment variation by 

column generally exceeds the I imits of employment variat ion 

across rows .* An imp I ication of this is that over the period 

considered, 1975- 1 86, what wi I I matter for employment purposes 

* More precisely the maximum vari at ion of job estimates for 
eac h of the four rows and columns of Table 8.7 are : 

2 3 4 

row 3090 3180 3540 3730 
column 3450 3180 3820 3550 

Reading across rows, for Ta b le 8.7, imp! ies that for a gi ve n 
assu mption about manufactu r ing output growth employment estimates 
are generated subject to the time period considere d, the Verdoorn 
regression used and the base year emp loymen t . Alternat iveiy, 
reading down co lumns imp I ies reversing t he or der of the assumptions 
so that for a given assumption about time period, the Verdoorn 
regression estimatesand base year employment one estimates 
employment changes associated with different rates of manufacturing 
output growth. 
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A cross co lumn compa r ison reveals that var iati ons in t he 

estimates accoun t ed for by differences in manufactur i ng employme nt 

at the base year (co lumns I and 3 or 2 a nd 4 ) are seconda ry 

to ~he e ff ect of t he regress ion constants (columns I and 

2 or 3 and 4 ) . Hence , it is not entirely of academic interest 

to ha ve some idea about the min imum growth of manufacturing 

productivity before the strong association between the additional 

growth of manufacturing output (Q) and productivity (P) can 

be obse r ved in the series . The imp I ication of the f irst 

r egression constant i s that , on average , near one per cent 

g rowth of manufacturing productivity wi I I be expected to occur 

yearly irrespective of the growth of manufacturing output while 

f or the second regress ion is almost two per cent . An outcome 

of this , for example , is that a 6 . 50 average growth in 

manufacturi ng 6utput is associated wi th 2 . 90 average annual 

growth in emp loyment for regression a and it decreases to 

2 . 00 per cent annua lly for regression b . Even more important 

diff e r ence s (than the im pact of the consta nt) on the 

emp loyment e s t imates result f rom the di fferent outp ut ass umptions 

-considered. That is the range of employment var ia t ion by 

co lu mn generally exceeds the I imits of employment variation 

across rows . * An imp I ica t ion of t his is t ha t ove r the period 

consid e red, 1975- 1 86, what wi 11 matter for employment purposes 

* More precisely the maximum variation of job estimates for 
each of the four rows and columns of Table 8 . 7 are: 

2 3 4 

row 3090 3180 3540 3730 
co I umn 3450 3 180 3820 3550 

Reading across rows , for Table 8 .7, implies that for a given 
assu mption about manufacturing output growth employment estimates 
are generated subject to the time period cons idered, the Verdoorn 
regression used and the base year emp loyment . Alternat iveiy, 
reading down columns imp I ies reversi ng the order of the assumptions 
so that for a given assumption about time period, the Verdoorn 
regression estimatesand base year employment one estimates 
employment changes associated with different rates of manufacturing 
output growth . 

I 
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i s not s imply the 'autonomous ' shift of productivity , wh ich 

ha s been assoc iated with both high and low growth of 

manufacturi ng output , but whethe r man ufactur ing output wi I I, 

on a verage, exceed i ts past pe r fo r mance . 

The overal I result of this exercise , however , is quite clear . 

That is , on no occasion do the average annual estimates of 

manufacturing employment associated with the rates of output 

growth , considered in Table 8 . 7 , approach the requ i red 16 

to 22 thousand jobs consistent with the current expans ion of 

the Irish labour force . In fact, if the past 1959- 1 73 rate of 

output growth of the manufacturing sector is maintained 

the direct employment estimates ,consistent with such 

performance , is not greater than 8,000 jobs yearly .* It is 

in this sense that the growth of Irish manufacturing output 

for 1959- 1 73 appears unexceptional when contrasted with the 

exi st ing employme nt tas k. This does not imp ly that open 

unempl oyment, i. e ., the of fi cial numbers on the ' Li ve Register' , 

wi I I neces sa rily refl ect t he s hort f a l I in emp loyment 

opportunities if manu fact ur ing ex pan s io n i s re tarded. 

Fi rst , th e r e i s t he possi bi I i t y of re sumption of Irish emigrat ion, 

especially in working age group s , to neighbouring labour ma rkets.** 

* 

** 

The same conclusion is reached if one contrasts the estimates of 
the warranted growth of manufacturing outpu t , Tables 8.4 and 8.6, 
with the above rates of manufacturing ou t put. It has been argued, 
in the previous section, that gi ven a number of plausible assumptions 
that th-e c I uster of va I ues of the average annua I growth of 
manufactur i ng ou t put consistent with stat ed emp loyment requirements 
wa s in the regio n of 11 to 14 per ce nt for 1975-'86 . Th is range 
of values is substantially higher relative to past manufacturing 
performance or the industrial targets of recent planning documents . 

W. Keating (1977) found that although between 1971-'76 there was, 
overa l I, a smal I inward movement of people into Ire la nd , there 1~ere 
sti I I 27, 000 ne t emigra nt s in the wo rking age grou ps (15-64 ) . Keating, 
however , proceeded in t he same ar ti cle , Table 9, to ext ra pol ate 
relati ve ly large numbers of Irish emigrants , 95,000 i n the age group 
20-29 for 1976- ' 86 irrespective of the pace of job crea t ion in 
Irel a nd an d developme nt s i n nei ghbou ring labour ma r keTs . The Keating 
estimates, therefore, are not very app ropriate for the purpose of 
estimating e i the r the potential growth of the labour force or the 
j ob-requ i rements in the 'non-farm ' s ector which presuppose an 
i nteraction between job- creation and migration flows. On this see 
B.M. Walsh "Expectations, Information and Human r-lig ration: Specifyi ng 
an Econometric Model of Irish migration t o Britain'', Journal of Regicre i 
Studies, Vo! . 14, No . I. 1974. 

11 

I 
11 
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It may be counterargued that this would partly depend on the 
economic prospects of the British economy . This granted , it 
may be pointed out that despite the slackening of the British 
labour market the rates of unemployment there are much lower 
than the above 10 per cent, registered unemployment, recorded 
s i nce late 1974 for Ireland. The other factor is one of the 
relative size and proportion of the Irish and British labour 
markets. Namely, that a 10,000 annual adult emigration from 
Ireland, which by historical rates is not high, would reduce 
the prospective growth of the labour force by, approximately, 
one third yet this is a very smal I change when considered in 
the context of the British labour market .* To the extent, 
however, that the suppositions here about the factors 
currently inducing a resumption of emigration, in the working 
age groups, are exaggerated then one would expect that rates 
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of open unemployment in Ireland would be a better reflection of 
the state of the domestic labour market than they have been 
hitherto. The second possibi I ity is that the=outflow from 
the farming sector would not be as high as expected by the 
NESC projections on the 'non-farm' labour force . Fi nally, 
man power participation rates have been found +o be inversely 
rela ted to unemp loyme nt rates and married wome n 's acti v ity 
ra tes to job opportunities so that there may be either 
withdrawals from or postponement in joining the la bour force that 
would not be ref lected in the insured unemployment statistics.** 

* 

** 

The CcPG, for example, stated t hat Britain's la bour s upp ly which was 
v irtuall y constant betwee n 1963- 1 73 is currently rising by about 
150,000 people or over i per cent each year. It is this fa cto r 
plus the high unemplo yme nt rates already exis ti ng that have 
induced the same group of economists to argue that growth rates 
of output achieved in the last two decades are plainly ins uf fic ient 
t o deal with the employment task a head. To this end see, for 
example, Economic Policy Review (March 1977)pp. 12-14. The same 
set of conclusions on BrJtish employment prospects was also reach ed 
by one member of the CEPG group a few mo nths earl ier. Vide T.S.Ward, 
The Chancel I or's December Measures and Econom ic Strategy, December 
1976, mimeo. 

et. B.W. Wa lsh , Projections of Labour Supp ly, Draft Repo rt June 1977, 
to be pub I ished on behalf of NESC. On the issu e of how the off icial 
statistics on married women acti vity rates d isg uise the reserves of 
labour for th at group, see B.M. Wal sh and Annette O'Too le, Women and 
Em p loyment i n Ireland: Resul ts of a Nationa l Survey, ESRI, Paper No . 69, 
1973, and Margret Fine-Dav is, ATTitudes Toward t he Status of Wc~en, 
Re port to the Department of Labou r, I PA, Feb r ua r y 1977. 
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In al I, a failure to provide jobs is not fully reflected in 

the statistical classification on unemployment in Ireland 

because of the emigration outlet, including the prox im ity of 

the British labour .market, and the relative size of the farming 

and distributive sectors which can sti 11 disguise the shortfal I 

in industrial jobs under such categories as 'unpaid relatives ' 

or 'not gainfully employed'. 
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Chapter 9: PROSPECTS AND POSSIBILITIES : FURTHER CONSIDERATIONS 

In a collective way the di lemma facing the Irish State, at 

present, i s similar to the one posed by Keynes, half a century 

ago, in his paper "The End of Laissez-Faire 11 ( 1926). * Name I y, 

what should be the role of the State at a time when the market 

cannot be rel ied on its own to secure major priorities , i ncluding 

adequate growth of employment, while the political preference 

is for a society upholding the main tenets of the market . The 

introduction of p lanning in Ireland was, in essence , a search 

for an agenda of the state , a vehicle of ideas about a strategy 

for development and an attempt for a dialogue between the 

government and the major interest groups. By stating this one 

does not wish to detract either from the personal contribution 

of Dr . Whitaker, discussed in chapter 4, or from the more 

proximate explanat ions , e . g ., the then economic recession, 

on the timing of the First Programme in 1958. 

Dr. Whitaker pointed out, in Economic Deve I opment ( 1958), that 

his work was a contribution t owards a p lan but tha~ the debate 

on planning could not have progressed without a positive 

response from the political domain - including the 

* A major innovation in that paper, pub! ished ten years before 
The General . Theory , was the idea of an Agenda for ~he State. 
There he distinguished between 'those services which are 
technically social from those which are technically individual'. 
Keynes then proceeded to argue that -

"Themost important Agenda of the State relate not to those 
activitiBs which private individuals are -already fulfi I I ing, but 
to those functions which fal I outside the sphere of the 
individual, to those decisions which are made by n~one if 
the State does not make them" (Co I I ected Writings ( 1972), Vo I . 
IX ,p,291) . 

The casual reader may infer that I ittle of this preoccupation 
with long-term issues, regarding the direction of investmen t 
and the social imp I ication of his work, remained in The General 
Theory. Such an inference would be unwarranted for these 
matters we re once again considered in The General Theory whenever 
Keynes was considering the long-term aspects of his work (e.g. , 
Chapters 12 and 24). 
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government.* As we have seen , chapters 5 and 6, the response 

from the State , especially tor the duration of the Second and 

Third Programmes, was ambiguous . The commitment and emphasis 

was on 'having a plan' yet the State's planning activity was 

generally confined to the design stage of the programme. Hence, 

s uch issues as the choice of priorities, the role of 

the pub I ic sector and the means for implementation were not 

adequately resolved . It has also been argued that the low 

political commitment was reflected by the anomalous status 

of the planning 'targets' which expressed neither desired 

outcomes nor expected trends. The tendency for the successive 

programmes to absolve the State from any responsibi I ity 

towards implementation would not have maintained its apparent 

respectabi I ity but for the chosen theoretical framework and 

planning methodology used. That is, it is the type of 

neoclassical ideas on planning examined in chapter 3 that 

provided the rationale for the Irish planners for lea v ing 

such matters as objectives and developme nt strategies to market 

f orces whi le viewing the State as an information broker. 

Irrespective of the logical problems with Meade's sc heme, his 

claims on behalf of ' non-interventionist ' planning are much 

more modes t in objectives and clear in its assump ti ons than the 

equivalent asserti ons made by some Irish economists . The 

culmination of these ideas were embodied in the use of the 

iterative procedure where the schism between the plan and the 

State was complete and 'targets' were offered as if they 

were objective values independent of policy considerations. The 

major drawback of the iterative procedure was in its use, 

particularly the way it by-passed issues concerning planning 

priorities and implementation, rather than the technical weaknesses 

that have been explored in chapter 5 and elsewhere . It is 

* Dr. T.K. Wh ita ke r reiterated his views on th e po liti cal prereauisites 
to planning subsequently, in " Economi c Planning in Ireland'\ 
Adm inistrati on, Spr i ng 1967, and "Planning Irish Development", a 
paper read at the 1976 Summer Course of the Irish Congress of Trade 
Unions. It is noteworthy that over the years Dr. Whitaker has become 
increasingly concerned with the organisation of the planning effort 
in Ireland and wi t h the widening of the collective bargaining 
framework before further plans are commi tted to print. 
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singularly a rare occasion where the low political commitment 
of t he government to specific programmes could have been 

validated by an appeal to a theory of planning that deemed this 
desirable. 

The pessimism expressed at present about the prospects of planning 
in Ireland is only partially the outcome of the i I I fate of 
the last two programmes and the slow progress in the interim, 
1973- '77, period. It is a I so the resu It of the increasing 
scepticism about the particular set of ideas that have come 
to be associated with Irish planning.* The paradox is that 
though planning is deemed necessary, no less as a statement of 
intent over employment and apolitical rallying point, past 
experience leaves its adherents rather uncomfortable as to its 
content or direction. In other parts of this work, i nc I ud i ng 
chapter 6, we have examined what in our view have been the 
major weaknesses of Irish planning and suggested how its 

organisation and implementation procedures could be strengthened. 
It was also pointed out that the discussion was incomplete 
without an examiBation of the output and employment relationship 
in the industrial sector and labour force projections. Both 
elements are essential fo r the development of an employment 
strategy yet they have been neglected in Irish plans . Th ese 
issues formed the focus of inte res t of the last two chapters 

where i t was found , inter al Ja, that there are structural aspects 
to the employme nt difficulties that ante-date the 1974-' 76 
econom ic recessi on and that over t he medium or long-term period 
employment prospects are closely connected to industrial expansion . 

* See, for example, the NESC comments on the Economi c and Social 
Developme nt , 1976-'80 <Report No. 33, 1977). NESC was not 
only doubtful about the va lidity of particular targets but 
more significantly about the value of the entire exercise 
given that the required policies for implementation were 
not exp I icit ly discussed by the Green Paper. Yet, surprisingly, 
the methodology and general content of the recent Green Pa per 
differs I ittle from the First Part of the Second Programme (Pr. 7239) 
and the Third Progra mme (Prl. 431) which at the time, 1963 and 
1969, were favourably received. 
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The sections that fol low though depending on the findings 

of the earlier chapters are by no means a summary of them. 

The object, rather, is to simplify further some of the issues 

and to delimit the prerequisites for a framework within which 

planning proposals would command a better hearing. That is, 

where the promotional functions of a plan are subordinated 

to the requirements for implementation and the aura for 

having a plan is made a poor second to the determination of 

its priorities. 

9.1 PLANNING STRUCTURE AND DIRECTION 

The first possibi I ity is to continue planning on traditional 

I ines with no direct commitment by the State other than that 

of an adjunct to the market. As we have already argued, this 

does not imply that there is no planning role for the State 

but that the responsibi I ities of the latter are confined to 

assisting firms with extraneous 'uncertainty' and, indirectly, 

seek expansion through suasive means.* This approach would be 

in I ine with Meade's theory of indicative planning and would also 

satisfy Marx's aphorism that "the executive of the modern state 

is but a committee for managing the affairs of the whole 

bourgeoisie".** We have been critical of the approach both in 

theory and practice, yet its influence amongst certain academics 

should not be underestimated. A reiteration of such a 

viewpoint, for Ireland, is given by Meenan (1970) and earlier 

commitments to the same end by FitzGerald (1968) and Donaldson 

(1966). Yet Professor Meenan, uni ike Meade, claims much more 

on behalf of 'non-interventionist' planning for he is convinced 

that the operati on of market forces can result in high 

employment, social equity and industrial transformation without 

* cf. Chapter 6 an d Appendix F. 

** K. Marx, The Communist Manifesto ( 1848), Pel ica n Edition, London, 
1967, p. 82. 
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the State ' s interventi on .* 

The second poss i b i I i t y is , in pr i ncipl e , more ambiti ous and the 

one leas t consi dered by t he present work : namely, the case for 

a f ully centra l ly p lanned economy perhaps as described by the 

smal I soc ial i st groups i n Ireland and certain ly Marxi st .** A 

r eason for keeping clear of this type of option is that it is 

based on such fundamentally di fferent political premises , both 

in conception and imp! ication , that no ins ights about the mer its 

o f that case can be inferred from this analysis . To go one 

fu rther , it is very doubtful whether the case for this type of 

social ism for Ireland can be disti I led by studying two narrow 

f acets - planning and employment - of that society . That some 

Irish socialists have used the employment and planning difficulties 

as the reason for social ism makes their argument appear both 

a deus ex machina and superficial . To state this in a different 

ma nner: does t he soc ialist case vanish when ' capitalist ' 

nati ons att a i n nea r f u l I employmen t ? One can answe r this question 

in t he negati ve , as most soc ia li s t s wou ld be inclined to do 

instinctively, provided t he case for social ism ca n be made on i ts 

own merit s or otherwise i rrespective of the exi stence 

** 

** 

Under t he guise of ' I ibera l ism' Meenan was warn i ng Irish policy 
maker s a nd economists i n 1957 aga in st Keyne s ' s ideas about state 
intervention in investment decisions by invoking the 'threat to 
freedom' argument propounded by Hayek. As we have seen in chapter 
4, Ireland in t he middle of the 1950s was undergoing a n acute economi c 
recession with fal I ing output and investment, large sca le plant 
un deruti I !zation and mass emigration while prices and money incomes 
were e~ther stable or fal I Ing. Moreover, private savings which 
Meenan thought was the reason for the low investment, at that time, 
were in fact being transferred overseas because of lack of domestic 
opportunities. By 1970 Meenan found no difficu lty in reconci I ing 
his earlier views on the inherent tendencies of the market to satisfy 
socio-economic objectives with his new conversion to 'non
interventionist' planning which he interpreted as evidence of the 
State's submission to the self-regulation of market forces. See 
J. Meenan, "The Political Economy of Development", JSSISI, Part I, 
1957- 1 58, and The Irish Economy, Liverpool University Press, 1970. 

cf. The Irish Industrial Revolution, REPSOL, 1977, or the joint 
document by Sinn Fein and the Communist Party, Go to Work Ireland, 
1976. 
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of particular economic exigencies affecting non-socialist 
countries at points in time.* The more basic reason for not 
pursuing hol i stic solutions , proffered by some Irish marxists, 
is that we have been concerned with economic problems whose 
means of betterment can be-found within a system of par! iamentary 
democracy. This is not accepting the conservatism of the 
existing orthodoxy but rather to recognise that the political 
Culture and certain social values are not tradeable goods 
vi s-a - vis the problems we have examined . Whether one uses 
the existing political system as a priority to be maintained 
or as a constraint to be adhered to, the end product points in 
the same direction . That is , the goodwi I I of society (including 
that of the labour movement and the political flexibi I ity of 
the major parties in Ireland) stopped short of accepting a 
centrally planned economy , in the marxist sense , as a means 
of solving the problems we have been examining. 

This sharp distinction between ' non-interventionist' planning 
and a fully centrally planned economy is of assistance in 
tracing the political and social imp I icat ions associated 
with each set of ideas - matters that are usually left obscured 
by the ir protagonists. But there is not, perhaps, much more 
that one can learn about the Irish planning experience by 
contrasting these pure forms of planning exercises for 
in reality the options are not presented in these terms . One 
can observe, in principle, considerable agreement on overa l I 
objectives ~ hi le competing strategies imp ly different degrees 
of State intervention and planning responsibi I ity for the 
government . The difference of opinion was , essentiall y, how 
best to serve these object ives - incl ud i ng the agenda of t he 
St ate, the role of indus tr ial isation and the participation of the 

* James Connelly wa s ke~ nl y awa r e of the need t o develop th e case 
fo r an Iri sh soc ia l i st society in its own r igh t rather than as an 
escape from particular economic difficulties wh ich may have 
proved tran s itory. To thi s end see, for examp le, hi s ironic 
ridicule of an adherence to 'practical politics' by socialists 
who are prepared to stake the validity of thei r convictions on 
whether capital ism is capable of overcoming given economic 
difficulties at particular points in time. cf. James Connolly 
Selected Po l itical Wri tings, edited by 0. Dudley Ed wards and 
Bernard Ransom, London 1973, particularly pp. 250-252 and 375. 
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labour movement - and not between mutually exclusive planning 

fo rmats wh ich can be regarded as ends in themselves. 

Attent ion has been given in previous chapters in specifying 

those proposals that , i n the main , can be i ncorporated within 

the trad i tional framework of planning in Ireland from the rest 

which imply a more radical departure. For example, it has 

been argued that , granted an acceptance of the iterative 

procedure, consistency checks can be used on the output and 

employment relationships posited . These checks are based on the 
s t atistical association between the growth of i ndustrial output 

and productivity that has been found for Ireland and elsewhere . 

This wi I I enable the planners, inter al ia, to separate desired 

from possible values and also abandon the discredited assumption 

that the growth of i ndustrial output and productivity are 

unrelated . Some of the results of this alternative approach 

have been presented in the last two chapters and the i r appendices . 

Yet this does not meet the more inflated claims made on behalf 

of the iterative procedure whi ch was assumed to separate 

pl anning from politics. It was a rg ued in chapter 5 that this 

type of interpretation was misleading for the setting of 

targets sti I I presupposed politica l initiative if not 

commitment. In short the objectivity of these planni ng 

techniques cannot be stretched to replace what have been regarded 

as more political and cont roversial ways for setting priorities . 

It was also suggested that the State , far from remaining 

the passi ve agent i n the planning process as in Meade's theory, 

has to bargain with competing groups in the market over strategies 

and potential controls before t he pla nne rs can exami ne whether 

t he obj ectives of t he plan a re in accord with accepted 
pol fcies . Hence , the role of the State is not confined to 

a broke r of information and it becomes the foc us for widening 

the framework of collective barga ining and for establishing 

priorities that would otherwise be neglected by the market. 

In t his process there is I ike ly t o be an t agonism between the 

political party in power and some of its traditional supporters 

but such antagonism cannot be evaded by exaggerating the 
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objectivity of the planning techniques . Such an objectivity 

does exist but it does not neutralise al I potential conflict 

over priorities and pal icy controls . The issue , is, therefore, 
whether organisational structures can be developed to channel 
such differences or whether in their absence this w i I I I ead to 
more open conflict. * 

While examining the i nstitutional aspects of planning in Ireland 
it was found that there was a strong bias to: 

(a) Exaggerate the ro!e of the predictive functions of the 
programme at the expense of considering pal icies for 

implementation or attending to the adaptation measures 

once developments were off-course . 

(b) Concentrate unduly the planning process at the design 

or t a r get setting stage of the plan and treat review 

and implementation as routine activities . Thus such 

operati ons as consultations with industry and labour, 

departmental estimates for the plan and the commitments 
given in the Finance Statement were at their peak 

during the year of plan i naug uration and the n became 

less frequent or lapsed . 

One suggestion explored fo r counteracting such tendencies was 
to strengthen the review and consultati ve procedures of the 

* It may be noted that Ka lecki ( 1943) wr it i ng on the post-war 
prospects felt confident about the capacity of industrialised 
countries to secure fu l I employment yet he was sceptical wh ether 
this advance would have been accompanied by institutional 
developments 'to reflect the increased power of the working class'. 
It was this possibi I ity, whose consequences he termed the 
"political business cycle" , which made him doubtful about the 
long-term maintenance of fu l I employment. A few American economists, 
some three decades later, have been voic ing asimilar doubt which 
has prompted them to consider planning as a means of effecting 
warranted socio-economic changes. To this end see R.A. Musgrave 
"National Economic Planning: The US Case", American Economic 
Association , Papers and Proceedings, February 1977 . 
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plan. Given the difficulty for a smal I open economy in finding 
a planni ng trajectory (i.e., a course of targets for the entire 
duration of the plan) that wi I I remain unaltered then the rev iew 
stage should not only be an accounting exercise comparing 
targets with outturn but reappraise the plausibi I ity of 
targets and determine whether they are sti I I useful guides to 
action. To do this it would require, inter al ia, the reactivation 
of the consultative procedures with market groups that were 
confined to the preparatory stages of the Irish plans . Thus, 
by not restricting consultation to a 'one-off' activity, the 
review stage becomes a mini-plan exercise rather than merely 
updating data while treating al I the initial planning 
assumptions as invariant. Al I this does not deviate greatly 
from the existing planning framework but rather brings to the 
fore some of the lessons that can be learned from the Irish 
expe·r i ence. 

There is, however, a potent ially more controversial possibi I ity 
for deal ing wi th this as argued elsewhere, e .g., in chapter 6 
of the study . We have suggested that pa rt of the inordinate 
emphasis on projections was related to the narrow scope of pla nning 
and to the I imitations imposed by what were regarded as 'acceptabler 

po) icy controls by th e authors of the Irish plans. It 
wa s , for example , deemed outside the scope of the Irish plans 
to consider the flow of investible fu nds - including the right of 
overseas compa nies to a ful I repatriat ion of profits - income 
distribution, and the progressive elimination of trad e protection. 
Yet on two occasions, 1965/ 1 66 and 1970/' 71, the government 
r esorted to deflationary measures, to rectify difficulties 
on the external account, which compromi sed the output and 
employment objectives of the economic programmes then in 
exi stence . More exp I icitly the Second and Third Programmes 
accepted as para~ete rs the free movement of capital funds, the 
absence of control over domestic monetary policy and the 
form of EEC membership. These trends were reinforced by 
neoclassica! and monetarists arguments in Ireland regarding 
the desirabi I ity of a free movement of private capital funds, 

I 

I I 
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against i nterference with trade flows and maintaining that the 

rate of domest ic inflation was totally independent of market 

forces - viz ., domestic collective bargaining . * Thus , the narrow 

scope of Irish plans and the attenuation of policies regarding 

t he direction of investible funds, collective bargaining and 

t r ade protection came to be regarded as both desirable and 

i r r evocable. Projections and other similar techniques, e.g., 

surveys and producers' intentions, were used not as anci I lary 

t o dec i sions about implementation but were promoted as substitutes 

for 'anticipating correctl y ' developments in areas that were 

deemed outside the scope of the plan or the influence of the 

State .** 

These examples have been given to demonstrate that there is scope 

for modest cbanges and improvements - both in the techniques and 

in organisational a r rangements - within the t raditional framework 

of planning in Ireland . It must also be conceded that the more 

bas ic . proposal s regard i ng t he methodo logy of the plans , t he 

ro le of the State and the retrieval of Keynesian prerequisites 

f or the mana geme nt of t he economy cannot be readil y reconci led wit h 

the form of no n-i nte rven t ion is t plann i ng exam ined i n chapters 3 an d 

5 . To s t ate th i s matte r mo re si mply, the direct io n of p lanning 

in Ireland is uni i kel y to be sign i f icantl y aff ected by avo iding . 

the t echnical pi t fal Is in the i t erat ive method a nd by the more 

frequen t use of the review and consu lt at ion procedures . It 

i s , however, a qua I i tative ly different argument that the weak 

* 

** 

A recent example of this stance is P.T. Geary's "Wages, Prices 
Income and Wealthn in N.J. Gibson and J. E. Spencer (eds.), 
Economic Activity in Ireland (1977). 

It would seem that the tendency to tre~t -optlmistic projections 
as se I f - fu If i I I i ng was not confined to the p I ans that we have 
examined already. NESC complained about the now defunct 
document , Economic and Social Development 1976-1 980 that "The 
major weakness of the Green Paper does not I ie in its projections. 
Nor does it I ie in any confusion about the problems that must 
be re sol ved If a better economic future is to be assured .... 
The major weakness I ies in the fact that no policies have as 
yet been put forward by the Government to resolve their prob lemsJ 1 

(NESC Report, No. 33, p. 20, 1977). 
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impl ementation and high obsolesence of specif ic Irish plans is not 

vi ewed as an incoherent mistake but an attribute of the type 

of 'non-intervent ionist ' planning used . 

9.2 THE-CASE FOR A PERSPECTIVE PLANNING DOCUMENT 

By a perspective p lanning document we mean something akin to 

Keynes's concept of an Agenda of the State rather than the compendium 

of soc ialist tools and state controls of 'the commanding heights 

of a planned economy' that such a phrase has come to characterise. * 

The i dea is for a document to deal with the long-term objectives 

and other strategic considerations of planning which cannot be 

explored within the traditional format of Irish plans . This 

exercise should clear the way on planning objectives and on the 

admissible pol ic y controls before medium term plans, usually 

of four to six years duration , are introduced. Hence , for 

our purposes perspecti ve planning can be described more loosely 

as a prelude to p lanning than an actual -plan. It may be 

pertinent to summarise some of the considerations t hat wou ld 

make such an approach usefu I in the present debate regarding 

the scope of future plans . 

It has been argued that a numbe r of objectives are uni ike ly to 

be secured within the traditional format and length of the previous 

Irish plans. As we have seen in the last chapter the employment 

requirements are I ikely to be accentuated in the next decade 

and progress in this direction can be checked by a slow growth 

of industrial output, absence of agreed norms about collective 

bargaining and by broader issues regarding social equity. A 

premise here is that the State's endea vou r to reduce unemployment 

is received with a measure of goodwi I I by the bargaining groups 

(as expressed by voluntary wage restraint} yet this sympathy is 

dissipated if it does not find an expression in a bargaining 

~- For Keynes's concept of an Agenda of the State see his "The 
End of Laissez Faire" (1926) republished in his Collected 
Writings (1972), Vol. IX, and in particular pp. 288-292. For 
the socialist interpretation of perspective planning, see 
J.G. Zielinski, On the Theory of Sociallst Planning (1968) 
particularly pp. 1-6 and 116-127. 
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process that is more comprehensive than the conventional wages 

round.* Given that the last t wo pla ns fel I generally short in 

achievi ng their specific objectives the pursuit of ambitious 

targets by suasive means ought to be reconsidered . For, as a 

result of the disappointment with the progress of the last two 

programmes what is at stake currently is not merely whether 

particular targets appear plausible but also the credibi I ity 

of planning itself . A demerit of the earlier plans was 

the assumption that their educative role was clearly recognisable 

from the targets wi th accompanying neglect of considerations about 

the choice of priorities and their imp I ications for the rest of 

t he community . 

It would seem that, from past experience , Irish planners cannot 

proceed on the assumption that the management of the economy wi I I 

be in accord with the plan's objectives and then provide amb itious -

estimates or projections that purport to validate this assumption . 

That is, the tradition9 1 separation of the management of the 

economy, e.g ., as expressed in the annual or bi-annual Financial 

Statements and of planning has not yielded mutually reinforcing 

results . Indeed on occasions the plan's objecti ves on output 

and employment were compromised by what appeared as immediate 

exigencies. Hence, balance of payments difficulties became 

synonymous with ex igent deflationary measures at a time of high 

a nd growing unemp loyment , and when the classical tenets of free 

movement of capital funds a nd a deeply felt commitment agai nst 

the re- introduction of t rade protection were maintained . What is 

suggested here is not that the perspecti ve document would be 

ab le to offer remedies that wo uld banish once and for al I 

d i ff icult ies on t he external account , but t hat it would examine the 

alternati ve opt ions t o managed deflati ons as the on ly so lu t ion. 

* et. The ICTU Annual Report for 1975 contained a speclal memorandum, 
pp . 170- 185, on the priorities of the trade union movement. In that 
document the delegates i ndicated thei r wi I I ingness t o accept a 
voluntary policy for incomes provided other matters, e.g., emp loyment 
and social policy , were a lso placed on the agenda for discussion 
with the Government and the Employers. 

11 
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That is i n a perspective document the policy options and their 
efficacy become a legitimate subject of inqui ry uni ike the 

restri cti on placed on successive Irish plans to accept these as 
given.* 

The responsibi I ity for this, however, does not rest entirely 
with domestic policy makers. The terms of Ireland's entry to the 
EEC acknowledged the structural economic differences amongst 
member countries with an accompanying commitment for a 

' harmonious development' of member states. An imp I ication of 
this is that there is a certain responsibi I ity on the part of 
the richer creditor nations to faci I itate the transfer of resources 
so that difficulties, e.g., on the ·external account, do not 

compromise the shared objectives on growth and employment . An 
alternative would be to al low a certain flexibi I ity for introducing 
or maintaining measures , e.g., the tax relief on industrial exports , 
in the effort to encourage the expansion of the manufacturing 
sector. As we have seen, in the case of Ireland, at least, the 
expansion of this sector is a neces sary precondition if the 
next decade is not to be a continuation of the unprecedented 
employment difficu lties of the recent past . What would appear 
unsatisfactory is a regime of inter-country agreements where the 
onus for correcting balance of payments difficul t ies is placed 
on debtor nations while the agreement itself, i.e., EEC membership, 
precludes, in the main, t he introduction of domestic policies other 
than the ones curtai I ing effective demand.** 

* 

** 

Contrary to what one may be lead to believe this is not as daunting 
a task as it may initially appear. Already a number of studies to 
be carried out by the ESRI or commissioned by NESC are on long
term structural objectives and policy means that could be regard ed 
as potential inputs to a perspective planning document. See, f or 
example, The ESRI Research Plan, 1976- 1 80 May 1976, and Prelude to 
Planning - NESC Report 26, Octobe r 1976. The danger rather , as 
in the 1960s is that institutional inertia or 'a wa i t a nd see ' 
approach by the State wi I I reinforce the restr ictive focus of actual 
plans so that such efforts are al lowed to lapse as wi th many of 
the NI EC proposals on planning a decade earlier. 
For a recent discussion on the general di fficul ties introduced by 
the instabi I ity of the international payments system see N. Ka ldor 
"Inflation and the Recession in the Wo rld Economy", The Economic 
Journal, December 1976. 
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It is a matter of dispute whether the scope and controls 

exercised by previous Irish plans were consistent with the specific 
objectives that the planners were expected to accomplish . Both 
regional planning and the centr~I isation of collective bargaining, 
for example, evolved outside the sphere of the central plans.* 
It i s difficult to see how in the absence of co-ordination between 
the planners and the groups involved in collective bargaining the 
authors of the plans could have abstracted from the domestic 
influences on Irish manufacturing prices.** 

In short, though a perspective planning document would examine 
issues for the longer term it would be the nature of the questions 
raised, rather than the time period, that would separate it from 
the framework of the earlier planning experiments. Let us pursue 
this point a I ittle further by summarising the kind of issues 
that such a perspective document might be concerned with:-

I. What aspects of the social and economic I ife are deemed to 
generate priority objectives and which of these can be dealt 

with by planning? 

2 . Within the existing economic and social constraints, what 

controls can be used by the po! icy makers? A severe 

weakness of Irish plans in the past is that they imp I icitiy 

* 

** 

In fact the first major study on the effects of regional 
incentives is only being undertaken currently, on behalf of 
NESC , by Messrs. B.C. Moore, J. Rhodes and R. Tari ing of the O.A.E. 
(Cambridge Univeristy). Ye t the Third Programme (1969- 1 72) pp. 167-
168, accepted in faith the Buchanan (Regional Studies Report, 
1968) thesis for extreme industrial concentration wh ich the 
above authors have found seriously defective. 

Generally monetar is ts in Ireland find no difficulty in dismissing 
the effects of collective bargai ning as irrelevant before issuing 
recommendations regarding antl-inflation measures. (See for 
example , papers and comments by P. Geary and T. Ryan to A Symposium 
on Inflation, JSSISI, Part II , 1974- 1 75). For th is they rely, 
rather indiscriminately, on M. Friedman's concept of 'natural 
unemp I oyment' defined as a rate wh i eh if maintained w i I I prevent 
acceleration of price increases. It is puzz! ing to see the 
practical merits of this device (whateve r i ts alleged 
theoretical foundations) for Ireland, given that insured 
unemployment increased to over ten per cent and the consumer price 
index to near twenty per cent during the 1974-'76 recession. 



accepted a number of norms as constra ints without making 

it clear why they accepted those norms as given. For 

example, the free movement of capital, the absence of 

monetary policy (Including the autonomous abandonment of 

Interest rate control) trade agreements and industrial 

strategies were treated by the planners as areas outside 

their scope of responsibi I ity. 
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3. Which of the existing constraints are exogenous and which 

are endogenous or self-imposed? For example, both the 

components and potential of the tax system as wel I as the 

growth of money incomes were treated as data by previous 

plans when in a more serious planning exercise they would be 

amongst the first areas to be examined. It is interesting 

that the trade unions on two occasions in the past expressed 

their wi I lingness to let the growth of money incomes be 

a negotiable topic for the plans provided employment and 

investment were also subject to planning.* 

4. What is the role of the State, given the agreed priorities, 

* 

and how can it plan its own activities? In particular, if 

output, accumulation and employment are put at the centre 

of the planning process, what strategies should the State 

develop in influencing these variables directly, and which 

for cushioning the impact of recessions on the private 

sector. In the past, the Irish government had no plan 

for its own activities , which dovetailed into the central 

plan, nor did it develop contingency strategies in case 

the ones outlined in the plans failed to bring about the 

warranted effect. Irish planning experiments can be described, 

in this sense, as "fair wea ther" planning. That is, if 

everything turned out to be in accord with the initial 

See the NIEC Report on Incomes and Prices ( 1969, No. 27) which 
was signed by the nominees of ICTU. But even more recently (November 
1976) during the Tripartite Talks with the Government and Employers 
the ICTU prepared an internal document for its nominees at the 
discussion stressing that the growth of money incomes was negot iable 
provided that the policies for employment, planned economic growth and 
a more just tax structure were equally negotiable . cf. ICTU's 
internal Aide-memoire for the Triparti te Discussions, November 1976. 
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assu mpt I ons then t he p I an was ma i ntained ; i f not , . the n the p I an 

was abandoned wi thou t an attempt to modi f y it by ta king i nto 

account new deve lopment s . 

5. What wou ld be the ro le of the barga i ning bodies , vi z ., employers 

and labour , if the demand for more active planning, which 

they endorse , is promoted? Both sides of industry have asked 

for emp loyme nt and industrial expansion to be the centrepiece 

of the new deal wh i le they agree on the introduction of 

po li cies for taxing farm income and leaving a higher proportion 

of earned profits for reinvestment . However , an agreement 

on goals does not imply an agreement on means , nor is there 

an aware ness of the type of imp I ications of the new 

responsibi I ities for these bodies if a new social contract , 

wi t h emphas i s on employment expansion , is drawn up. 

These i ss ues may be found embar rassi ng by the orthodox theorists 

of 'non- intervent ion i st' pl ann ing who dis! ike the int r us ion 

of pal itical and ins t itut ional cons iderations in t hei r sub j ect 

of inquiry. It i s clear f rom the previou s examination of Iri s h 

pl ans , however , t ha t attempt s t o short-ci rcu i t these i s s ues 

by successi ve programmes was a major reason for their enduring 

d i fficulti es . 

Fi nally , there are three sensitive areas , pal itica l commitmen t to 

the pla ns , th e status of ove r seas compani es and inter-count ry 

movemen t of pri va te capi t al funds that create their own unce r ta i nt ies 

i n any attempt at exploring t he possi b le course of plann i ng in 

Ireland . 

Unti I recently, planni ng in Ireland has been "above politics" 

in the sense that the major political part ies agreed on its 

premises, shared broadly t he same economic phi !osophy and did 

not attempt to capitalise out of a failure of t he plans, i.e., 

non-achievement of targets or abandon~ent. Though central plans 

were formally drafted under a Fianna Fai I government this, as we 

have seen, did not imply apolitical commitment to the plan 

I 
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nor we r e the targets binding on the government . As Chubb and 

Lynch (1969) argued, the administration rather than the political 

parti es was mainly responsible for instigating planning and 

for drafting its main contents. It is rather revealing that 

on no occasion did the main opposition party criticise the type 

of plans offered - even when such plans were prematurely 

terminated. The question does arise whether such a blanket 

uniformity of opinion wi I I be maintained by the various 

po! itical parties when planning is more active in the sense 

of directly influencing variables, e.g., the role of the pub! ic 

sector, collective bargaining and the direction of investment . 

Dr. Whitaker (1976) and Kennedy (1976) have expressed the view that 

planning in Ireland can only be made effective if it becomes 

a main criterion of success for a particular government in office. 

This may appear a simple point yet if accepted it would 

constitute a radical departure from past practices for it would 

imply, inter a l ia, that planning is no longer viewed as a 

process "above politics" . More directly it would disturb the 

previous tacit agreement of the main parties to leave planning 

outside the sphere of political interest . 

It would seem that the rate of expansion of the foreign sector , 

i.e., reinvestment by established overseas compa nies and invest~ent 

by new ones , i s fa ster than the rate of expansion of domest ic 

owned manufactu r ing industry. Although there are no avai I able 

estimates on the share of foreign industry, in terms of net 

output and employment, in the domestic economy, something is 

known about the proportion th at new ove rseas companies contribute 

to investment and projected employment.* The existence of a 

large and growing overseas industrial sector i n Ireland has 

imp! icati ons, inter al ia, for planning vi a its effect on the 

incentives for investment , its economic and technological I in ks 

wi th the host economy and its influence on po! icy-making vis-a-vis 

flows of capital. In addition, there are political and social 

* cf. D. McA I eese, "Capital I nf I ows and Direct Foreign In vestment 
in Ireland 1952 t o 1970", JSSISI, Vol. 22, 1971-'72, and 
"The Foreign Sector" in N.J. Gibson and J.E. Spencer (eds.), 
Economic Activity in Ireland (1977). 

- - T 

I 
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issues at stake whi ch go beyond economic conside rations on 

the role of overseas companies. The Manag ing Director of the 
IDA, though acknowledging the importance of these wider 

considerations , has pointed out that the mandate of his 

organisation only extends to the encouragement of ove rseas 
companies to settle in Ireland.* The role of a perspective 

plan in this area would be to consider, for example , the 

contribution and share of overseas companies in output, 
employment and value added (net output). This kind of 

material wh ich appears basic to any kind of discussion on the 
role of overseas companies in Ireland is not avai I able at present . 
In addition it would include questions about the economic 
I inks between the foreign sector and the host economy, the 
difference between investment and taxation incentives given 

to domestic and foreign owned enterprises, the managerial 
and staffing procedures of such firms, and on the possible 
constraints imposed on fiscal an d monetary policy of the 
domesti c authorities via the concessions to ove rseas companies. 

There are also certain legislative anomalies regarding the 
supply of information to the authorities, under the var ious 
companies acts, by overseas and domestic owned firms. Overal I , 
the amount of information required from overseas compinies, which 
are usually branches of multi-nationals is both less detailed 
and under fewer head i ngs than that obtained from Irish firms. 
This is because as long as the firm is domiciled abroad or 
else t he offshoot of a company with headquarters outside the 

country, it is the country of domicile rather than the 

place of operations that has legal claims over company 
information. Hence, the existing situation permits overseas 
companies several times bigger, in terms of employment and output, 
than their domestic counterparts to avoid divulging company 

information because of their overseas status. There are two 
options open to the authorities in seeking more information 
than at present available. First, informal pressure and 

* Paper read to the Symposium on Increasing Employment, JSSIS! 
(1975) op. cit. 
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suasi on on individual overseas companies to adhere to the code 
applicable to domestic companies regarding information. This 
may not be the most effective procedure for again, in the final 
analysis, it leaves the decision in the hands of the company . 
Second , domicile abroad to be accepted for specified number 
of years beyond which overseas companies of certain size to 
be treated, for information purposes, on par with Irish firms. 
Under this scheme overseas companies wi I I retain their special 
status, in the various company acts, for a given number of 
years after which size of operations rather than domicile 
wi I I be the determining factor whether they wi I I be treated 
on par with Irish firms. 

The Commission on Emigration (1954) gave estimates of the outflow 
of investible funds by Irish citizens to overseas - mainly 
British - money and capital markets. The composition of these 
private holdings are primarily ownership of government stock 
or minority holdings in companies . No firm estimates 

are currently available on the size and direction of this 
outflow of capital funds - though a small internal inqui,ry 
was recentl y conducted by staff of the Central Ban k. One 
question that ar i ses i s why such a reluctance to lend to the 
Irish Government when the rates of return and taxation (i.e ., 
the absence of a capital gains tax in Ireland) on Irish State 
securities was traditionally more favourable than in Britain .* 
The avai la~i I ity of investible funds and the cost structure 
of i·t s supply are additional issues affected by the policy of 
unhindered capital movements and t he absence of control over 
domes t ic interest rates . In the Radcliffe Committee Report (1959) 

* The Committee on The Funct ion s, Operations and Development of a 
Money Market in Ireland ( 1969) concluded t hat (page 59): "The 
experience of the pe ri od from the early 1930s to the end of the 
last decade (i.e., 1959) suggested that a differential of from 20 
to 25 per cent between Irish and British Government bond yields 
was usual, Irish yield s being the higher of t he two." For a 
compa rison of Irish and British behaviourof yields on Gover nment 
securities, see E. Nevin: The Capital Stock of Irish Industry 
(1963, ESRI Paper No. 17) and, in particular, Appendix B. 
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the emphasis was placed on the avai labi I ity of funds,viz. , 
'the I iquidi ty position of financia l institutions· 1 r-a-ther than 

variation s in the cost of borrowing as the determinant for 
impl ementing existing investment plans.* That is, interest 
rate variations affected primarily the ease by which firms and 
individuals borrowed while demand factors, including expectations, 
affected the decision to invest. Nevertheless, it was 

acknowledged that interest rate variations were important for 
the activity rate in certain sectors depending heavily on 
external finance~ e.g., construction. Whatever the bias 
of the argument for here, Irish planners proceeded as if the free 
flow of funds and the absence of autonomous monetary policy 
had no repercussions on their work . 

To recapitulate, this final section has raised a number of 
i ssues that need to be examined, preferably , before the 
introduction of the next programme. Irrespective of the 

f eas ibi I ity of the proposals for a perspective document it 
seems clear that neither the frame work of collecti ve bargaining 
nor the management and openness of the economy can remain 
outside the plann ing sphere , as during the Second and Third 
Programmes, withou t coming into conflict with the planning 
ob j ect ives or else upset the main assumptions of the programmes . 
In this I ight a perspective document is a means for considering 

* The chapter on "The Influence of Monetary Measures" concluded, inter 
al ia, that: "In theory, monetary action may work upon total demand 
by changing the interest incentive: we believe that only I imited 
reliance can be placed on this. More certainly monetary action 
works upon total demand by altering the I iquidity position of 
financial institutions and of firms and people desiring to spend 
on real resources: the supply of money itself is not a critical 
factor'' (Commi ttee on the Workin g of the Mo netary System (Cmnd. 
827) , 1959, p . 135) . For a recent clarification of that position 
see R. Kahn , "Mr. Eltis and the Keynesians", Lloyds Bank Review, 
Apr i I 1977 . 



the direction and controls of planning in a manner that was 
not possib le wi~hin the methodo logy of the recent plans . 
Moreover, the growth requirements of industrial output and 
employment, for the next decade, are much higher than the 
economic performance for the decade terminating with the 
Third Progra mme in 1972. The 1974- 176 recession has 
exacerbated difficulties but to hold it responsible for the 
employment tas ks ahead is to miss the long-term structural 
elements of the present predicament . 
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Arguments by analogy , e.g ., exaggerating the suasive aspects 
of French planning , or incantations about the merits of 'non
interventionist' planning for a fully competitive economy are 
not credible reasons for leaving aside a discussion on the 
scope of plann i ng or the required strategy for expansion . 
These issues undoubtedly embrace normative considerations 
that cannot be resolved by an appeal to a scientific methodology 
of planning . But this , again, is no reason why Iri sh planners 
and the Government can af fort to neg I ect them. In any event 
were either t!ieade' s theory of i nd i cat i ve p Iann i ng or the past 
planni ng expe r iments in Ireland free of normative premises? 
It is appropr iate to end with a quote from a group of economists 
writing on the eve of the post-war era on the prospect of 
f u 11 emp I oyment. 

"Many attempts have been made to separate economics 
from politics. Such a rough separation may be of 
value from the point of view of exposi tion of ideas, 
but that is al I. For not only the policy for ful I 
employment .... require the intervention of the political 
executive but already before the war, in unemployment, 
al I kinds of intervention by the State were customary 
and received Par I iamentary support. A ful I employment 
programme does not, therefore, mean bringing politics 
into the sacred groves of economics. Politics has been 
there for some time, but has not always been very 
c;:lear what it has been doing"<T. Balogh, G.D.N. Worswick, 
et. al., The Economics of Ful I Emp loyment (1944) p. 207). 

In the present circumstances this is an apt syllogism for many European 
economies but particularly relevant for Ireland which has, as yet, 
to embark upon such a worthy endeavour. 

I • 

1, 1 



APPENDI CES 

Ill 
j 



A-I 

APPENDIX A 

Further Difficulties with Meade's Theory of 'Non-Interventionist' Planning 

Two diffi culties in relation to Meade's theory of indicative planning 
rema in to be d iscussed. 

First , whether there is an inherent contradiction between the pursuit 
of the objectives of centralised forecasting or of indicative planning 
and , what are regarded by some economists, the ' rewards' for risk taking 
in a free enterprise economy . In particular , would not the elimination 
of market uncertainty, or the perfect ion of forecasting by the centre, 
undermine the entrepreneurial role and 'rewards' in a market economy? 
Since the apparent contradiction between the logic of indicative 
planning and the norms of a free enterprise economy has been popularised 
in recent years by V. Lutz, we wi I I simply cal I this quandary Vera Lutz's 
di lemma . 

Second, as the basic subject matter of Meade's wo rk is, in part , "to 
watch a competitive economy moving through time when , because of 
uncertainties about the future, false expectations are formed" what 
role does the concept time play in Meade's scheme? In particular, is 
i t time ahistorical whe re movement of the system is permitted in both 
directions (H. Bergson's 'time- space') or i s it t ime historical where 
the past is irreversible , the future uncertain and the present as t he 
moment of trans ition, embodies both the wisdom and fol I ies of the 
past (H . Bergson's 'time-duration')? 

The first issue, viz ., V. Lu t z' s di lemma, is of some importance ln 
locating the source of disagreement over non-interventionist planning 
between economists, e.g., Lutz and Meade, who, otherwise, share a 
conviction of the essential goodness of the price mechanism for clearing 
the market. The second, viz ., the time-di lemma, is to see whether it 
is possible to use tools and analogies from the physical sciences, in 
the t reatme nt of time and uncertainty, wit hout com~romising the 

relevance, or ' processi ng' the qua I ities, of such concepts in economics. 

The Vera Lutz Di lemma 

One of the most cogent critics of the imp I ications of planning 

I . 
I 

I 



A-2 

for a market economy is V. Lutz.* Her argument simply stated 
is that the existence of uncertainty is an integral part of the 
functioning of a free enterprise market economy ; it h igh I igh ts the 
importance of the entrepreneurial function which cannot be conceived 
independent of uncertainty, promotes the survival of the fittest or 
best informed enterprises and it rewards successful risk bearers 
through profits and quasi rents which are seen as the product of 
uncertainty. The process of competing for information by companies , 
is a major aspect of competition and the latter cannot be 
maintained when uncertainty is accurately forecast, with the 
information shared. Central forecasting that is capable of instal I ing 
uniform expectations in producers or of removing entrepreneurial 
uncertainty wi I I, at the same time , eliminate the raison d'etre of 
the entrepreneurial function. Her conclusions are summarised 
be low:-

* 

"The existence of common vi ew that is not artifidally 
contrived presupposes a general belief in correct 
forecasting of al I the elements affecting economic 
decisions. We are faced here with the question , whi ch 
was often debated in the past of wha t kind of economic 
sys tem would emerge in a world of pe rfect foresight. 
Although immense log ica l difficu lties stand in the 
way of exactly visualising such a wor ld, one thing 
which seems clear is that the entrepreneurial function 
as traditionally understood would have ceased to 
extsT. Differences in know ledge abou t market and 
other prospects in the variou s I ines of activity 
viOuld have disappeared and risk, i n the usual sense 
of the term wou ld have been eliminated. There would 
sti 11 be the task of continuall y al locating and 
real locating resources between act ivi ties in accordance 
with the pattern required by the changing, but perfectly 
foreseen, ultimate determinants of the optimum 
al locat ion. But it appears incontestable that if this 
task were left to a multi pi icity of independent 
entrepreneurs as the ir sole function, the result 
would be i ndeterminancy throughout the economic system, 
and that the tas k wo uld therefore have to be entrusted 
to a central agency. Th i s conc lusion was drawn many 
years ago by Professor Frank Kn ight, who expressed 

See in particular, "The Theory of Planni ng for a Market Economy", 
which forms Part I I I of her book Centra l Planning for a Marke t 
Economy ( 1969), pp . I 07-152. 



It by saying that a state of 'practical omniscience on 
the part of every member of the competitive system' 
(such as he thought was a ma j or ' prerequisite for the 
achievement of perfect competition')would ' force an 
authoritarian economic system upon society' as a 
way out of what would otherwise be chaos. 

It would therefore seem that the ultimate 'friction' 
which al lows the competitive, free-enterprise system of 
the real world to work is uncertainty, with its natural 
concomitment of non-uniformity of expectations. The 
absence of this 'friction ' would be just as destructive 
of the k ind of competition which ex ists in practice 
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as of the 'ideally' perfect competition which, paradoxically, 
pre-supposes that absence. In other words, if perfect 
forecasting were ever achieved, it would spel I the natural 
end of risk-taking, competition and free enterprise, 
or in short of the market economy'' (V. Lutz, Central 
Planning for a Market Economy, (1969), pp. 135-136) . 

It must be stressed that one need not share V. Lutz's political 
outlook on the inherent goodness of laissez faire to fol low the 
i ssues raised by her argument .* There are two interconnected 
questions th at her work poses : -

(a) Would not the elimination of market uncertai nties through 
centra l in d icat ive p la nnin g or f orecasting weaken the 

entrepr e neur ial fu nct ion wh ic h is seen as the underwriting 
of ris ks in th e hope of rewards ( in the form of profits 
or quasi rents) ? 

(b) Is not t he fu ncti oni ng of a ma r ket economy inti ma t e ly 

co nnected to the exercise of t he entrepreneur ial func t io n 
so that the weaken ing or e li mi nation of the latter wi I I 

* On t hi s V. Lutz ac know ledge s he r i nte l lectual indebt ness t o F.A. Hayek' s 
work, The Road to Serfdom (1944), an d ' The Use of Know led ge i n Soc iet y', 
American Economic Review, Septembe r 1945, and F. Knig ht's Ris k, 
Un certai nty and Profit, (1921 ). ~~ 
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also undermine the former?* 

Meade is aware of V. Lutz's criticism, and imp I icitly accepts 

the premises of her argument, but does not share her conclusions. 

To this end he wrote:-

"Indicative planning has been severely criticised on the 
grounds that the formation of such a plan necessa,i ly 
involves the formulation of a common view about the 
probable course of future events ..... Is it not a 
basic virtue of the competitive system that we do not 
put a I I our eggs in one basket, that different 
economic agents can get on different outcomes, and 
that the risk-taking agents who best foresee the 
outcome,can thrive and take over more and more 
decision-ma king at the expense of those who are not 
so successful in their speculations? 

A single 'most-I ikely' time-path to cover al I the environmental 
variables is not necessarily open to this criticism. 
It could be so devised as to be use ful in giving a bench 
mark for market developments from whic h private individuals 
could make measurements for their own market and 
environmental sub-paths and thus for the construction 
of their own plans. But it would be of use in this 
indicati ve way only if the planners did not require the 
prlvate citizens to assume that th e path used for the 
plan was the only environmental path which could actually 
materialise. If the private citizens are all left free 
to say how th ey wou ld behave on t his one environmental 
path if they made their plans and dec isions on their own 
estimates of t~e probabi I ity of this one path and of any 
othe r representat ive sub-paths wh ic h they cared to construct 
and conslder for themselves, the n a one-pat h indicati ve 
plan could have a real, though I imited, use in remov ing 
market uncertainties," <The Control led Economy ( 1971) p. 2 11 ). 

Th e ans we r, contained in th e second of the two paragraphs quoted, 

is in effect a negation of Meade's central proposition that indicative 

* In short, the fo l lowing premises, if accepted, cl inch the argument 
for V. Lutz . 
I. That the entrepreneurial function is about the exploitation of 
market uncertainties and profits are rewards for, correctly, 
anticipating uncertainty against one's potential competitors. 
2. That a market economy cannot be conceived independently of the 
entrepreneurial function as defined above. 
Anything that 'spoi Is' or tames uncertai nty would, ipso facto, damage 
the entrepreneurial function and the innate dri ve o, logic of a 
competitive economic system• 
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planning is capable of eliminating market uncertainties both in 

the abse nce and in the presence of en v ironmental uncertainties. * 

If, as Meade now maintains, there wi I I a lways be su f fic ient uncertai nty 

to justify the existence and rewards of the entrepreneurial function 

then indicative planning wi I I not prevent the formation of false 

expectations which, according to Meade, is a prerequisite for the 

maintenance of equi I ibrium through time . 

This logical impasse whereby an aid, viz. indicative planning to 

the market economy, is shown simultaneously, to be its 'natural 

enemy' arises precisely in the minds of those economists who 

· exp I icitly or imp I icitly hold the view that profits are rewards 

for entrepreneurial risk . Meade cannot dismiss V. Lutz's 

conclusions by simply reassuring the reader that there wi I I 

always be sufficient residual uncertainty to justify the 

entrepreneurial function and rewards. In doing so he invalidates 

the entire thesis of his book , namely that indicative planning 

is an aid that can help atomistic competitors eliminate market 

uncertainti es even in the presence of en v ironmental ones, thus 

ma intai ning com pet itive equ i I ibr ium th rough t ime . If he wis hes to 

ma i ntain such a conclusi on th en his onl y other opti on is to rej ect 

V. Lutz's prem ise of argume nt gi ven ear lie r . If f or examp le, 

quasi-re nt s are seen, i nter al ia , at t he leve l of t he ent erp ri se 

as t he outcome of its mar ket pos ition v is a vis both the consume r 

and its workforce, and at t he agg regate leve l profit as , pr ima r· i ly, 

the outcome of accumu lat ion then plan ning does not appear s uch a n 

awesome prosp~ct, or the Medusa , for a cap italist economy . But 

the n th e objecti ves of p lann i ng a re uni ike iy t o be with the 

main t enance of Pareto opt ima l ity an d t he means could not be 

pure ly indi cative . 

*See in particular, The Control led Economy (1971 l, eh. 10, or 
Th e Theory of Indicative Planning ( 1970), eh. 3. 
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The Time Di lemma 

Time present and time past 
Are both perhaps present in time future, 
And time future contained in time past. 

What might have been is an abstraction 
Remaining a perpetual possibi I ity 
Only in a world of speculation . 
What might have been and what has been 
Point to one end, which is always present. 

Four Quartets, T.S. Eliot. 

For a few neoclassicals 'time' I ike 'capital' is a concept that 
everyone bar, possibly, Joan Robinson agrees about.* The 'capital 
controversy' has been resolved for the time being with everyone 
fol lowing the debate, bar the same neoclassicals, learning 
something from it. The 'time' controversy has not even begun. 

It is hardly possible to think of either the theory of indicative 
planning or of uncertainty without involving the concept of time . 
It i s a shocking paradox that neither Meade nor the neoclassicals 
that write about uncertainty and indicative planning pause to ponder 
over the use of the concept 'time' in their work.** A moment of 
reflection wi I I show how uncertainty and time are interwoven. 
First , uncertainty cannot affect the past or the pres~nt but ~he future 
where decisions can be taken based on interpreting evidence col iected 
from the past. In short, the ab i I i ty to shape events is on I y 
in the future while the certainty, where it exists , of their 

* 

** 

cf. R. Solow, Capital Theor y and the Rate of Return ( 1963), 
int roduction to the 1st edition . 

Th e fe w economists th at dare examine the use of 'time' in economic 
anal ys is do so in an almost embarrassed way. Thus , Shackle has 
to preface his exce l lent chapter on time with this apologia, 
"What is a chapter headed time doing in a book on economics?", and 
Joan Robinson has to coat the problem of time, for orthodox pr ice 
theory, in a wel I disguised anecdote (G.L.S. Shack le , An Economic 
Querist, ( 1973), eh. 5, and J. Robinson Co l lected Papers ( 1973) 
Vol. 4 Paper 27). 

1 
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First, uncertainty cannot affect the past or the pres~nt but ~he future 

where decisions can be taken based on interpreting evidence col !ected 

from the past. In short, the ab i I i ty to shape events is on I y 

in the future while the certainty, where it exists, of their 

* 

** 

cf. R. Solow, Capital Theory and the Rate of Retur n ( 1963) , 
introduction to the 1st edition. 

The few economists that dare examine the use of 'time' in economic 
analysis do so in an almost embarrassed way. Thus , Shackle has 
to preface his excel lent chapter on time with this apologia, 
"What is a chapter headed time doing in a book on economics?", and 
Joan Robinson has to coat the problem of time, for orthodox price 
theory, in a wel I disguised anecdote (G.L.S. Shackle, An Economic 
Querist, (1973), eh. 5, and J. Robinson Collected Papers (1973) 
Vol. 4 Paper 27). 
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occurrence belongs to the past. Second, uncertainty is such a 
f ea r some concept in economics because it is about events yet 
unknown but once occurred irreversible. When future events are 
used as a proxy for time, then time is the continuous renewal of 
irreversible events.* If time was reversible, then and only then 
would uncertainty lose its threat of upsetting the ex-ante 

for, if need be, one could go back in time and rearrange intended 
actions in such a fashion so as to avoid unwanted consequences. 
This i·s why indicative pricing mechanisms or iterative planning 
techniques depending, forever, on preventing false expectations 
from occurring or on fully predictable forward markets appear 
ludicrously exacting in their requirements. 

We are already using time in two distinct ways which we wi I I now 
make exp I icit. Where time is reversible, much I ike the succession 

-of identical events, then time is space and duration loses its meaning. 
Time irreversible, or h istoric time, imp I ies that events are not 
repeated in the same spec i ficat ions and one cannot retrieve the 
Jmpl ications of acti ons by mov ing back in time at the point where 
decisions were transmuted to events .** The issue here is which , if 
either , concept of ti me is used by Meade In the theory of Indicati ve 
planning and wheth e r his conclus ions de pe nd , i n an y si gnifica nt 
way , on his concept of time. It would be sl I ly to pretend that we 
have arr ived at any i ncon t rovertible an swe rs t o these quest ions 
no les s beca use ' t ime' Is In troduced by Meade in an oblique or 
' ta ke it for gran t ed' way . 

Le t us br ie f ly reca l I the use of such a id s , as indicat ive pla nnin g 
or f orwa rd markets, by Meade, in he lp i ng to ma i nt ain competit ive 

* 

** 

Shackle writing about t he future put the ma tter tersel y: ''Anything 
we t hink concerning it , we have to i nvent to imagine. There is a 
large freedom to do so, the freedom of the void of fu t ure time. 
How ca n a man know al I about his circumstances, when the v ital part 
of th em does not exist? For the conduct wh ich we are f r ee to choose 
is futu re conduct, but the circumstances wh ich we are able to know are 
past circumstances"(G.L.S. Shackle, An Economic Querist (1973) p.38). 

For a development of these ideas for the physical world and science see 
"The Mu ltipl icity of Conscious States and the Idea of Duration" in 
H. Bergson's, Time and Free VJi 11 ( 1888). 
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equi I ibrium through time even in the presence of environmental 

unce r tainty. The innovations offered were, decision trees or 

env ironmental paths which purported to ai low optimal pricing to 

operate and atomistic markets to be cleared, for each possible 

outcome of uncertainty (Meade, The Contro I I ed Economy, ( 1971), 

eh' s X-X I ) . In the case postu I ated by Meade on the vagaries of 

the weather (the wet or fine situation) and its effects on the 

'demand' and 'supply' for sunshades and umbrellas, it was concluded 

that there wi I I be as many environmental paths as the outcomes 

of the weather and that each environmental path wi I I have an 

associated price set. Now suppose that there is a second 

environmental uncertainty, with several possible outcomes, that 

occurs concurrently with the first. The point we need to 

stress is that the effects of environmental uncertainties need 

not be mutually exclusive (e.g., wet or fine, strike or no strike) 

but also com~ounded (e.g., wet with strike in umbrella making). 

Where the outcome of different environmental uncertainties can 

occur simultaneously Meade's indicative price procedures appear 

inconclusive unless even further restrictive assumptions are 

imposed. 

First , the number of environmental paths and thereby the number of 

indicative plans prol iterate at a faster rate than the number of 

environmental uncertainties cons idered . Meade is aware that if 

the search for a competit ive equi I ibrium through time is to 

be maintai ned, then an indi cat ive p lanner confronted with mu ltipl e 

envi ronme nta l · poss ibi I iti es wou ld have to gen e rat e as ma ny su b- pi ans 

as the possibl e numb e r of environmental consequ e nce s . Howeve r , 

havi ng noted t h i s he dismisses the imp I ica ti ons by su ggest ing that 

the would be planner can reduce the load of his work by consider i ng 

t he more ' re presen ta tive ' or 'ty pi cal ' en v ironmen tal pa ths. This 

solu ti on has been crit icised earlier on the ground s t hat given 

environmental uncertainty (viz., "things that no one knows abou t ") it 
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is not possible to choose typical from atypical environmental 
paths . Since the status of these events or environmental paths 
is uncertainty and not I ikel ihood, probabi I ity functions and hence 
the idea of representativeness is inapplicable. If, to the contrary, 
the would be planner does, as Meade suggests, consider only a 
sub-set of the possible environmental uncertainties, and their 
associated price paths, then the ensuing residual uncertainty 
would make the initial objective of a competitive equi I ibrium 
unattainable.* 

Second, as Keynes pointed out even if one is able to map a priori 
the consequences of uncertainty there is no warranty that this wi I I 
generate probabi I istic functions (i.e., that the consequences of 
different types of uncertainty wi I I share the same numeraire or 
reference for comparison), . The interdependencies introduced by 
compounded uncertainty cannot be eliminated by, simply, treating 
these consequences as if they were mutually exclusive or sequential .** 
To cope with such a situation the indicative planner must be able 
to foresee the outcome of the interplay betwee n different types 
of uncertainties and then proceed to search for an optimal iteration 
or a set of prices to clear the market. If , for example, the price 
of fuel and technological change wi I I affect the means for transport 
twenty years hence it is not ve ry useful if the forecasting aids 
can only explore i n a sequential manner, the effect of technolog y 
on transport given the price of fuel, or vice versa, for it is the 
new outcome of the t wo uncertainties, or their mutual interacti on, 
that wi I I b~ the gove rning factor for change. Yet, it is only the 
sequential or mutually exc lus ive courses of action that can be 
exp lored through the aid of decision trees and environmental paths. 

* 

** 

This cone I us ion is acknow I edged by Meade CThe Contro I I ed Economy 
(1971), pp. 209 - 210 ) . 

Where environmental uncertainties appear as if in a sequence in time [ 
future, then Meade's scheme of environmental paths needs no modification. 
The first set of environmental paths and price iterations wi I I deal 
with ~he wet or fine situation and the latter set wi th the strike or no 
strike. But if perchance these uncertainties are interacting,e.g., 
weather conditions affecting the prospects of an industrial dispute, 
then the on I y way to v i sua Ii se the p Ianni ng process is throug h over-
1 app i ng environmental paths or iterattons . 
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Third, where the ex-ante intentions of producers and consumers are 

not tautologi cally reduced to ex-post outcomes time-space must 

be invoked t o faci I itate i ndicati ve p lanning aids if the idea 

of a 'competitive equilibrium through time' is to be ma intained . 

Time reversible is the only substitute for perfect foresight 

(Meade's working hypothesis) and the admission of one is the 

i mp I ic i t acceptance of the other. Otherwise, whichever intervening 

factor creates a discord between intentions and outcomes would, 
through the price guidance of the planner , also misdirect the 

atomistic agents in the market without compensatory advantages .* 

In such a situation the normalisation of expectations, via the 

intervention of the indicati ve planner, far from being a regulatory 

force for the atomistic market would be a source of disequi I ibrium. 

In al I, Meade's indicative planning mechanism for obtaining 

dynamic equi I ibrium compromises either the concept of time or of 

uncertainty, i.e., the difference between ex-ante intentions and 

ex-post outcomes . Where there is a possible divergence between 

intentions and outcomes one mu st think of time as space where by 

revising dates, backwards, one can account for the source of 

disequi I ibrium. Al ternati ve ly, the same resu lt is obtained by 

assuming that al I the possible future states of the world can be 

antic i pated and that their relationships can be reduced t o the status 

* Whe n ex-a nte production intent ion s and ex-post ma r ke t ' demand' 
or requirements differ the force that regulates the market 
and g i ves it a semblance of order! iness, for industrial goods 
in particu lar, is the accumulation or depletion of stocks. 
Under simi lar circumstances orthodox price theory, usually 
ignores the behaviour of stocks and cred its any observed regu larity 
to th e sensitivity of price. However, if price was the only 
casualty of false expectations or a market imbalance there 
would be an incessant volati I ity of prices, as distinct from 
their rise, that is not observed. It would seem t hat stocks 
rather than forward markets or future spot prices is the 
insurance mechanism developed by industrial markets to avoid 
internal irregularities. For a post-Keynesian v iew on the role 
of stocks see N. Ka ldor "The Irrelevance of Equilibrium", The 
Economic Journal, December 1972. 

I . 
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of probabi I istic comparisons. To the contrary, if time is to 
preserve its qua! ity of irreversibi I ity and duration, one must 
conjure a highly antiseptic method of analysis where al I the 
emphasis for competitive equi I ibrium is on preventing 'false 
expectations' mistakes or windfal Is, for if they can occur then 
Meade's procedures are no cure. 
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APPENDIX B 

FURTHER INDICES OF ECONOMIC PERFORMANCE FOR THE DURATION OF THE 

SECOND AND THIRD PROGRAMM ES 

TABLE BI 

AGGREGATE INDICES FOR THE DURATION OF THE SECOND PROGRA~ME 

1964/1967 

(Annual Average Growth Rates at 1958 Prices) 

Projected Actual 
<( If 
{) /) 

Output (GNP at 1958 Prices) 4.3 3.2 

Imports 
~ Goods and 

4.6 to 7.3 * 3.4 

Exports Services 
4.9 to 7.9 * 7. I 

Consumption (Private) 3.6 2. I 

(Pub I ic) 6.4 3.5 

Investment (Gross Domestic) 4.4 4.3 

Employment 1.0 -0.2 

* Limits of the range of growth of imports and exports settled fol lowing 
discussion with industry. 

Source: Review of Progress 1964-1967 (Pr. 9949) pp . 10-18 and Appendix 
pp. 117-120, Nationa l Income and Expenditu re (1969) 

TABLE 82 

AGGREGATE IND ICES FOR THE DURATION OF THE THIRD PROGRAMM E 

1969/1972 

(Annual Average Growth Rates at 1968 Prices) 

Projected Actual 
% % 

Output (GNP at 1968 Prices) 4 .0 3 .2 

Imports 

~ Goods and Serv ices 8.6 4.7 

Expor ts 9.0 3.9 

Consumption (Private) 3.3 3 .2 

( Pub I i c) 3.7 9 .3 

Investment (Gr-oss Domestic) 6.8 3.4 

Empl oyment 0.4 -0 .5 

Source: Third Programme (1969) pp. 234-235 and National Income and 
Expenditure (1972). 
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TABLE B3 

THE SECOND PROGRA MME'S SECTORAL PROJECTIONS 1960-1970 

Employment Average Annual Change Abso I ute Employment 
1960 C 1960- 1 70) change in 1970 

SECTOR Output Emp I. Prod . employment 

(Constant 1960- 1 70 

Prices) 
'OOO % % % 1000 'OOO 

Agriculture, 
Forestry, Fishing ... 390 2.9 -1.8 4.8 -66 324 

Industry ... 248 7 . 0 3 . 0 3 . 9 86 334 

Services ... 417 3.6 I .3 2.3 58 475 

TOTAL I ,055 4.2 0.7 3.5 78 I ,333 

Source: Second Programme, (1964), Appendix I, Table 2, p. 299 . 

TABLE B4 

SECTORAL PERFORMANCE 

Employment Average Annual 
1960 ( 1960- 1 70) 

Output ( 1) 
SECTOR 

(Constant 
Prices) 

'OOO % 

Ag r i CU I tu re, 
Forestry, Fishing ... 390 0.8 

Industry ... 248 6.2 

Services ... 417 3 . 3 

TOTAL I , 055 3 . 7 

Note: ( I) The sectoral growth rates have been 
cross-checked with Dr. LI ewe I I yn ' s 
(1977) more recent and extensive 
da t a. Since total output in the 
official projections, Table 83, is 
for GNP then 'Net Factor Income 
from Abroad' has been added to the 
sectoral estimates above to obtain 
the tota I. 

Emp I . 

% 

-3.2 

2.3 

0 . 9 

0.0 

1960-1970 

Change Absolute Employment 
change in 1970 
emp I oyment , 

Prod . 1960- 1 70 

% 'OOO 'OOO 

4.0 -107 283 

3.8 64 312 

2.4 41 458 

3 . 7 - 2 I ,053 

Source: Nationa l Income and 
'Expend iture ( 1967, 
1972) and Review of 
1973 and Outlook for 
1974. 

I 



APPENDIX C 

Further Data and Statist ical Results on the Growth 
of Output and Employment Association in the 

Iri sh Man ufacturing Sector : 1953- 1 74 

C-1 

As one of the objectives of section 7 . 2 was to rework an 
a lready established statistical relationship using recent 
fi gures , t he choice of data presented few conceptual problems. 
The chief aim was s imply to obtain recent data as closely 
comparable as possible to that used previously by Kennedy 
(1971 ). The reader interested in the detai Is for the choice 
of statistical series used by Kennedy is referred to Kennedy (1971 , 
Appendix I and 2) . The principal source of information on 
i ndustrial output, employment and hours worked, is the Census 
of Industrial Production (CIP) . Because of the cons ide rable 
delay in obtaining pub I ished results from CIP it was necessary 
to supplement it wi th information from the Quarterly Industrial 
Production Inquiry (Quarterly Inquiry). The results from both 
of these sources are pub I ished regularly in the Irish Statistical 
Bui letin and al I the data used in this study is taken from 
variou s issues of that Bui letin. In genera l, data for the years 
up to and including 1971 were taken from the Census wh ile that for 
1972- 1 74 was from the Quarterly Inquiry. 

A description is given below on how the data series used for the 
cross-industry regressions, in sections 7.2 and 7.3, have been 
constructed, 

Average Growth in Volume of Output: An index of volu me of 
gross output for each manufacturing industry was taken from the 
Census of Industrial Production for 1953-' 71 and from the Qu arterl y 
Inquiry for 1972- 1 74. The data from the Census was used as it 
stood whil e that from the Inqui ry, which is in quarterly form, 
was simply averaged. Average annual growth rates (calculated 
on the basis of compound growth) were then estimated between 
the first and last years of the various sub-periods selected. 

. 1 
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Furthe r Data and Statistical Results on the Growth 
of Output and Employment Association In the 

Iri sh Manu facturing Sector : 1953- 174 
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As one of the objectives of section 7.2 was to rework an 
already established statlstlcal relatlonshlp using recent 
fi gures , the choice of data presented few conceptual problems . 
The chief aim was simply to obtain recent data as closely 
comparable as possible to that used previously by Kennedy 
(1971 ). The reader Interested In the detai Is for the choice 
of statistical series used by Kennedy is referred to Ken nedy (1971 , 
Appendi x I and 2) . The principal source of Information on 
industrial output , employment and hours worked, is the Census 
of Industrial Production (CIP) . Because of the considerable 
delay in obtaining pub I ished results from CIP It was necessary 
to supplement It with information from the Quarterly Industrial 
Production Inquiry (Quarterly Inquiry). The results from both 
of these sources are pub! ished regular ly In the Irish Statistical 
Bui letin and al I the data used in this study is taken from 
various issues of that Bui letin. In general, data for the years 
up to and including 1971 were taken from the Census wh ile that for 
1972-'74 was from the Quarterl y Inquiry. 

A description is given below on how the data series used for the 
cross-industry regressions , in sections 7.2 and 7 . 3, ha ve been 
constructed, 

Averag e Growth in Volume of Output : An index of vo lume of 
gross outp ut for each ma nufactur ing industry was t aken f rom the 
Cens us of In dust ria l Produ ction fo r 1953- 1 7 1 and f rom the Qu arte r ly 
In qu i r y for 1972- 1 74. The data f rom the Ce ns us was used as it 
s tood while t hat f rom the Inquiry, which Is In qu arterly form, 
was simply averaged. Average annual growth rates (calculated 
on the basis of compound growth) were then estimated between 
the first and last years of the various sub-periods selected. 
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Average Growth in Man Hours : Man-hours is defined as numbers 

employed multi pi ied by average hours worked. Let us first consider 

the derivation of the latter two ser ies , as their combination 

presents no difficulti.es . 

Numbers Emp loyed: Data is given in both the Census of Industrial 

Production and in the Quarterly Industrial Inquiry on the numbers 

engaged in each manufacturing industry. These figures refer 

to al I persons engaged in the industry , including proprietors , 

except outside piece workers. Quarterly data from the Census 

{1 953 , 1966) and from the Inquiry (1972, 1974) was averaged 

to give the data on employment. 

Average Hours Worked: The Quarterly Industrial Inquiry, which 

is the only source of data for the last few years, contains 

for each quarter an analysis of the average hours worked 

for the same group of people as its employment series. However, 

the Census of Industrial Production does not contain a 

comparable series; the only data in the Census is an analysis 

of hours wo r ked in a week in October. As i t is hardly I ikely 

that the pattern of average hours worked would be the same 

i n October as for t he average of four quarters it wa s 

decided not to use Census data for hours worked. Thus data 

from th e Qua rterly Industrial Inquiry was used back to 1953 . 

The quarterly data as given in t he Inquiry wa s averaged to 

form the series of Average Hours Worked used in the analysis . 

Average Growth of Producti vi t y: Product ivity was defined in 

two ways , as output per person employed or as output per 

man-hour. As it has been pointed out the second meas ure 

is a more accurate proxy for labour input as it incorporates 

both part-time and over-time wo rk i ng and takes into account 

the secular fal I in the work ing week. In both cases it 

was a matter of dividing the output data by the numbers employed 

or by the total man-hours worked. Average annual growth 

rates were then calculated to form both series. 



Industr i al Classification 

Minor classification problems were encountered in the 
fol lowing two industrial branches -

Cl) Furniture, Brushes and Brooms (Industrial 

c lassification 27/28) 

(ii) Cement and Structural Clay (Industrial 

classification 38/39). 

C-3 

These two branches were classified in most of the statistical 
returns as given above but initially (1953) they were 

broken down as Furniture; Brushes and Brooms; Cement; Structural 
Clay. This separate classification is sti I I used in the CSO 
series for the volume of output but not for employment or 
hours worked . It was thus necessary to amalgamate the four 
separate output indices to gene rate the two series required. This , 
i n turn , was effected by weighting the separate indices by their 
shares in gross output at the base yea r. For example, when 
estimating the 1966- ' 74 data for these ind ustr i al branches 
the separate series were weighted by the 1966 gross output 
weight . Asi milar complexity arose also wi th respect 
to the Sugar and Confectionery manuf acturing trades Cindustri~I 
classification 10/1 I) . For some of the years in t he earlier 
period examined, e.g . , the 1950s, these t wo industrial branch es 
were combi~ed together in the official statistics . For the 
1966- 1 74 sub- period however the data series for these t wo 
industries were ava i I able se paratel y. Hence for sub-periods 
(e . g ., 1953- 1974) wi th years a nte-dating 1966 i t was necessary t o 
combine the Sugar and Confectionery data . 

The only major discontinuity that appeared in the official 
c lassificat ion was with respect to Disti I I ing and Ma l t i ng (Nos. 
14 and 15). Du r ing 1969/ 1 70 the off ici a l de f inition of numbers 
employed in these trades was altered and it was not possible to 
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Include them in the statistical analysis for sub-periods, 

e.g. 1966-'74, straddling these years. It may be noted , 

however, that the main industry in the Drink sector, Brewing 

(No. 16), remained unaffected by these changes and it was 

possible to retain its data for al I sub-periods. 

The list overleaf gives the industries, and their official 

classification, which have been used for the statistical 

analysis presented in the second and third parts of chapter 7 

and for the rest of the results found in this appendix. 



4. 

5. 

6. 

7. 

8 . 

9 . 

10 . 

II • 

12. 

13. 

16. 

17 . 

18. 

19 . 

20 . 

21 . 

22. 

23. 

24.1 

24.2 

24.3 

24.4 

25 . 
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Li s t of Manuf acturing Indus tr ies Used and th ei r CIP Classification 

FOOD 

Bacon Factories 

Slaughtering an d Meat Preparation 
Butter, Cheese and other Milk Products 
Jams , Preserves and Canned Fruit 
Flour and other Feeding Products 
Bread and Biscuits 

Manufacture of Sugar 

Cocoa and Sugar Confect ionery 
Margarine and Cooking Fats 
Miscellaneous (incld. canning fish) 

DRINK AND TOBACCO 

Brewing 

Aerated and Mineral Waters 
Tobacco 

TEXTILES 

Woo llen and Worsted 

Linen and Cotton 

Jute , Can vas and Synthet i cs 
Hos iery 

CLOTHING AND FOOTWEAR 

Boot arid Shoe 

Clothing Men's and Boys' 

Shi rtmak i ng 

vJomen 's and gi rJ SI . 

Mi see I I a neous 

Made up textiles 

WOOD AND CORK 

26 . Wood and Cork 

27 . Furni t ure and Fi xtures 
28 . Brushes and Brooms 

PAPER AND PRINTI NG 

29. Paper and its products 
30. Printing and Al lied Trades 

LEATHER AND LEATHER PRODUCTS 

31. Fe! lmongery and Tanning 
32 . Leather and Leather Substitutes 

CHEMICALS 

33. Ferti I izers 

34 . Oi Is , Paints and In ks 
35 . Chemicals and Drugs 
36 . Soap and Detergents 

MINERALS 

37 . Glass and Pottery 
38 . Structural Clay 

39. Cement 

METALS 

40 . Meta ls (except machinery) 
41. Mach i ne ry (except electr ica l) 
42. Elect rica l Machi nery 
43. Ship and Boat 

44. Rai I road Equipment 
45. Road and Land Vehicles 
46. Other Vehicles 
47 Miscellaneous Industries 
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TA BLE C. I AVERAGE Ar~NUAL ( co;,1POUND) GRO\'ffH OF OUTPUT, EMPLOYM ENT, 
-

MAN-HOURS AND PRODUCTIVITY IN THE MANUFACTURING INDl.iJTRY 
1959 - 1972 

Cranked by Output Growth) 

- I ·. Industry Vo lume of Output per Output per Classification Output Employment Manhours Employee Manhour 
(Q) (E) CE*) ~P) CP*) 

% % % ·% % 
35 14.595 7 . 645 7. 165 6.465 6.932 
22 12.032 3.491 3 . 014 8.253 8.761 38/39 11.022 6 . 378 5.859 4 . 365 4.879 I 42 10 . 896 8.325 7.541 2.373 3. 116 

I 
47 10 . 574 6 . 642 6.016 3.688 4.301 13 9 . 930 7 . 519 6 . 829 2.243 2.903 40 9 . 617 5. 132 4.748 4 . 266 4.639 
6 9.227 4.618 - 4.529 4.406 4 . 499 

!1 21 9.210 2.110 1.936 6.953 7. I 33 
I 

17 9.207 2.619 2. 730 6.420 I 6.305 
25 8.626 3.233 3.026 5 . 224 5.435 
33 7.646 3 . 877 3.713 3.628 3 . 794 
37 7 . 628 5.609 4.247 1.912 3.244 
7 7.555 4.472 4.124 2 . 951 3.299 

26 7 . 414 1.809 I. 248 5.506 6.093 
29 7.224 I . 232 0.566 5.919 6.620 I 

5 7. 06 1 5.520 4.7:7 I .461 2.241 

I 
41 6.805 5.512 5.043 1.226 I .679 
24. 3 6.720 0 . 667 0.018 6.013 6.714 
34 5.820 0.429 0.373 5 . 369 5.427 I 
19 5.552 0.456 0.097 5.074 5.458 
46 5.246 4.903 5 . 562 0.327 - 0.297 
24. 2 4.945 3.373 3.026 I. 521 1.861 I 43 4.227 5.978 5.840 - I . 653 - I • 525 
30 4.061 I. 468 0.917 2.555 3.108 
45 4.010 3.520 2.904 0.474 I 1.074 

I 
12 3.918 2.832 2.139 1. 056 I. 741 
32 3.756 0.243 - 0.604 3.504 4.385 

4 -· 3. 711 1.201 0.409 2.481 3.290 
24.4 3. 706 - -I .623 -2.375 5.416 6.229 
36 3.588 0.582 0 . 672 2.990 2.897 

I 27/28 3.545 0.754 0. 121 2. 770 3 .421 
24. I 3.095 0.212 -0. 124 2.877 3.233 :11 

31 3.091 0.043 -0. 4Ci 3.048 3.509 I 8 3.040 -0.805 -0. 793 3.877 3.873 
16 2.487 -0.017 -0.464 2.504 2.970 
23 2.375 -0.352 -0.582 2.737 2.970 
20 2.374 -2.602 -3.049 5. 109 5.591 
10/11 I .859 0.317 -0.829 I. 537 2.722 I 

9 I. 762 I -0. 144 -0.876 I. 910 2.695 
I', 18 0.841 I -0.093 -0.309 0.934 I. 155 
' 44 -4.970 I -0.937 -2.405 -4.072 -2.626 
I 

Source: Census of ~reduction Reoorts 
and Quarterly Industrial Prod uction I 
Enquiry. 

!i 



TABLE C.2 C-7 
AVERAGE p);iJUA L (CC:.ipouNO) GRO:IfH OF 8lJTPUT, E:--'.PLOY:1, E~.ff, MAN-~OURS 

AMD PRODUCT I 1/ I TY IN ;:'.f)·J1JF ..... CTGR I; !3 I i !DUSTRY 1966-197 4 

Cranked by Output Growth) 

1, 
I 

II 

I 

----~,------.----,----_,___-. ... I 
Industry . Vo I ume of Output per Output pe classi fication Output Employment Manhours Employee Manhour 

~5 
21 
22 
17 
5 

47 
25 
38/39 
13 
29 
37 
7 
6 

40 
33 
41 
42 

- 16 
43 
18 
34 · 
24.3 
19 
24. I 
26 
27/28 
46 
30 . 
45 

8 
31 
11· 
4 
9· 

10 
24.2 
12 
20 
36 
24.4 
44 
23 
32 

I 
! 

a 
p 

16. 13 
12. 77 
12.52 
12. 15 
10.70 
10.43 
10.26 
10. 11 
9.4i 
8.90 
8.47 
8.08 

. 7 . 71 
7.48 
6.65 
6.38 
5. 78 
5.04 
5.02 
4.~o 
4.58 
4.24 
4. 12 
4.08 
3. 82 
3.65 
2.90 
2.81 
2.37 
I. 77 · 
1.66 
I. 48 
I. 46 
I .43 
1.04 
0.57 
0.56 
0.25 
0. 18 

-0.0931 
- I. 495 
-1.604 
-1.90 

'j, 

9 . 07 8.92 6.473 
2.82 2.61 9.675 
1.21 0.19 11 -.181 
4. 10 3.86 7.731 
7.42 6.76 3.051 
7.06 6.75 3. 148 
5.77 5.60 4.241 
4.57 4 . 56 5 . 296 
5.64 4.40 3 . 576 
2.38 2.31 6.368 . 
6.63 4.82 1.7304 
I • 09 0. I 4 6 . 9 I I 
5.53 5.24 2.065 
4.51 · 3.55 2.840 
2.48 2. 17 4.065 
6.62 5.83 -0.234 
4 . 72 3.31 ·1. 013 

-1.24 -1.43 6.36 1 
6.23 5.60 -1 .138 . 
0. 68 i • 38 4 • 09 I 
0.61 0.64 3.942 

-0.26 -0. 82 4. 5 12 
-2.48 -3 . 51 6.770 
0.65 -0:27 3.41 I 

J 

1.44 0.42 2.334 
0.92 0.07 2.706 
1.00 2.61 1.880 
1.55 0.46 1.2402 
2.42 0.82 - .045 

-1.07 -1.07 2.875 
-2.21 -2.96 3.955 
-0.42 -0.986 1.913 
0.12 -0.35 1.337 

-0.49 -1.45 1.928 
-0.86 -1.66 1.918 

I • 09 I • 04 -0 • 5 I 3 
1.65 · -0. :8 -1.073 

6.616 
9.906 

12.309 
7.982 
3.690 
3.447 
4.4i0 
5.304 
4.807 
6.444 
3.4835 
7.930 
2.344 
3.799 
4.378 
0 . 5103 
2 .-397 3 
6.559 

- .5501 
3.374 
3.912 
5. 102 
7.904 
4.361 
3.380 
3.576 
0.2814 
2.340 
I. 5l12 
2.867 
4.7656 
2.496 
1.813 
2.920 
2. 741 

-0.465 
o. 739 
5. ()J3 -4.20 -4.53 4.648 

j -0.94 -0.27 I. 135 0.4549 

I -3. ,o -4.64 1.538 3 .188 I -1. 18 -2.s6 -0.128 o.s,65 

! =1:~~ =~:~: _;:~~j 1-~:~!~ 
~-~---~-~-~~~~~~~~-'-~-~~~~~~~~~~~--'-~~-~--~-

SOURCE: Census of Industrial Production 
and Quarterly Industrial Producticn 
Enquiry 

I 
1111 

1· 

: 

.: 'I 

II 

I 

. 
I 

II 

I 

I I 

' 

I 

I 



I. 

2. 

3. 

4. 

5. 

6 . 
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C-8 

TA BLE C3 

Further Regression Results : Irish Manufacturing Industries, 
1953 - 1974 

P = a+ bQ 

Indu stry Group a b r No. of Observations 

Top Six Growth 0 . 92 0 .4 1 0.66 36 
Industries Omitted (0 . 39) CO .08) 

Rai I road Equipment I. 13 0.36 0.67 41 
(No.44) Omitted (0.40) (0 . 07) 

Four Industries 
I • 34 0 .37 o. 75 38 (Nos. 13,43,44, CO . 33) (0 .05) 46) Omitted 

Al I Industries 0 . 98 0 . 38 o. 72 42 
(None Omitted) <0 . 36) (0.06) 

E = C + dQ 

C d r No. of Observations 

Top Six Growth -0.90 0 . 57 o. 77 36 
Industries Om i tted (0.39) C0.08) 

Ra i I road Equipment -I . 05 0.61 0.83 41 
(t~o. 44) Omitted (0. 40) (0.07) 

Four Industries 
-I .27 0.60 0.89 38 (Nos . 13, 43, 44, (0.33) CO .05 ) 46) Omitted 

Al I Industries -0.94 0.59 0.84 42 
(None Omitted) (0. 36) (0 .06) 

(Stan dard errors in parentheses) 

Source: Table 7.6 

Where Q, P and E are the average annual growth rates of manufacturing 
output , output per person employed and numbers emp loyed respecti vely . 
For the rest of the results together wit h an explanation why 
particular indust ries have been omitted from certain regression 
estimates see Chapter 7.2. 
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TA BLE C4 

Further 

Industry Group 

I. A II Industries 

2. Four Industries 
(Nos. 13, 43, 44, 
46) Omitted 

3. A II industries 

4. Four Industries 
(Nos. 13, 43, 44, 
46) Omitted 

5. Al I Industries 

6. Four Industries 
CNos . 13, 43, 44, 
46) Omitted 

7.AII Industries 

8 . Four Industries 
( Nos . I 3, 43, 44 , 
46) Omitted 

Regression 

Industries, 

a 

0.92 
C0.55) 

I. 74 
(0.55) 

I, 14 
C0.50) 

I . 34 
CO. 52) 

C 

- 0 .84 
(0. 55) 

- I .62 
co . 54) 

-I . 06 
(0. 49) 

- I .26 
(0 , 52) 

Results : Irish Manufacturing 

1959- 1 72 and 1966- 1 74 

p = a + bQ 

b r Sub-Periods 

0.40 0 . 62 1959- 1 72 
C0.08) 

0.32 0.55 1959- 1 72 
(0.08) 

0 . 41 0 . 65 1966-'74 
(0 .08) 

0.40 0.65 1966-'74 
(0 .08) 

E = C + dQ 

d 

0.58 
C0.07) 

0.65 
CO .08) 

0 . 57 
(0 ,07) 

0.57 
CO .08) 

r Sub- Periods 

0.75 1959- ' 72 

0.81 1959-'72 

o. 77 1966- 1 74 

o. 77 1966- '74 

C-9 

No . of 
Observations 

42 

38 

43 

39 

No. of 
Observa tions 

42 

38 

43 

39 

(Standard errors in parentheses) 

Source : Tabl e s Cl and C2 

Where Q, P and E a re t he average annu a l growt h r ates of manufactur ing 
output, output per person e~ployed and numbers employed respectively. 
Other resu lts, for the same sub - period s are g iven in Tab le 7 .8, 
Chapter 7. 
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APPENDI X D 

The Cripps and Tari ing Empirical Verification 
of a Ka I dor Proposition - an I r i sh Comparison 

INTRODUCTION 

D-1 

Unti I now our work has been concerned with the narrow interpretation 
of the Verdoorn hypothesis, using data from 42 manufacturing 
industri~s , and with estimating output and employment requirements 
for Irish industry for the next decade. The present note while 
sti I I within the Verdoorn tradition, i.e.~ concerned with 
the importance of exogenous industrial demand and the observed 
stabi I ity of output cum employment manufacturing relatibnships, 
uses a predictive · equation, developed by Cripps and Tari ing 
(1973) in testing Kaldor's .propositions (1966), to shed I ight on 
the overal I productivity performance of post-war Ireland. 

Kaldor in his Inaugural Lecture , Causes of the Slow Rate of 
Economic Growth of the United Kingdom ( 1966), suggested certain 
hypotheses concerning th e growth of output , employment and 
producti v ity in the main sectors of the economy for ad vanced 
capitalist count r ies . These propositions which, In their totality , 
at t empt to expl a in the pace of mater ial prog ress of cap i talist 
econom ies are increasingly referred to in the I iterature as 
'Ka ldor's laws '.* The la\vs r ela t e, inte r al ia , th e growth of 
productivi t y in manuf actu r i ng to th e growth of manufactu ring output , 

* Apart from - his Cambridge Inaugu ral Lect ure (1966) Kaldcr's work 
i n th i s area can, a lso, be f ou nd i n St rat eg ic Factors in Economic 
Devel opmen t ( 1967), h is "Rep ly" to J.N . Wo lf e, Economica, Novembe·r 
1968 and "Comment " on R. E. Rowt horn' s art icle, Economic Journal , 
December 1975 . 

For the I ite rature that has grown a rou nd Kaldor 's laws see:
J.N . Wolfe , "Productivity and Growth in Manufacturing Industry", 

. Economica , Feb ruary 1968; 
T. F. Cripps and Tari ing , Growt h in Advanced Capitalist Eco nom ies 
1950- 1 70, DAE Occasional Paper 40, 1973; 
R.E. Rowthorn, 11 \vhat Remains of Kaldor's La w?", Economic Journal, 
March 197 5, (also his "Reply" to Kaldor, E. J . December 1975) ; 
H.W . Singer and L. Reynolds, "Technological Backwardness and 
Productivity Growth", Economic Jour na l, December 1975; 
J, Cornwall, "Diffusion, Convergence and Kaldor's Lavis", Economic 
Journal, June 1976. 
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imp I icitly, the growth of agricultural productivity to the 

decli ne in agricultural employment, and the labour supply 

D-2 

I imit for industry to the surplus labour found in the non

industrial sector. Drawing these relationships together 

"Kaldor expected that the growth of productivity in the 

economy as a whole would depend on the growth of employment 

in industry and the dee! ine in employment in non-industrial 

sectors" (Cripps and Tarling, 1973, p. 29). Alternatively , 

an even 'better explanation of variations in overal I 

productivity growth' is obtained when the growth of industrial 

output, rather than industrial employment, is used in the 

model (Cripps and Tar-ling, 1973, p. 30). This change is 

regarded by Cripps and Tari ing as not a substantive 

modification of Kaldor's postulate because industrial output 

and industrial employment are highly correlated. It 

wi 11 be the latter relationship, i.e., the association of 

the growth of overal I productivity with the growth of 

industrial output and the dee! ine of non-industrial employment, 

~hat we shal I consider in the I ight of Irish experience. 

Cripps and Tari ing's Method 

This section describes Cripps and Tari ing's method and 

results. 

To test Kaldor's La ws, Cripps and Tari ing use cross-country 

regression analysis based on a selection of 12 advanced 

capitalist countries .* For each country data on output and 

employment, in broad sectoral groups, were obtained over the 

period 1951-'70. Then for each country, the period was split 

* The countries included in Cripps and Tari ing's sa~ple are, 
Japan, West Germany, Italy, France, Netherlands, Denmark, 
Austria, Canada, Norway, Belgium, USA and UK. For the choice 
of sub-periods and the growth rates of the relevant variables 
for each individual country, see Appendix 3 in Cripps and 
Tarling (1973), pp. 45-56. 
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i nto three or four cycles , and peak-to-peak average annual 

growth rates found . Cripps and Tari ing derived over 40 

observati ons of output and employment growth , for the post-

0- 3 

wa r pe r iod , for each sector from t he sample of the 12 countries . 
Th is body of data was then used to test Kaldor's laws by 
t he est ima t ion of cross- country regression equat ions (see 
chapter 3 , 'Ka ldor ' s Empirical Lpws ' , in Cripps and Tarling, 

1973 , pp . 21-30). 

As t he fol lowing results show Cripps and Tari ing found a 
very satisfactory relationship between the growth of GDP per 
head and the growth of industrial output and the decline of 

non-industrial employment for both the pre and post i965 
periods . 

I. 1951 - 1965 PGDP = I. 172 + .534 QIND .812 ENI R2 
( , 055) C. 202) 

2 . 1965-1 970 PGDP = I. 153 + . 642 QIND - .872 ENI R2 
(. 058) ( . 125) 

Wher~ PGDP ' QIND and ENI are the ave ra ge annual growth rates 
(peak-to-peak) of GDP per Head, Indust ri a l Ou t put and No n

Industr ial Emp loyment . 

The s tat i s tical est ima t es fo r bot h equations are very impress ive. 
The overa l I fit is extreme ly good and t he coef fi cients have 
the postula t ed s igns and are highly signifi cant . The success 
of the 1965~1970 r egressi on equation is particular ly noteworthy 
for as Cripps and Tari ing found the Ve rdoor n relations h ip for 
manufact ur i ng dld not hold for that per iod for their cross
cou ntry obse rvat io ns . Furthermore , as Kaldor poin t ed out t he 
good ness of the fit , especial ly fo r t he latt er equat ion, was not 
s ignificantly affec t ed by th e exc lusi on of Japa n from the samp le 
(Kaldor, The Econom ic Journal, December !9751 p. 894).* In al I, 

. 805 

. 958 

*There-computation of Cripps and Ta ri ing's two regr-essions, without 
Japan, was in response to Rowthorn's criticism that the results 
obtained by Cripps and Tari ing were particular ly sensitive to the 
inclusion of Japan in their sample (see Rowthorn's ''What Remains of 
Kaldor's Law?" The Economic Journal, March 1975, pp. 10-19). 

Ii 

I 

I 

I 

'1 

I 

I 



D-4 

the· authors commented that "these remarkably close correlations 
provide a striking indication of the significance of Kaldor's 
generalizati ons" (Cripps and Tari ing, 1973, p. 30). 

The Irish Experience 

An initial doubt in undertaking such an exercise was whether 
.Cripps and Tari ing ' s regression on the overal I growth of 
productivity could be applied to the case of Ireland. As 

Cripps and Tari ing make clear Kaldor's analysis on the 
determinants of overal I productivity and growth is, 

primarily, concerned with advanced capitalist economies. 
Ireland, though in this sense capitalist was, nonetheless, 

exhibiting particularly for the earlier part of the relevant 
period characteristics of underdevelopment both in respect 
to the structure of unemployment and mode of industrialisation. 
The evidence, contrawise, which finally convinced us to 
proceed with the regression test rested on two premises. 
First, that the work carried out on Verdoorn relationships , 

with Irish manufacturing data, proved very fruitful so 
that there was a common I ink betwee n Cripps and Tari ing's 

analysis and our own. Second, the shares of industrial output 
and employment in Irish GDP and total employment,respectively, 
have been relatively high (in excess of 25 per cent) throughout 
the period (1959- 1 74), and for th e more recent years they 
are comparable t o the figures found for the smaller countries 
in the Cripps and Tari ing's sample . 

Even though this I ine of reasoning appeared sufficientl y sensible 
to justify t he attempt , t he initial caveat sti I I rema ins . 

Namely, that it is possib le that Ka ldor 's analysis on the 
determinants of growth for capitalist economies ·is of re levance 
to Ireland yet the regression test used here may fai I t o bear 
this out because of the predominance of observat ions and 
weights in the model from advanced capitalist nations. 

,, I 
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The procedures used for organising the data and for testing 

the productivity regressions I and 2 wi I I now be described. 

As far as possible the relevant data for Ireland, Table DI, 

were extracted from the same sources as Cripps and Tari ing's 

but the parcel I ing of time was not as neat an operation. The 

registered unemployment rate does not provide a good proxy 

for the cyclica l variation of economic activity in Ire land , 

becau se the secular shortfal I in employment was partly offset 

through labour emigration to Britain. Over the 1959- 1 74 

period similar unemployment rates often coincide with different 

emigration patterns and while there were notable changes in 

the sectoral composition of the labour force the 'total 

at work' remained unaltered. Thus the duration of cycles in 

Ireland, using the Cripps and Tari ing peak-to-peak method, 

differ depending on the index one adopts.* To enhance the 

possibi I ity of discerning the durations of economic cycles 

in Ireland we used , in addition to unemployment rates, 

emigration and the differences in the growth of industrial 

emp loyment . Four different ways of parcel I i ng up time between 

1959- 1 74 are presented in Table 02 together with the growth 

rates of the relevant vari abl es. Fi nal ly, the expected 

GDP productivity growth for individua l sub-periods was 

obtained using the growth rates of Tabl e 02 with each of the 

two Cripps and Ta ri ing's productivity equations. We then 

compared the actual GDP productivity values wi th the ones 

calculated. The results are given in Tables D3 an d 04 and 

discussed further in the next section . 

The Results 

It can be seen, Tables 03 and 04, that the Cripps an d Ta r i ing's 

equations overestimate the extent of the Irish productivity 

gains but that this exaggeration is significantly reduced for 

the recent sub-periods. Without excep tion the predictive 

* Cripps and Tari ing's method of choosing duration of cycles in 

their sample of countries is described on p. 39 in Growth in 

Advanced Capitalist Economies 1950-1970 ( 1973). 
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The procedures used for organising the data and for testing 

the productivity regressions I and 2 wi I I now be described . 

As far as possible the relevant data for Ireland, Table DI, 

were extracted from the same sources as Cripps and Tari ing's 

but the parcel I ing of time was not as neat an operation. The 

registered unemployment rate does not provide a good proxy 

for the cyclical variation of economic activity in Ireland, 

because the secular shortfal I in employment was partly offset 

through labour emigration to Britain. Over the 1959- 1 74 

period similar unemployment rates often coincide with different 

emigration patterns and while there were notable changes in 

the sectoral composition of the labour force the 'total 

at work' remained unaltered. Thus the duration of cycles in 

Ireland, using the Cripps and Tari ing peak-to-peak method, 

differ depending on the index one adopts.* To enhance the 

possibi I ity of discerning the durations of economic cycles 

in Ireland we used, in addition to unemployment rates, 

emigration and the differences in the growth of industrial 

employment. Four different ways of parcel I ing up time between 

1959- 174 are presented in Table D2 together with the growth 

rates of the relevant variables. Finally , the expected 

GDP productivity growth for individual sub-periods was 

obtained using the growth rates of Table D2 with each of the 

two Cripps and Tari ing's productivity equations. We then 

compared the actual GDP producti vi ty values with the ones 

calculated. The results are given in Tables D3 and D4 and 

discussed further i n t he next secti on. 

The Results 

It can be seen, Tables D3 and D4, that the Cripps and Tari ing's 

equations overestimate t he e~tent of the Irish productivity 

gains but t hat this exaggeration is significantly reduced for 

the recent su b-periods. Without exception the predictive 

* Cripps and Tari ing's method of choosing duration of cycles in 

their sample of countries is described on p. 39 in Growth in 

Advanced Capitalist Economies 1950-1970 ( 1973). 
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value of the two equations improves for each consecutive 
s ub-period in the various sets of data, and for 1969- 174, 
1970- 1 74 and 1965- '73 the model works very wel I. It may 
a l so be noted that the 'gradient of exaggeration', i.e., 
the rate of decrease of the difference between the expected 
and observed values, generally diminishes. The middle 
period , 1965- 169 or 1965- 1 70 , presents a more fuzzy and 
a less satisfactory picture . The best results for these 
sub-periods are obtained using Cripps and Tari ing's 1st, 
1951- 165, equation but much worse ones with their 2nd, 
1965- 1 70, equation. 

A closer comparison between the results, Tables 03 and 04, 
and the growth rates of industrial output and productivity, 
Table 02, indicates an immediate reason for the varying 
success of the mode I . It can be seen that the Irish 
productivity growth rate rose during the latter sub-periods 
while the industrial output growth rate actually declined. 
As the change in non-industrial employment is of minor 
s ignificance i t i s th i s relationship wh ich dominates the 
resu It s . At a conj ectu ra I I eve I it may be suggested t hat 
the model performs bette r for recent s ub- periods si mply because 
Ireland is more developed and thus its economy can lend itself 
t o ge nui ne productiv ity compa ri sons with other countries 
in the Cri pps and Tari ing sample . 

I 

1· 
I 

I 

I I 



Year 

1958 

1959 

1960 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

TABLE DI 

GDP at Constant 
Prices 

(£ million 1970) 

877. 7 

927.0 

972.5 

1012 . 5 

1049.4 

1083.0 

1138.9 

I 152. 7 

1169. 7 

1229 . 2 

131 I . 5 

1366.7 

1399 . 7 

1479 .0 

1549 . I 

1647 . 8 

1675 

For Cripps and Tari ing's (1973) Analysis 

Summary Of Irish Da t a 

Total Employment Industrial Output 
at Constant Prices 

'OOO (£ mi 11 ion 1970) 

1057 236.0 

1048 254 . 3 

1043 270.9 

1041 293.5 

1049 314.4 

1055 334.2 

1060 360.5 

1058 375.0 

1055 383.2 

1052 411 .o 
1055 449 . 9 

1058 479.6 

1045 494.4 

1047 522 . I 

1037 545 .8 

1042 60 1.2 

1049 605 

D-7 

i-Jon-1 ndustr I a I 
Employment 

'OOO 

814 

804 

797 

782 

779 

776 

772 

762 

762 

755 

750 

743 

733 

724 

723 

722 

723 

Sou r ce: GDP and Industr i al Out put - National In come and Expend i t ure , 
1971 and 1974, part ic u larl y, Ta b le A4. 

Employment : OECD Labour Force Statistics, 1961- 1 72 (1974) and the 
annual Economic Surveys. The employment estimate 
from th is source is s light ly lowe r than the equivalent 
estimate presented in the Irish annual, Trends of 
Employment and Unemp loymen t because of the exclusion 
of army personnel (less than 10,000). The resultant 
discrepa ncy, in terms of annua I growth rates, is very 
smal I so that for our purpose of comparison the 
overal I outcome is not unduly affected . 
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TABLE 02 

Average Annual Growth Rates 

Period GDP Total 
Productivity Industrial Non-Industrial 

Employment Output Employment 

1959-1965 3.699 • 158 3.541 6.688 -.890 

1965-1969 4.349 0 4.349 6.344 -.629 

1969-1974 4.152 - • 171 4.323 4.755 -.544 

1960-1965 3.458 .286 3.172 6. 720 -.894 

1965-1970 3.959 -.247 4.206 5.684 -. 773 

1970-1974 4 .59 1 .096 4.495 5. 177 -.343 

1959-1965 3 .699 . 158 3.541 6.688 -.890 

1965-1973 4.568 - • 190 4.758 6.078 -.672 

1960-1965 3.458 .286 3.172 6.720 -.894 

1965-1973 4.568 -. 190 4.758 6.078 -.672 

Source: Table DI 

Notes: I. Productivity growth is defined as GDP growth - Employment 
growth. 

2 . The above figures are average annual compound growth rates 
and the method corresponds to Cripps and Tari ing's 
1 method 2 1 

( ibid ., p . 39) . 



TABLE 03 

Period 

1959-1965 

1965-1969 

1969-1974 

1960-1965 

1965-1970 

1970- 1974 

1959-1965 

1965-1973 

1960-1965 

1965-1973 

Source: 

Estimates of Observed and Predicted 

Irish Productivity Gains 1959-1974 

Overal I (GDP) Productivity Growth 
(Average Annual) 

Observed Calculated 

3.541 5 . 465 

4.349 5 . 069 

4.323 4. 152 

3. 172 5 .485 

4.206 4.834 

4 . 495 4.214 

3.541 5.465 

4.758 4.962 

3 .172 5.485 

4.758 4.962 

Columns I and 2 from Table 02 ; 

D-9 

Difference 

- I. 924 

- 0.720 

0 . 171 

-2.313 

- 0 .628 

0 .281 

-I . 924 

-0 .204 

-2.313 

-0.204 

Column 3, using Cripps and Tari ing's 1951-1965 productivity 
regression, PGDP = I. 172 + 0.534 QIND - 0.812 ENI' with 
the appropriate values of Table 02; 

Column 4, is the difference between the observed and calculated 
values. 



TABLE 04 

Period 

1959-1965 

1965-1969 

1969-1974 

1960-1965 

1965-1970 

1970-1974 

1959-1965 

1965-1974 

1960-1965 

1965-1973 

Source : 

Estimates of Observed and Predicted 

Iri sh Productivity Gains 1959-1974 

Overa I I (GDP) Productivity Growth 
(Average Annua I ) 

Observed Calculated 

3.541 6.222 

4.349 5. 773 

4.323 4.679 

3.172 6.246 

4.206 5.476 

4.495 4. 775 

3.541 6 . 222 

4.758 5.640 

3. 172 6.246 

4.758 5.640 

Columns I and 2 from Table D2; 

0-10 

Difference 

-2.681 

-I .424 

-0.356 

-3.074 

- ! • 270 

-0.280 ' 

-2.681 

-0.882 

-3.074 

-0.882 

I 
~olumn 3, using Cripps and Tari ing's 1965-1970 productivity 
regressi on, PGDP = I , 153 + 0.642 QIND - 0.872 ENI' with 
the appropriate values in Table D2; 

Column 4 , is the difference between the observed and 
calculated values . 
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APPENDIX E 

TABLE El 

Manufacturing 
Ou.i:put 
Assumptions -
Average Annual 
Rates 

% 

6.50 

6.80 

7.80 

8 .50 

Projected Growth of Manufacturing Employment , 1975- 1 86 
Based on Verdoorn Regress io n Estimates 

(Base Year Ma nufacturing Employment 204,000) 

Projected Average j·.1anufacturi ng Employment Additional 
,A,nnua I· Growth in 1986 Employment 
Employment 

a b a b a 
% % 1000 'OOO 'OOO 

2.90 2.00 279 254 75 
3. 10 2.20 285 259 81 
3. 70 2.80 304 276 100 
4.10 3.20 316 389 113 

Manufacturing 
1975- 1 86 

b 
'OOO 

50 

55 

72 

85 

TABLE E2 

Manufacturing 
Output 
Assumptions -

Projected Growth of Manu factur ing Employment, 1975- 1 86 
Based on Verdoorn Regression Estimates 

(Base Year Manufacturing Employment 226, 000 ) 

Projected Ave rage Ma nufactur i ng Emp loymen t 
Annual Growt h in 1986 
Employme nt 

Additional Manufacturing 
Employme nt 1975-'86 

Average Annual1--~~~-,-~~~~-;-~~~~--.~~~~~~-r~~~~~-,-~~~~~~-; 
Rates 

% 

6.50 

6.80 

7 .80 

8.50 

Note: 

a 
% 

b 

% 
a 

'OOO 
b 

1000 
a 

'OOO 
b 

1000 

2.90 

3.10 

3. 70 

4 .10 

2.00 

2.20 

2.80 

3.20 

310 

316 

337 

352 

281 

287 

306 

320 

84 

90 

I 11 

126 

a and b refer, in turn, to regression equat ions, 
E --0.94 + 0.590 

(0.06) 

E*= -I .73 + 0.580 
(0.07) 

r 0.84 (1953-'74) 

r 0.78 (1966-'74) 

Where O, E and E* are the average annua l growth rates of 
manufacturing output, employment and total man- hours for 
42 and 43 Irish manufa c turing i ndustries respect ivel y . For 
the choice of the exoge nous growth rates of ma nuf acturing 
output see chapter 8.3. 

55 

6 1 

80 

94 
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APPENDI X F 

Institut ional Aspects and the Organisation of Planning 

Something that the theory of indicative planning neglects and 
practitioners find a stumbling block, is the organisation of the 
planning effort. In Meade's theory the organisation and implementation 
of a plan does not warrant new institutions, partly because the 
role of the State is I imited to that of an information broker. 
Within Meade's scheme and given the high sensitivity of the product 
and labour markets to price the only grounds for State intervention, 
apart from uncertainty, are Pigovian externalities and oligopolistic 
practices. The whole of this edifice is a presumption in favour of 
atomistical ly competitive markets . For fol lowing its logic, its 
policy conclusion seems to be that once the market is in equilibrium, 
the role of the government is to prevent the occurrence of any events 
that would disturb it. But what if the market is not in equi I ibrium 
and high unemployment, amongst other things, is a permanent feature 
of the economy ? Does one revert to pre-Keynesian habits of thought 
and reaffirm the beli e f that unemployment is either voluntary or 
frictional which has been induced by interference in the market? 
In thrs respect Meade has wr itten : 

''·~··· There are al I sorts of frictions in economic markets. 
In pure theor y in a perfectly competitive economy the re would, 
I suppose , never be any unemp loyment of labour excep t when the 
wage rate was zero. Al I workers wou ld come into the labour 
market at the beginning of the day or week and offer their 
services in competition with each other t o a set of competing 
employer s ; and the wage would very quickly be reduced so long 
as it was positi ve and any worker remained without work. In 
fact, of cour se , wo r ke rs set a pr ice for t he i r work .... and 
there resu lts from week t o week a certain level of unemployment '' 
(The Theory of In d icati ve Planning, (1970) , pp . 65-66).* 

The point we wish to stress is that the institutional a rrangements 
r equi r ed by t he th eo ry of i nd icative p lan n ing , as described by 

* This i s very simila r t o the I ine of reasoni ng t ha t Keynes 
associated with Pigou and 'the classical t heory of employment' 
in chapter 2 of The General Theory (1936). 

I 
I 

I 

I 
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Meade, would be of the type suitable for an industrialised 
competitive, or laissez faire, economy, that has already 
obtained ful I employment, a certain distributional equity 
and the warranted growth and accumulation - benefits that may 
be threatened by future uncertainty. Yet an examination of 
actual planning brings to the fore the importance of the 
organisational framework and critics, especially in Ireland, 
score their best points when noting differences between 
intentions and practice or between plan and implementation. 
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When the Second Programme (1964- 1 70) was abandoned in 1967, 
the Government and NIEC stated that one of the major problems 
encountered by the plan was in its administrative arrangements 
which, in turn, were held responsib le for the poor response it 
received from both the pub I ic and private sectors.* It 
was pointed out, amongst other, that the Departments did not 
co-ordinate their acti vi ties wi th the planning objectives , 
that consultations with the private sector we re inadequate, that 
the Reviews of the Department of Finance were preoccupied with 
indu strial performance, and that the excessive detai I of the plan 
undermined its educational role . Such critical observations, 
however, leave certa in issues unsatisfactorily resolved. A 
premise of these criticisms Is that the plans specified 
the tasks of th e pub I ic sector and a planning role for the private 
sector so that, if fol lowed, t heir objectives wou ld have been 
satisfied. This premise, as we have seen in chapter 5, is not supported 
either by a study of the contents of the plans or by other 
studies on the determinants of pub I ic finances during that period.** 

* 

** 

et. Review of Progress, 1964- 1 67 (1968), Pr. 9949 and NIEC's 
Comments on Second Programme Review (1968), Report 24, op. cit. 

et. W.J. L. Ryan, "Fiscal Policy and Demand Management in 
Ireland, 1960- 1 70", in A.A. Tait and J.A. Bristow (eds.), 
Ireland: Some Problems of a Developing Economy (1972), 
K.A. Kennedy and B.R. Dow I ing, Economic Growth in Ireland 
(1975),chs. 15 and 17, and NESC's Report on Public Expenditure 
(1976), op. cit. 
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The recent programmes did not examine the relation between 
the i r 'targets' and specific policy instruments nor were 
they exp I icit about the type of co-operation required from 
the State sector. In their recommendations the authors of the 
plans asked, exp I icitly, that government departments and 
state-sponsored bodies study the programmes and draw out any 
r elevant imp I ications themselves.* The other factor that 
casts doubt on the official explanation for the failure of 
the plans is , as suggested earlier, that it creates a 
divide between the State and departmental activities which 
is untenable. The problem is not that departmental priorities and 

the functional sub- division of pub I ic expenditure may be inappropriate 
for planning but that the government for reasons unrelated to 
planning al lowed these to have priority over planning objectives. 
In this respect the contention by Whitaker (1976) that political 
commitment is one of the most serious prerequisites yet to be 
secured by Irish plans is correct. The low political commitment 
of the government to the later , Second and Third plans, 
would explain more adequately the relative inactivity of the 
pub I ic sactor in this sphere rather than the perceived, but 
unspecified, insubordination of individual departments. ** 

Overal I , in the methodology of Irish plans, the State is 
made subordinate to the assumed intentions of the private 
sector which , in turn , are seen as self-fulfi 11 ing . The planners, 
I i ke Meade, justified this approach, for a neutral or non-directive 

* 

** 

See, f or exampl e, th e Second Progra mme's chapters on "State 
Sponsored Bodies", pp. 236-255, and on "General Financial 
Policy", pp . 295-297, Part II , and the Third Programme's 
section on "Implementation in the Pu b I ic Sector", pp. 230-232. 

Simi lar organisat ional weaknesses and central government 
irresoluteness, in particular, whether to use its own initiative 
or devolve authority for plan implementation, is observed also at 
the sub-national level. As the organisational arrangements for 
regional and community development have been the subject matter 
of a report, A Pi lot Study of Regional and Community Development 
in the Mid-West (1975), prepared by this author they need not 
detain us here. 

I 
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role by the State, on the supposition that the operation of 
market forces and the pursuit of private interests provided 
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the means for plan implementation. In other words, the contradiction, 
where it existed, was embedded in the initial claims made on 
behalf of non-interventionist or purely indicative planning 
and not in an observed failure of reality to conform with plan 
design. In al I, the non-specification of policy instruments 
and the associated difficulty of setting out a planning role 
for the pub I ic sector are ingrained characteristics of Meade's 
planning theory and the recent Irish plans. The difference is 
that while Meade is aware of some of the I imitations of, what 
he terms as, his 'outrageous simplifying assumptions', Irish 
planners eschewed those assumptions but sti I I attributed the 

same properties to the theory. 

The Impl emen tation Process and Central Budgets 

One of the most frequently cited criticisms of Irish planning 
is the weaknes s of its implementation. It may also be said that 
it is a weakness that is thought to be shared by the experience 
of many of the non-socialist countries that have embraced 
planning in the post war or post colonial era . It is, however, 
interesting to note that imperative planning or the type of 
central i sed planning practised by the eastern socialist economies 
does not always guarantee impl ementat ion. Kornai, for example, 
drawing from the Hungarian experience, has recently stated that : 

"Economy-wide planning mode ls co ncentrate their attention 
pr i mar i I y on "rea I" f I ows s uch as phys i ea I inp uts and 
outp uts of t he economy, the structure of production, foreign 
trade, a nd consumption. Th e objective of the analysis is 
to determine numerical, quantitative targets in these 
areas. At the same time, these mode ls rare ly specify how 
these goa ls and targets are to be rea li sed. The rnodelsare 
not particular ly instru mental in character. Thi s is one 
of the most important cr iticisms made by potentia l users 
who feel there is nothing they can do with the results of 
the planning models'' (Economy-wide Models and Development 
Planning (1975), edited by C.R. Bl i tze r et. al., p. 24, 
orig i na I i ta I i cs under I i ned). 

I 

I I 

, I 
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Similar views have also been expressed by A. Tauber ( 1972) 

"Development and Changes inConceptions of Planning in 
Soci alist Countries", and J .G. Zielinski ( 1968) On The Theory 
of Socialist Planning with respect to earlier Czechoslovak and 
Polish planning experiments. In the case of Yugoslavia the 
Director of the Yugoslav Institute of Economic Sciences, 
Dr . B. Horvat , complained that overal I the implementation 
process was rather weak and in particular that "Yugoslav planning 
bureaux have become famous for constantly forgetting to 
undertake a comparative analysis of how the planned targets 
have been fulfilled" (The Crisis in Planning (1972), M. Faber 
and D. Seers (eds . ) , Vol . 2, p . 201). It is certainly a 
curiosum that the economic reforms introduced by some 
of the centrally planned economies in the last decade have, 
in effect , widened the role of the market as the agent of 
implementation while for market economies the trend has been 
to place the responsibi I ity more in the sphere of central 
government and the pub I ic sector. * 

These remarks have been made not with the aim of softening the 
blow of the criticisms raised , inter al ia, by this author 
on the various weaknesses of the imp leme nt ation process in 
Ireland but rather to stress that what we have been concerned 
with is the Irish perspective of a more universal phen6menon. 
Let us finall y consider an addit ional dimension to this 
problem by briefly review ing the treatment of the Second a nd 
Third Programmes in the annua l Financial Statements, viz., 
the Budgets , of the Irish Gove rnment . 

* Professor A. Tauber , drawing primarily from the experience 
of the Czechoslovak reforms, wrote - "One of the basic 
aspects of the economic re fo rm now imp lemented in some degree 
in almost al I European socialist countries is the combination 
of centralised leadership and planning with the active 
role of the market and commodity - money relations. Instead 
of rigid regulation and control over enterprises, a flexible 
system of self-regulation i s being created, making it possible 
to gear production programme s to consumer demand and to make 
the most rational use of resources" , (The Crisis in Planning 
( I 972) p. 181 op. c it . ) . 



In sect ion 6 .2. I , it was argued that certain crucial 
prerequi sites for Irish planning were progressi vely 
attenuated by developme nts, e .g., abandonment of trade 
protection, absence of contrrl of the flow of capital funds 
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and policy of income distribution , that were occurring outside 
the sphere of the plans . One of the few direct controls that 
the Irish planners urged the government to use in the pursuance 
of the economic programmes was the annual Financial Statement . 
It was expected, in short, that the Department of Finance and 
i ts political head wi I I use the opportunity of the annual 
budget to review the planning pcogress while out! ining its own 
commitments for the immediate financial year . It i s thus 
possible by examining the contents of the annual budgets, 
for 1964-'72, to get an idea as to whether the government 
formulated its own proposals within the context of the 
then existing plans . 

An examination of the annual budgets for the period 1964- 1 72 
reveals the low priority of planning in the successive policy 
documents of the four Ministers for Fina nce that held office for 
the duration of the Second and Third Programmes.* The entire 
treatment of the plan is disposed of in a s ingle mandatory 
paragraph , per budget, without an appraisal of past progress 
or more pertinently an examination of government finances and 
plan implementation for the fol low i ng fiscal year. The interest 
in planning, if reflected by the amount of space devot ed to 
this +opic in the Financial Statement, seems to ha0e been at its 
height in the years of plan inauguration, e.g., 1964 and 1969 , 
and then waned as targets and ou tcomes diverged. Even the customary 
one paragraph reviews of the plans in the budget were left out, 
for example, for 1966 and for t~e last two years, 1971~'72, of 
the Third Programme , Th ese were years for which it was very 
clear that the cumulative progress ach ieved for the duration of the 
plans was already short of the original targets . 

* J. Ryan (1964), J. Lynch ( 1965- 166), C.J. Haughey (1967- '70), and G. Colley (1971-'72) al I members of the Fianna Fai I government for that period. 
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A noteworthy example of the arbitrary division between the 
financial management of the economy and the pursuance of the 
pl a nning objectives was the treatment of the early termination 
of t he Second Programme in the budget statements for that, 
1967- 1 68 , period . The relevant passage in the 1967 budget 
s imp I y states : 

The preparatory work on the review of the Second Programme, is now nearing completion and wi I I shortly be the subject of consultation with NIEC. Real ism must, of course, be the keynote of the review. This wi I I by no means exclude our doing better than we may now think I ikely, with obvious gains both in employment and prosperity" (Financial Statement, 1967, p. 28). 

The 1968 Statement is equally laconic about the progress of 
the Second Programme -

"The recently pub I ished review of developments in the first four years of the Second Programme shows that , a I though performance was not fu I I y up to expectations, the economy made considerable · progress" (Financ ial Stateme nt, 1968 , p . 23) . 

Having stated this , and without furth e r explanation , the 
Statemen t reiterates the government ' s commitment to terminate 
the Second Programme an d introd uce a Third f or the period 
1969- 1 72. One cannot surmise th e reasons , by studying 
the text of the Financial Statements of that time , for 
the Second Prog ra~me f al I ing in t o dis favo ur . The t one of the 
var iou s Fi na nc ia l St atements on t he Second Programme was inva ri abl y 
fa vourable unt i I th e decision t o a bandon it wh ic h occur red 
under the gu i se of i ntroduc ing t he Third. It wo u ld a ppear tha t 
the abi I i t y of the then Mini s ter for Finance t o switch wi t h 
such ease from the Second to t he Third Programme was not . due 
to t he smooth co-ordination of pub I ic finances and plan 
imp lementation but rather that the t wo aspects were kept, 
for budget purposes, separate. Neither were the p lanning 
and the financial years synchronised so that it is not possible 



to compare the budget estimates with the estimates of the 
plan without making adjustment for the calendar year. * 
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In retrospect, if the Minister for Finance paid so I ittle attention 
in the budgets to plan implementation how I ikely was it 
that the indicative directives in such documents, e.g., the 
strictures on wage demand moderation and fair competition, would 
have been taken seriously by sectional interests? However, the 
crucial weakness of the implementation process is only 
tangental to the above . In other words, one cannot seriously 
explain the low status of the plans in the budgetary process as 
an unfortunate coalition of circumstances where four successive 
Finance Ministersobstinately refused to acknowledge the plans. 
The problem rather stemmed from the progressive irrelevance of 
the Second to Third Programme to the management of the economy. 
It resulted from the concept of planning in terms of base values 
and terminal targets with no attention paid to the process 
in between. The iterative methodology has been already 
criticised for inherently separating the method of setting 
the ta rgets and of plan implementation. The latter aspect 
was taken to be outside its purview. The method focussed 
on base values and terminal targets on premises that were in 
themselves dubious. Although the sum total of the projectio ns 
were concerned with estimating output a nd while t he methodological 
appendices warned that the work on productivity and employment 
were purely speculative , these are raised to the status of 
targets in the main body of the plans. More pertinently, 
the final projections were an unintended hybrid of desired 
and expected values without an exp I icit recognition by the 
planners that the t wo sets of variables, active and passive, were 
uni ikely to be fulfi I led by the same pal icy means. Since no 
margin for target review was al lowed after the base date Ci . e. , 

* Vide, D. Norton, Problems i n Econo~ ic Planning and Pol icy 
Formation in Ire lan d, 1958- 1974, c. SRI Broad s heeT ~fo. 12, 
p. 17 , 1975. 

11 

I 

I, 

I, I 



- i -

BIBL IOGRAPHY 

ADELMAN , I . ( 1961) Theories of Economic Growth and Development , 
Stanford Uni versity Press, Stanford . 

ARROW, K.J . and HAHN , F.H. ( 1972) General Competitive Anal ysis , 
01 iver and Boyd, Edinburgh . 

ARROW , K. J . ( 1974) 'Genera I Economic Equ i Ii bri um : Purpose Ana I yti c 
Techniques, Collective Choice', American Economic 
Review, June 1974. 

BALOGH, T. , 1~0RSWIC K, G. D. N. et . al (1944) The Economics of Full 
Employment, Blackwel I, London. 

Basic Statistics of the Community 1973- 174, Eurostat, Brussels. 
BERGSON , H. ( 1888) Time and Free Wi 11, 1st English Translation 

Muirhead Library of Philosophy, 1910, Allen and 
Unwin, London. 

BLITZER, C., CLARK, P. and TAYLOR, L. (1975). Economy Wide Models I!, 
and Development Planning, Oxford University Press, 
London . 

BRISTOW, J . A. and TAIT , A.A. (eds.) (1968) Economic Policy in Ireland, II 
The Institute of Pub I ic Administration, Dub! in. 

BRISTOW , J .A. ( 1977) 'Pub I ic Finance and Fiscal Pol icy' in Gibson , J. 11:I 

and Spencer, J . E. (1977) Economic Acti v ity i n Ire land , 
Gill and Macmillan, Dublin . 

BROC K, C. ( 1966) The Wor k of NIEC 1963-1 966 , Pr . 9090 , Stationery 
Of f i ce , Dub I i n . 

BRODERICK, J . B. (1959- 1 60 ) 'Ana lysis of Government Income and 
Expend i ture in Relat ion to Nat ional Accounts ', JSSI S I 
1959- 1 60 , Dub I in . 

Cambri dge Economi c Po l icy Group ( 1976 ) , Economic Pol icy Rev i ew, 
No . 2 , Department of Ap plied Economics , Camb ridge. 

Cambr i dge Economic Po li cy Group C 1977) 'General Review a nd Policy 
Ana lys i s ', Econom ic Po l icy Rev iew, No. 3, Department 
of App li ed Econ omics , Camb ri dge. 

Capi t al Invest ment Advi sory Comm i ttee (1957, 1958), First and Second 
Reports 1957, Third Report 1958 , Stationery Office, Dub I in . 

CARRE, J.J., DUBOIS, P., and MAL INVA UD, E. ( 1976) French Econom i c 
Growt h, Oxford Un iversi t y Press , London. 

CARTER, C.F.( 1959) "A Problem of Economic Development" in Chubb, B. 
and Lynch, P. (eds.) Economic Development and Planning 
(1969), The Ins t itute of Pub I ic Admi nistration, Dub I in. 

CHUBB, F.B., and LYNCH, P. (eds.) ( 1969): Economic Development and 
Planning, The Institute of Pub I ic Administration, Dub I in. 

CHUBB, B. (1970) The Government and Politics of Ireland, Oxford 
Un iversity Press, London. 

COHEN, S.S. ( 1970) Modern Capitalist Planning, Weidenfeld and Nicholson, 
London. 

Commission on Emigration and other Population Problems (1954) Reports, 
Stationery Office, Dub I in. 



- i i -

Comm ittee on the Funct ions, Operation and Development of a Money 
Market i n Ireland (1969), Report Central Bank, Dub I in. 

Committee on the Working of the Monetary System (1959), Report, 
Cmnd. 827, HMSO, London. 

CONNE LL, K.H. (1950) The Population of Ireland, 1750-1845, Clarendon 
Press , Oxford . 

CONNOLLY, J. ( 1973) Selected Political Writ i ngs edited by O. Dudley Edwards 
and B. Ransom, Jonathan Cape, London. 

CORNWALL, J . (1976) 'Diffusion, Convergence and Kaldor's Laws', The 
Economic Journal, June 1976. ~-

CROTTY, R. D. (1966) Irish Agricultural Production, Cork University 
Press, Cork. 

CRIPPS, T.F. and TARLING, R.J. (1973) Growth in Advanced Capitalist 
Economies 1950-1970, Department of Applied Economics, 
Occasional Paper 40, Cambridge University Press, Cambridge. 

DAVIDSON, P. (1975) Review of Shackle, G. L. S. (1973) An Economic Querist 
in Journal of Economic Literature, December 1975. 

DEBREU, G. (1959) Theory of Value, An Axiomatic Analysis of Economic 
Equi I ibrium, Cowles Foundation Monograph, Yale University 
Press, London. 

DONALDSON , L. (1966) Development Planning in Ireland , Praeger, New York 
and London. 

DOivLING, B. ( 1975) "The Future of Indicative Planning" in O'Hagan, J .W . 
(ed.) The Economy of I re I and , Po Ii cy and Performance, Irish 
Management Institute, Dub I in. 

Economic and Social Development 1976- 1980 (1976), Prl. 5758, Stationery 
Off i ce , Dub I i n . 

ESRI Resear ch Plan , 1976- 1 80 (197 6 ) , The Econom ic and Social Research 
Institute , Dub I in . 

FABER, M. and SEERS , D. (eds . ) (1972) The Crisis i n Pl anning , Vol . 
and 2, Chatto and Wi ndus , London . 

FIN E- DAVI S, M. (1977) At t i t udes Toward the Status of Women , Report 
to the Department of Labour , Inst i tute of Pub I ic 
Adm i ni strat io n, Dub I in. 

FITZGERALD , G. ( 1968 ) Plan ni ng in Ireland, Institute of Pu b I i c 
Ad mi nistr at ion, Dub I in; Pol i t i cal and Economi c 
P la nning, London. 

FOGARTY, M. P. ( 1976 ) 'Age of Mi r ac le s ', Adm i ni st rati on, Spri ng 1976 , 
Dub Ii n. 

GEARY, P. T. (1974 - 1 75) ' The Causes of Inf lat ion ', A Symposi um on 
Infl at ion, J SS ISI, Vol . XX III, Part II , 1974- '75, Dub l in . 

GEARY , P. T. 

GEARY, R.C. 

( 1977) ' Wages , Prices, Income and Wea lth' , i n Gib son, N. J . 
and Spen cer , J . E. (eds . ) Economi c Acti v i ty i n Ire land: 
A Stu dy of Two Open Economies , Gi 11 and Ma crni I Ian, Dublin. 

and DEMPSEY, M. ( 1977) A Study of Schemes for the Re I i et of 
Un emp loyment in Ire land, The Economi c and Social Re search 
Institute, Broadsheet No. 14, Dub I i n. 

GIBSON, N.J. and SPENCER, J.E. (eds.) (1977 ) Economic Activity in 
I re I and: A Study of Two Open Econorn i es, G i I I and Macm i I I an, 
Dub Ii n. 

I 
I 

I' 



- iii -

HACKETT , J . and HACKETT, A.M. (1963) Economic Planning i n France , 
Allen and Unwin, London. 

HAHN , F.H . (1973) On the Notion of Egui I ibrium in Economics, an 
Inaugural Lecture, Cambridge University Press, Cambridge . 

HAHN, F. H. (1975) 'The Wrong Issues and the Wrong Argument ' , The Economi c 
Record, September 1975. 

HALLIGAN, B. (197~) 'The Politics of Planning-Proposals on Planning 
Development and Reform' Labour Party Counci I, Constituency 
of Clontarf, Dub! in. 

HARROD, R. ( 1963) The British Economy, McGraw-Hi I I, London. 

HAYEK, F.A. (1944) The Road to Serfdom, Routledge and Kegan Paul 1971, 
London. 

HAYEK, F.A. (1975) Fu! I Employment at Any Price? Institute of Economic 
Affairs, London. 

HEAL, G.M. (1973) The Theory of Economic Planning, North-Holland, 
Amsterdam/London. 

HIGGINS, B. (1965) Economic Development, Second Edition, Constable, 
London. 

HUGHES, J.G . (1972) The Functional Distribution of Income in Ireland 
1938-'70, Economic and Social Research Institute, Paper 
No. 65, Dub Ii n . 

HUTCHISON , T.W . (1977) Keynes v . The Keynesians' .. . . ? Institute of 
Economic Affairs, London. 

Industrial Development Authority , Review 1952- 1 70 ( 1971) and Review 
1970- 174 (1975) , IDA, Dub I in . 

Income .Tax Commission (1960) Third Report, Pr. 5567, Stat ionery Office, 
Dub Ii n . 

Iri sh Cong ress of Trade Unions ( 1975) ' Trade Union Priorities', ICTU 
Annual Report 197 5, Dub! i n . 

Irish Congress of Trade Unions ( 1976) ' Aide-Memoire', an internal 
docume nt on th e Tripar tite Discus s ions , November 1976, 
mi meo , Dub Ii n . 

KAHN, R. ( 1975) ' Unemployment as seen by Keynesians ' , i n Worswick, G.D. N. 
(ed . ) The Concep t and Meas ur ement of Involu nta r y Un emp loyme nt, 
All en and Unwi n 1975, London . 

KAHN, R. ( 1976) ' In f lat ion - A Keynesian Vi ew ', The Scott i sh Journal of 
Pol i tical Economy, February 1976 . 

KAHN, R. ( 1977 ) 'Mr . Elt i s and the Keynesia ns' Lloyd s Bank Revi ew, 
April 1977 . 

KA LDOR, N. ( 1934 ) ' The Determinateness of Static Eq ui l ib ri um', Review 
of Economic Studies, February 1934, republi s hed in Essays 
on Value and Distribution (1960), Duckwotth, London. 

KALDOR, N. ( 1966) Causes of the Slow Rate of Economic Growth of the 
United Kinodom, An inaugural Lecture, Cambridge University 
Press, Cambridge. 

KAL DOR, N. (1967) Strategic Factors in Economic Development, Corne! I 
University, Ithaca , New York. 

KALDOR, N. (1968) 'Productivity and Growth in Manufacturing Industry: 
A Reply', Economica, November. 

I. 
I 

I 

I 

11 



- iv -

KALDOR, N. ( 1972) 'The Irrelevance of Equ i I ibrium Econom ics ', The 
Economic Jour nal , December . ~-

KALDOR , N. (1975) 'Economic Growt h and the Verdoorn Law - A comment 
on Mr. Rowthorn's Artic le', The Economic Journal , December. 

KALDOR, N. (1976) ' Inflation and Recession in the World Economy' The 
Economic Journal , December . 

KALECKI , M. (1943) 'Political Aspects of Fut I Employment', Political 
Quarter I y, Vo I . 14 1943 . 

KATSIAOUNI, 0. (1975) A Pi lot Study of Regional and Community Deve lopment 
i n the Mid-vvest, Institute of Public Administration, Dublin. 

KEATING, W. C 1977) 'A n Analysis of Recent Demographic Trends with 
Population Projections for the Years 1981 and 1986 1 , 
paper read to, The Statistical and Social Inquiry Society 
of I re I and, March 1977 , Dub I in . 

KEATINGE, P. (1973) The Formulation of Irish Foreign Pol icy, Institute 
of Pub I ic Adm inistration, Dub I in . 

KENNEDY, F. (1970) 'Social Expend iture of Public Authorities and Economic 
Growth 1947-1966', Economic and Social Review, Apri I 1970, 
Dublin. 

KENNEDY, F. (1975) Public Social Exp enditure in Ireland, Broadsheet 
No. I I , The Econom ic and Socia l Research Institute, Dub I in . 

KENNEDY, K.A . (1968) La bou r Prod ucti v ity in Irish Industry, Unpublished 
Ph . D. Thesis , Harvard Uni versity , 1968. 

KENN EDY, K.A. <1968/ 1 69) 'Growth of Labour Productivity in Irish 
Manufacturing , 1953- 167', JSSISI, Vo!. 22, Part I . 

KENN EDY , K.A. (1971) Productivity and Industrial Growth: The Irish 
Experience, Clarendon Press, Oxford. 

KENNEDY, K.A. and BRUTON, R. (1975) The Irish Economy, Commission of 
the Europea n Communi ties, Brussels. 

KENNEDY, K.A. (1974) 'T he Irish Economy: The Challenges and Opt ions', 
paper r ead at Th e Ma nagement Institute Confe rence, Apri I 
1974 , Ki llarney . · 

KENNEDY, K.A. and DOWLI NG, B.R .. ( 1975) Economic Growth in Ireland : Th e 
Experience Si nce 19 47 , Gi 11 and f/;acmi I Ian, Dub I in. 

KENNEDY, K.A. ( 1976) 'Planning and Employment', paper presented at the 
lrish Management Institute Conference, Ki I larney, mimeo. 

KEYNES, J.M . (1921) A Treatise on Probability, Co l lect ed Wri tings, Vol. 
XIII 1973, Macmi ll an, Lon do n . 

KEYN ES , J.M . (1926) ' The End of Laissez Faire' , Collected Writings, 
Vol. IX 1972, Macmi I Ian, London. 

KEYt~ ES , J.M . (1930) 'Econom ic Possibilities for our Grandchildren', 
Collected Vlrit ings, Vo ! . IX 1972 , Macmi I Ian, London . 

KEYN ES , J.M. (1933) 'National Self Sufficiency', First Finlay Lecture, 
Studies Vol. 22, Dub I in. 

KEYN ES , J. M. ( 1936) The Genera l Theory of Employment Interest and Money, 
Macmillan, London. 

KEYNES, J.M. ( 1937) 'The Theory of Employment', The Quarterly Journal 
of Economics, February 1937, repub Ii shed in The Co I I ected 
Writings ( 1973), Vo!. XIV, Macmillan, Lond on. 

I 

I 



- V -

KNI GHT , F. H. (1921 ) Risk, Uncertainty and Profit , University of 
Ch i cago Press , 1971, Ch i cago. 

KORNA I , J. ( 1971) Anti Egu i I i br i um, North-Ho I I and , Amsterdam/ London . 

KREGEL ~ J . A. ( 1976) 'Economic Methodology in the Face of Uncertainty 
The Model ling Methods of Keynes and the Post- Keynesians ' , 
The Economic Journa l , June 1976 . 

KUZNETS , S. (1 966) Modern Economic Growth, Yale University Press 1972, 
London . 

LANGE , 0 . ( 1936/'37) 'On the Economic Theory of Socialism' Review of 
Economic Studies , Vol . 4 No. 182. 

LEWIS , W. A. (1966) Development Planning, Allen and Unwin, London. 

LLEWELLYN , G.E . J. (1977) The Potential for Growth in Irish Tax Revenues, 
NESC,Report No. 31, Dub I in. 

LUTZ, V. (1969) Central Planning for a Market Economy, Longman, London . 
LYNCH, P. (1959) "The Economics of I ndependence" in Chubb , B. and 

Lynch P. (eds.) Economic Deve lopment and Planning C 1969), 
I nstitute of Pub I ic Administration, Dub I in . 

LYNCH, P. (1963) 'Escape from Stagnation', Studies, Summer 1963 . 

LYONS, F.S . L. (1971) Ireland Since the Famine, Fontana Edition, London. 
LYONS, P. M. ( 1972) 'The Distribution of Personal Wealth in Ireland', in 

Tait, A.A. and Bristow, J.A. (eds . ) (1972) Ire l and: Some 
Problems of a Deve l opi ng Economy, Gi 11 and Macmi I Ian , Du b ! in . 

MARX , K. (1848) The Communist Manifesto, Pelican Edition 1967 , London . 

MARX, K. (1887 ) Capital , Vol . I - Ill , La urence and Wishart 1970, 
London. 

MASSE , P. (1962) ' French Methods of Planning ', Jou rn al of Industrial 
Economics , Vol . I I No . I , November 1962. 

McALEESE , D. (1 972 ) 'Cap i t a l Infl ow and Di r ect Forei gn Investment in 
Ire l an d 1952 t o 1970', JSSISI, Vo l . XX I I, Part I V, 
1971 -' 72 . 

McALEESE , D. ( 197 4 ) ' The Vital Need fo r New Jobs ', Business and Finance , 
September, Dub l in . 

McALEE SE, D. (1977 ) ' The Fo r e ig n Sector ' i n Gibson , J .A. and Sp en cer , J . E. 
(eds . ) , Economic Acti v ity in !reland : A St udy o f Two 
Open Economies, Gi 11 and Macmi I I an , Du b I in . 

McCARTHY, \'J.E . J . , O'BR I EN, J . F. and DOWD, V.G . ( 1975) Wage I nf lati on and 
Wage Leaders h ip, Econom i c and Soc ia l Resea r ch institute, 
Paper No . 79, Dub I in. 

McGILVRAY, J . (196 8 ) 'Economic P lanning ', in Bristow, J . A. and Tait , A.A., 
( 1968) Econom ic Po l i cy in Ireland , Institu t e of Pub I i c 
Ad mi nistration, Dub lin. 

McGI LVRAY, J . (1968) I ri sh Economi c Stat ist ics , I nst i tute o f Publi c 
Administration, Dub l i n . 

MEADE, J.E. ( 1948) Planning and the Price Mechanism, Al !en and Unwin, 
London . 

MEADE, J . E. (1970) The Theory of Indicat ive Planning, Manchester University 
Press, Manchester. 

MEADE, J.E. (197 1) The Controlled Economy, Allen and Unwin, London. 

I . 



- vi -

MEENAN , J . C 19 57- ' 58) ' The Political Economy of Development', JSSISI, Vo I. XX Part I , Dub Ii n. 
MEENAN, J • ( 1970) The Irish Economy Since 1922, Li verpoo I University Press, Liverpool. 
MOODY; T. W. and MARTIN, F.X. (eds . ) ( 1967) The Course of Irish History, Mercier Press, Cork. 
MOORE, B.C., RHODES, J, and TARLING, R. {1976) An Evaluation of the Effects of Industrial and Regional Policies in the Republic of Ireland, A study on behalf of NESC, forthcoming. 
MOTT I ER, R. (1975) 'Exchange Rate Changes : Imp! ications for Capital Stocks and Flows', mimeo, Central Bank, Dub I in. 
MULVEY, C. and TREVITHICK, J. (1972) 'Wage Inflation and Wage Leadership in Ireland, 1954- 1 69 1 in Tait, A.A., and Bristow, J.A., Ireland: Some Problems of a Developing Economy, Gi I I and Macmi I Ian, Dub I in. 
MUSGRAVE, R.A. (1977) 'National Economic Planning: The US Case', American Economic Association, Papers and Proceedings, February 1977. 
NESC: Jobs and Living Standards - Projections and Jmpl ications, Report No. 7 1975; Report on Pub Ii c Expenditure, Report No. 21 

1 I 1976; Prelude to Planning, Report No. 26 1976; Comments I on Economic and Social Development, Report No. 33 1977; Stationery Office, Dub I in. 
NEVIN, E. (1962) Public Debt and Economic Development, The Economic Research Institute, Paper No. 11 , Dub I in . 
NEVIN, E. (1963) The Capital Stock of Irish Industry , The Economic and Social Research Institute, Paper No . 17, Dublin. 
NIEC : Report on Economic Planning, Report No . 8 1965; Report On Ful I Employment, Report No . 18 1967; Comments on Seco nd Programme Review of Progress 1964/ 167, Report No. 24 1968; Report on the Income s and Prices Po l icy, Report No. 27 1969; Stationery Office, Dub I in. 
NORTON , D. ( 1973) The Macro Stage in Ir i s h Plann i ng , unpublis hed Ph.D. dissertation, Uni versity of California , (Berkeley) . 
NORTON , D. ( 1975) Probl ems in Economic Pla nni ng and Pol icy Formati on i n Irela nd 1958- 1974, Eco nom i c and Social Research Insti t ute , Broadsheet No. 12, Dub I in . 
O'DONOGHUE , M. (1968) ' Monetary Policy ' , i n Bristow, J . A. and Tait, A. A., Economic Po l icy i n Irel and , Ins titute of Pub I i c Ad mi nis t ra ti on , Dub Ii n. 
0 1 FARREL L, P.N. (1 975) Reg iona l Industrial Deve lopment Trend s in Ireland, The Industrial Deve lopmen t Authority, Dub I in. 
O'HAGAN, J.W. (ed.) (1975 ) The Economy of Irel and: Polity and Performance, Iri s h Management In s t i tute, Dub I in. 
O'NEILL, H. (197 1) Spatial Planning in the Smal I Economy : A case study of Ireland, Praeger, New York and London. 
O'RIORDAN, M. (1975) 'Economic Planning', paper presented to the Irish Congress of Trade Unions, Summer course, Dub I in. 
PASJNETTI, L.L. (1974) Growth and Income Distribution, Cambridge University Press, Cambridge. 



- vii -

PHELPS BROWN, E.H. ( 1972) 'The Underdevelopment of Economics' , The Economic Journal , March. 
PIGOU, A.C. (1945) Lapses From Ful I Employment, Macmi I Ian, London. 
Programme for Economic Expansion; First,(1958), Pr. 4796, Stationery Office, Dublin. 
Programme for Economic Expansion; Second, (1964), Part I (Pr. 7239) and Part 11 (Pr. 7670), 1·953 and 1964 respectively, Stationery Office, Dub I in. 
Programme for Economic and Social Expansion, 1969- 172 ; Third, (1969), Pr!. 431, Stationery Office, Dub I in. 
Progress Report, Second Programme for Economic Expansion, 1964 and 1965, (Pr. 8244, Pr. 8703) Stationery Office, Dub I in. 
RADNER, R. (1968) 'Competitive Equi I ibrium Under Uncertainty', Econometrica, January 1968 . 
Report on the Development of the Social Situation in the Commun~ty in 1973, (1974) EEC Commission, Brussels. 
ROBINSON, E.A.G. (1967) Economic Planning in the United Kingdom, Cambridge University Press, Cambridge. 
ROBINSON, J. (1953) 'A Lecture Delivered at Oxford, by a Cambridge Economist', Collected Economic Papers, Vol. 4 1973, Blackwel I, Oxford. 
ROBINSON, J. (1962) Essays in the Theory of Economic Growth, Macmi I Ian ; London. 
ROBINSON, J . (1965) 'Consumer's Sovereignty in a Planned Economy' in On Political Economy and Econometrics : Essays in Honour of Oskar Lange ( 1965), Pergamon, London. 
RGWTHORN, R.E. ( 1975A) '\~hat Remains of Kaldor's Law?', The Economic Journal, March 1975 . 
ROWTHORN, R.E. (1975B) 'A Reply to Lord Kaldor's Comment', The Economic Journal, December 1975. 
RUMPF, E. and HEPBURN , A.C. (1977) National ism and Social ism in Twentieth Century Ireland, Liverpool University Press, Liverpool. 
RYAN, T. ( 1974- 1 75) ' The Causes of Inflation', Symposium on lnf lation , JSS IS I, Part I I, Dub Ii n . 
RYAN , W.J.L. (1972) 'Fiscal Policy and Demand Management in Ireland, 1960- 170', in Tait, A.A. and Bristow, J.A. (eds.) Ireland Some Problems of a Developing Economy ( 1972) , Gi I I and Ma cm i I I an , Dub I i n . 
SALTER, W.E.G. (1969) Productivity and Technical Change, Second Edition with Addendum by W.B. Reddaway, Cambridge University Press , London . 
SANDFORD, C.T. (1975) 'Mean ing Adva ntages and Disad va ntages of Indicative Planning', in 0 1Hagan, J. 1~ . (ed.) The Economy of Ireland (1975), Irish Management Institute, Dublin. 
SCHUMPETER, J.A . (1934), The Theory of Economic Deve lopment, Oxford University Press 1969, Oxford. 
SCHUMPETER, J.A. ( 1943) Capita l ism, Social ism and Democracy, Unwin 1966 , London. 
SEERS, D. (1975), 'What are we Trying to Measure?', The Journal of Deve I opment Studies, Apr i I . 



- Viii 

SHACKLE , G. L.S . (1973) An Econom ic Queris t , Cambridge University Press, 
Cambridge . 

SINN FEIN (1977) The Irish Industrial Revolution, Repsol Pub I ications, 
Dub Ii n. 

SMITH, A. (1 776) The Wealth of Nations, Vol. I and 2, E. Cannan 
edition 1904, Methuen, London. 

SOLOW, R. (1963) Capital Theory and th e Rate of Return, Rand McNal ly, 
1964, Chicago. 

STEWART, J. (1972) Industrial Development of the Mi d-West , Unpublished 
M. A. thesis, Ster I ing University. 

STEWART , J. (1976) ' Foreign Direct Investment and the Emergence of 
a Dual Economy', The Economic and Social Review, January 1976. 

Survey of Grant-Aided Industry (1967) Survey Team' s Report, Pr!. 117 , 
Stationery Office, Dub I in. 

Symposium on Increasing Emp loyment in Ireland ( 1975) , Statistical and 
Social Inquiry Soci ety of Ireland , November 1975, Dub I in . 

Symposium on Economic Development (1958- ' 59) , JSSISI , Vol. XX Part I I, 
Dub Ii n. 

TAIT, A.A. (1968) 'Budgetary Policy' in Bristow, J.A . and Tait, A.A ., 
(eds.) Economic Policy in Ireland , (1968) , Institute of 
Public Administration, Dub ! in . 

The Accession of Irela nd to the European Communities, ( 1972) Stationery 
Office, Prl . 2064, Dub I in. 

The Econ om ic Situation in the Commun ity (1974) , Quarterly Survey 4, 
December, Brussels. 

The Left Alternative (1976) Go to Wor k Ireland, Sinn Fein, The Communist 
Party, et. al ., Dub I i n . 

The \'fork of NESC : 1974-1976, National Economic and Social Counci I, 
Report 32, fort hcoming. 

TREVITHICK, J.A. ( 1976) 'Inflation, the Natural Un emp loyment Rate and 
the Theory of Economic Pol icy', Scottish Journal of 
Political Econ omy, February 1976 . 

United Trade Un io n Organisati on (1956) Planning Full Employment, Irish 
Printers, Dub ! in. 

VAIZEY , J . (ed.) (1975) Econom ic Sovereign ty and Regional Po licy, Gill and 
Macrni I Ian , Dub! in. 

VERDOORN, P. J. ( 1949) 'Fattori che r egolano lo svi luppo del la produttivi t a 
del lavoro' L' l ndustri a I, 1949 . 

WA LSH, B.M. ( 1972) 'I rela nd's Demogra phic Transformation 1958- 1 70 ', The 
Econom ic an d Soc ia l Review, January 1972, Dub! i n. 

WALSH, B.M. ( 1974 ) ' Expectations , In forma tion , an d Human Migration : 
Specifying an Econometr i c Mode l of Ir ish Migrat ion to 
Britain', The Journal of Regional Science, Vo ! . 14 No. I, 1974. 

WALSH, B.M. (1975), Pop u lati on and Employme nt Projections : 1971-'86, 
NESC, Report No. 5, Stationery Of f ice, Dub I in. 

WALSH, B.M. ( 1977) Projections of Labou r Supply : 1976-' 86, Draft Report 
NESC, June 1977, Dub! in. 

WARD, T.S. ( 1976) The Chancel !or's Dece"".ber Measures and Economic Strateoy, 
mimeo, Department of Applied Economics, Cambridge. 



- ix -

WHITAKER, T.K. (1949) 'Ireland ' s External Assets ', Journal of Statistical and Soc ia l Inquiry Society of Ireland, Vol. XXI 11 , 1948- 1 49, Dub Ii n. 
WHITAKER, T.K. (1958) Economic Development, Pr . 4803, Stationery Office , Dub Ii n. 
WHITAKER, T.K. (1964) 'Merits and Problems of Planning', Administration , Winter 1964, Dublin . 
WHITAKER, T.K. (1967) 'Economic Planning i n Ireland', Administration, Winter 1967, Dub! in. 
WHITAKER, T. K. (1976), 'Planning Irish Development ', Irish Congress of Trade Unions , Summer Course , July 1976, mimeo . WOLFE, J .N. (1968) 'Productivity and Growth in Manufacturing Industry : Some Reflections on Professor Kaldor's lnaugural Lecture' , Economica, February 1968 . 

WOOD, A. ( 1975) A Theory of Profits , Cambridge University Press, Cambridge. 
WORSWICK, G.D.N . (1972) ' Is Progress in Economic Science Possible?', The Economic Journal, March . 
ZIELINSKI, J.G. (1968) On the Theory of Socialist Planning, Oxford University Press , London. 

Recu rrent Irish Government Pub I ications Used (Al I a re pub I ished by the Stat ionery Office, Dub I in) 
Central Statistics Office: National In come and Expe nditure , annuai publication 

Statistical Abstract, annual publication. 
Irish Statistical Bu i letin, fo r merly known as Irish Trade and Statistica l Bu i letin, quarterly pub I ication. 

The Trend of Employment and Unemploy~en t , annual pub I i cation. 
Census of Population, pub I ished eve r y five years between 1946-'71, but not conducted for 1976. 
External Trade Statistics, formerly known as Trade and Shi~ping Statistics, annual publication . 
Report on Vital Statistics, annual pub I ]cation. 

Department of Finance : Reviews and Outlook, annual pub I ]cation . 
Budget, containing Financial Statement, annual pub I ication . 


