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ABSTRACT 

AN ISLAND ECONOMY OR ISLAND ECONOMIES? 
IRELAND AFTER THE BELFAST AGREEMENT 

This paper examines economic progress in the island of Ireland in the context of its 
modern history, but with particular emphasis on the post cease-fire and post Belfast 
Agreement period, inquiring whether or not policy makers and businesses on the 
island have been able to build a more robust economy, benefiting from cross-border 
synergies as civil conflict faded into the background. In what way has an “island” 
economy emerged in the aftermath of internal Northern Ireland conflict, in the sense 
envisaged by business leaders such as Sir George Quigley and Liam Connellan in 
the early 1990s? In the absence of a strong “island” focus for the economies of 
North and South, are the two regions of the island likely to drift further apart and re-
late to the newly enlarged EU market in different ways? If an island economy does 
not emerge, has Northern Ireland any future other than as a lagging region of the 
UK? On the other hand, can Ireland sustain its role as an EU success story in the 
face of increasing competition from the new member states and from Asia? 

Publication information 

Paper produced as part of the programme Mapping frontiers, plotting pathways: 
routes to North-South cooperation in a divided island. The programme is funded by 
the Special EU Programmes Body through the Higher Education Authority over the 
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AN ISLAND ECONOMY OR ISLAND ECONOMIES? 
IRELAND AFTER THE BELFAST AGREEMENT 

John Bradley 

1. INTRODUCTION 

There were three main motivations for this paper. First, a recently compiled set of 
manufacturing data for the Republic and Northern Ireland covering the 1990s came 
up with interesting patterns of North-South behaviour that require interpretation (In-
terTradeIreland, 2003). Second, in attempting such an interpretation, one is aware 
of the tensions that exist between the two separate areas of economic and business 
research. Of particular interest is strategic policy design that is relevant to the de-
velopment and modernization of small open economies and regions such as the 
Republic and Northern Ireland, where the primary focus is on the important area of 
industrial policy. Finally, Tannam (2005) has pointed to the paradox of the failure of 
the neo-functionalism hypothesis of common cross-border economic interests, and 
this may have links to the economic and business analysis. 

In a global economy, with no barriers to the movement of goods, factors of produc-
tion or capital, small nations and regions are forced to specialize, since they cannot 
efficiently support a very wide range of different industries (Stigler, 1951). During the 
nineteenth century, the area that is now Northern Ireland came to specialize mainly 
in textiles and clothing, ship-building and light engineering.1 The area that is now the 
Republic had radically different areas of specialization, almost entirely in agricultural 
production and associated basic food processing. In the case of Northern Ireland, 
manufacturing in the region experienced difficulty in diversifying during the twentieth 
century and still retains a relatively high concentration in sectors like textiles and 
clothing. However, in the case of the Republic there was a dramatic switch after the 
1960s away from the weak, traditional industries that had been fostered behind pro-
tective tariff barriers from 1930 to 1960 and towards modern high-technology sec-
tors such as computers, software, pharmaceuticals and chemicals. 

Today, both regions of the island of Ireland have a relatively narrow portfolio of sec-
toral specialization: Northern Ireland to a large extent in mature or declining sectors, 
the Republic in a range of modern sectors (or, rather, in specific products within 
such sectors) that are, however, rapidly moving towards maturity and could con-
ceivably soon enter their decline phase. Thus, the perspective provided by industrial 
strategy frameworks such as Vernon’s product life cycle, Porter’s diamond of com-
petitive advantage or Best’s productivity triad has implications for the economy of 
the whole island of Ireland that complement the more conventional economic as-
pects of international cost competitiveness (Vernon, 1966, 1979; Porter, 1990; Best, 

                                         

1 For explanations of the late nineteenth century sectoral specialization in Ireland, see Ó Gráda, 1994. 
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2001). The same may hold for the design of industrial policy in many of the smaller 
newly liberalized economies of Central and Eastern Europe and for some of the 
smaller Asian economies (Bradley, 2000b: 22-26). 

We can characterize the key challenge of policy making in any small nation or re-
gion as that of blending the techniques and insights of the economic analysis of 
what one might call the “outer” business environment with those of the business 
analysis of the middle ground of strategy. These two areas are often studied in iso-
lation from each other by non-overlapping groups of researchers.2 When cross ref-
erences are made between the two areas of research, each separate group tends 
to focus on the inadequacies of the other’s methodology.3 Seldom if ever are the 
two different perspectives looked at as being entirely complementary and mutually 
supportive. 

The paper is organized as follows. In section 2 we set the context for the present 
state of the two economies on this island in terms of their previous histories. Our fo-
cus is on the manufacturing sector, in particular, since this can be regarded as the 
“engine” of growth. Section 3 explores the implications of some of the most com-
monly used industrial strategy frameworks for the island economies, as policy mak-
ers in Northern Ireland attempt to address an imbalance in the regional portfolio of 
businesses caused by declining sectors, and as policy makers in the Republic face 
up to the likelihood of a rapid onset of maturity and decline of the computer and 
software sector. The wider challenges faced by policy makers in small peripheral 
regional economies in competing to attract replacement for maturing sectors are 
examined, and suggestions made about the role of all-island policy cooperation. 
Section 4 concludes with a reflection on the island economy of the future. 

2. THE HISTORICAL ISLAND CONTEXT 

After partition in 1920, the island of Ireland was a striking example of highly uneven 
industrial development. The south was poor and overwhelmingly agricultural. By 
contrast, the north—in particular the north-east region centred on Belfast—was 
heavily industrialized and relatively prosperous. The sectoral distribution of total 
employment, north and south, in the year 1926 is shown in table 1. 

                                         

2 Economists tend to be the worst offenders, and seldom if ever can bring themselves to acknowledge the 
existence of the contributions of, say, Vernon and Porter. However, only in his most recent work has Porter 
acknowledged the economic research on spatial issues and clustering by Krugman and others, and even 
then inadequately (Porter, 1998). Kay, 1991, is an attempt to synthesize. 
3 Business researchers tend to disparage as irrelevant the older approaches to trade and growth theory and 
to ignore the major advances that have been made in recent decades. Economists tend to criticize the lack of 
formal testing of the validity of business frameworks (Kay, 1983). 



Bradley / An island economy or island economies? 

-3- 

Table 1: Sectoral employment, Northern Ireland and Irish Free State, 1926 

 Agriculture Industry (of which Services 
    manufacturing) 

Irish Free State 54 13 (7) 33 
Northern Ireland 29 34 (29) 37 

Note: figures refer to percentage distribution by sector. 

Source: Munck (1993) 

Manufacturing employment in the Irish Free State in 1926 accounted for 7.2% of 
overall employment and only 13.3% of total employment was in the broader classifi-
cation of industry (consisting of manufacturing, building and construction and utili-
ties). In contrast, the share of manufacturing employment in Northern Ireland in 
1926 was over four times that of the Irish Free State. 

The initial state of manufacturing on the island can be examined using data starting 
from the 1924 census of production for Northern Ireland and data from the 1926 
census of industrial production for the Irish Free State, the first such data available 
(table 2). Such comparisons confirm the dramatic difference between the two re-
gions and serve to establish the full extent that the Irish Free State had to evolve if it 
was to converge towards the higher level of industrialization and economic welfare 
of Northern Ireland. 

Immediately after independence in 1922, the manufacturing sector in the Irish Free 
State was not only a tiny part of the total economy, but was almost completely con-
centrated in the food processing area. Northern Ireland, on the other hand, had 
three areas of concentration: textiles and clothing, as well as transport equipment 
(shipbuilding, engineering and metal), which were relatively modern capital intensive 
sectors; and a less modern food processing sector. Very little fundamental sectoral 
change took place during the following decade, although the northern textiles and 
clothing sector declined somewhat, and there was modest growth in a range of 
other sectors in the Irish Free State. 

2.1 Industrial and trade policy in the South4 

Inward orientation: 1932-60. From the early 1930s to the late 1950s high tariff bar-
riers and a strict prohibition on foreign ownership of firms operating in the Republic 
were the cornerstone of policies designed to promote growth of indigenous manu-
facturing from the very low base shown in tables 1 and 2 above. The high tariffs 
succeeded in stimulating growth in local manufacturing but by the late 1950s it was 
clear that protectionism had long outlived its usefulness and that few of the so-
called infant industries had matured and become sufficiently competitive to generate 
much by way of exports. 

                                         

4 The material in this section draws selectively from material contained in Bradley (1996); Barry and Bradley 
(1997); Bradley (2000a). 
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Table 2: Output in manufacturing, Northern Ireland and the Irish Free State 

Sector 1924 Share 1930 Share 1935 Share 
 £000 % £000 % £000 % 

Northern Ireland  
Textiles & clothing 32,758 54.1 21,105 41.3 22,466 43.1 
Food, drink, tobacco 15,036 24.9 13,876 27.1 16,146 31.0 
Boot, shoe and apparel 2,944 4.9 3,458 6.8 2,934 5.6 
Shipbuilding, engineering, metal 6,540 10.8 9,601 18.8 7,649 14.7 
Paper and printing etc 1,690 2.8 1,656 3.2 1,486 2.8 
Timber 761 1.3 699 1.4 761 1.5 
Miscellaneous 769 1.3 718 1.4 704 1.4 
Total manufacturing 60,498 100.0 51,113 100.0 52,146 100.0 

Irish Free State 
Textiles & clothing 1,179 2.4 966 2.2 2,146 3.2 
Food, drink, tobacco 38,850 79.3 33,320 76.2 43,398 65.5 
Boot, shoe and apparel 1,523 3.1 1,990 4.5 5,607 8.5 
Shipbuilding, engineering, metal 1,543 3.1 1,838 4.2 5,283 8.0 
Paper, printing etc 1,917 3.9 2,098 4.8 2,947 4.5 
Timber 1,347 2.7 1,472 3.4 2,395 3.6 
Miscellaneous 2,630 5.4 2,071 4.7 4,444 6.7 
Total manufacturing 48,990 100.0 43,754 100.0 66,220 100.0 

Note: During this period, the Irish pound and sterling were at a fixed 1:1 parity. 

Source: Report on the Census of Production for Northern Ireland; Census of Industrial Production (various 
years) 

The changes forced on Irish policy-makers by economic collapse in the late 1950s 
were fundamental and far-reaching. The Control of Manufactures Act, which prohib-
ited foreign ownership, was abolished and replaced by a policy that systematically 
cultivated inward investment by offering a zero corporate profits tax on manufac-
tured exports (replaced in 1980 by a flat rate of 10% on all manufacturing and now a 
flat rate of 12.5% on the whole corporate sector). In addition, attractive investment 
and training grants were offered as well as a complete dismantling of most tariff bar-
riers within less than a decade. 

Much of the history of the economy of the Republic during the following four dec-
ades can be explained in terms of the rapid growth of export-oriented FDI in manu-
facturing, from a very low base in the late 1950s to a situation in the late 1990s 
where two thirds of gross output and 47% of employment in manufacturing is in for-
eign-owned export-oriented firms (Census of Industrial Production, 1998). US in-
vestment was, and remains, at the very core of this process: by the late 1990s, al-
most one quarter of total Irish manufacturing employment is in US owned firms. 

The new era of outward orientation in the Republic. The economic and industrial 
development dilemma of the Republic was that it was confronted by two conflicting 
options. One was to stay close to UK economic policy and institutional norms and 
attempt to track the UK’s average performance over the business cycle. However, 
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Irish policy makers took a strategic decision in the late 1950s that the dominance of 
the UK market was unlikely to provide a suitable context for Irish development, 
modernization and faster growth. Tax varying (or, more precisely, tax re-balancing) 
powers were a crucial element of policy making, especially with regard to the attrac-
tion of inward investment, and the centrepiece of the incentive system in manufac-
turing—initially a zero rate of corporation tax—required continued high rates of per-
sonal income tax and indirect taxes to balance the wider public finances. However, 
equally important were reforms in education, progressive improvement in infrastruc-
ture, evolution of social partnership arrangements, enthusiastic embracing of EU ini-
tiatives (the European monetary system, the single market, the social chapter, eco-
nomic and monetary union), and—after many false starts—the creation of fiscal 
stability.5 

The systematic reduction of exposure to the UK market as a destination for Irish ex-
ports is illustrated in figures1 and 2. Thus, in the Republic’s “world” the United King-
dom now has a much smaller export weight than in the late 1950s—when it was al-
most 100%—with the rest of the EU having a correspondingly higher weight. With 
no other changes, a shift in export destinations to faster growing European markets 
would be expected to ease the constraint on the Irish manufacturing expansion. 

 

 
                                         

5 Unfortunately, the one EU initiative that Ireland could not adopt was the Schengen Agreement, since the UK 
opted out, and Irish participation would have required the re-establishment of border controls between Ireland 
and Northern Ireland. 
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Figure 1: Export destinations, Irish Free State and Republic of Ireland, 1924-50 



IBIS WORKING PAPERS NO. 72, 2006 

-6- 

 

 
Where did the inward investment come from? The detailed census data for 
manufacturing classified by nationality of ownership for the year 1996, the height of 
the high technology boom, are shown in table 3. Although only 16% of local plants 
were foreign owned, they produced just over two-thirds of gross output and made 
up nearly half of total manufacturing employment. The importance of the US con-
nection is illustrated by the fact that almost 40% of the foreign plants are US-owned, 
with 16% British and 13% German. 

A striking difference between locally owned and foreign owned plants is that the in-
digenous ones exported on average just over one third of their output, while the for-
eign-owned ones exported almost 90%, rising to above 95% for US-owned plants. 

Table 3: Total manufacturing: general characteristics, 1996 

Nationality of No. of Total persons. Gross output Materials Gross output 
ownership plants engaged (£m) purchased: % exported 
    % imported 

Irish 3871 120,224 12,188 25.1 34.0 
Other EU 344 37,114 4,765 65.2 70.5 
 (of which UK) 117 12,283 1,960 52.9 53.5 
 (of which German) 98 10,684 855 80.3 93.3 
Non-EU 384 69,296 19,343 65.7 93.9 
 (of which US) 286 54,167 15,814 61.6 95.3 
Total foreign 728 106,410 24,108 65.6 89.3 
Total 4599 226,634 36,296 47.0 70.7 

Source: Census of Industrial Production, 1996. 
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Figure 2: UK share of Republic of Ireland exports and imports, 1960-95 
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Thus, by the late 1990s the domestic market was of little or no significance to the 
owners of foreign plants. They located in the Republic to produce for export. It was 
and remains the competitive characteristics on the supply side of Irish manufactur-
ing that attract inward investment: corporate tax rates, labour costs, skill levels, in-
frastructure. 

There are some further differences between foreign and indigenous plants, illus-
trated in table 4. Foreign plants tend to be larger (measured in terms of gross out-
put, or in numbers employed, per plant); they are more productive (measured in 
terms of net output per person engaged); and consequently they are more profitable 
since they face similar wage costs to local firms. In terms of these proxy measures, 
US owned plants are over 17 times larger than indigenous owned plants, over five 
times as productive, and almost eight times as profitable. 

Since the foreign-owned manufacturing sector is so large in the Republic, it has 
economy-wide as well as sectoral implications. Thus, the overall health of the econ-
omy has come to depend on the performance of this sub-sector. However, the 
mainly tax-based industrial incentive system, and the fact that the Republic features 
as a production platform rather than as a market, means that opportunities exist for 
transfer pricing. A much larger distortion concerns profit repatriation, since foreign 
firms tend not to reinvest a high proportion of their profits in the local economy. The 
resulting outward flows of profits show up in the Irish balance of payments statistics 
where there is a large deficit on net factor income. This introduces a wedge of some 
10-12% between gross domestic product (GDP) and gross national product (GNP).6 

Table 4: Manufacturing plants: characteristics by ownership, 1996 

Plant Gross output Net output Destination of exports (percent) 
ownership per plant per person UK other USA rest of 
 (£000) engaged (£000)  EU  world 

Irish 3,149 34.6 42.2 32.2 8.2 17.3 
Other EU 13,851 65.3 36.8 46.8 6.8 9.6 
 (of which UK) 16,750 87.4 74.3 10.9 5.4 9.3 
 (of which German) 8,724 35.9 12.3 72.7 6.4 8.6 
Non EU 50,372 166.7 19.9 50.6 11.4 18.1 
 (of which US) 55,293 177.9 20.1 52.5 9.5 17.9 
Total foreign 33,115 131.3 22.6 50.0 10.7 16.8 
Total 5481 80.0 25.7 47.1 10.3 16.9 

Note: all values in Irish pounds. 

Source: Census of Industrial Production, 1996. 

                                         

6 Hence, although Irish GDP per head has now exceeded that of the UK, GNP per head—a more accurate 
measure of performance—is still somewhat less that that of the UK. 
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The balance sheet. The Irish experience has been that a crude erection of trade or 
other barriers in order to “protect” weak regions was ultimately damaging to eco-
nomic welfare. A blind belief in competition policy and the forces of market liberali-
zation was never tried, but was also feared as inadequate. Reviewing the ways in 
which poorer regions can seek to accelerate their growth rate in order to catch up, 
Krugman (1997) suggests that the Irish experience is essentially a working out of 
Marshallian externalities: 

1. An initial clustering of similar industries (often foreign owned and in the high tech-
nology areas such as computer equipment, software and pharmaceuticals) sup-
ported by local suppliers of specialized inputs subject to economies of scale. 

2. These clusters generate a local labour market for skilled workers which further 
facilitates the growth of the cluster. At this stage, the training and human re-
source policies of the EU structural funds were crucial aid in ensuring elastic la-
bour supply. 

3. Spillovers of information further encourage growth in the high technology sectors 
and provide the basis for additional clustering effects, often in traditional areas 
that can benefit from new technologies in their supply chains (such as food proc-
essing). Here, the improvements in physical infrastructure and in the productive 
environment supported by the structural funds were crucial. 

4. Finally, a consensual process of social partnership needs to be put in place to 
ensure that there are as few losers as possible in the economic restructuring that 
accompanies such a virtuous circle, with the result that growth is less likely to be 
choked off by industrial unrest. 

However, Krugman also draws attention to some of the risks to which a country like 
the Republic is exposed, as it follows this growth process. First, the dynamic foreign 
manufacturing base is concentrated on a narrow range of technologies that can 
quickly move through maturity and into decline, an issue that will be taken up again 
in section 3. Second, the policy initiatives that ensured that the Republic enjoyed an 
advantageous “first mover” status in the early 1960s may not be sufficient to guar-
antee success in making the transition to the next wave of technological inward in-
vestment when the key electronics, software and pharmaceutical sectors enter their 
maturity and/or declining phase. Indeed, the Irish industrial incentive package may 
not even be able to retain the original maturing sectors, which may move to lower 
cost locations. 

2.2 Industrial and trade policy in Northern Ireland7 

Although radical changes have taken place in Northern Ireland manufacturing dur-
ing the past three decades, in some important ways these developments can be 
seen as a continuation of an historical evolution that started after the first world war. 
The first annual census of production taken in 1924 in Northern Ireland showed that 
                                         

7 In this section we draw selectively on material from Bradley and Hamilton (1999) and Bradley (2001). 
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one sub-sector of manufacturing (textiles, including textile products) accounted for 
64% of total manufacturing employment and produced 54% of gross output. At the 
start of the outbreak of civil unrest in 1969, the share had declined to 41%. A similar 
census taken just before the Belfast Agreement (for the year 1996) showed the con-
tinued important role of textiles, which still accounted for about 23% of total em-
ployment in manufacturing. 

The evolution of an index of aggregate Northern Ireland manufacturing employment 
over the three decades from the 1960s to the end of the 1980s (the period of major 
civil unrest) is shown in figure 3, in comparison with indices for the aggregate UK 
and for the Republic. A large element of the northern manufacturing decline can be 
put down to the inability of the North to attract inward investment to anything like the 
extent of Scotland or the Republic of Ireland due to the uncertainty and disruption of 
the conflict as well as world economic conditions. 

While Northern Ireland tracked a wider decline in UK manufacturing, it did not ex-
perience the parallel strong growth of private services that occurred in the more 
prosperous core regions of southern England. A rigorous analytic study by Borooah 
and Lee (1991) interpreted the northern decline in manufacturing employment over 
the 1970s and early 1980s simply in terms of a systemic loss of regional cost com-
petitiveness, and showed that growth of total factor productivity in Northern Ireland 
during the 1960s and 1970s was at a rate substantially below that of the UK, but at 
the same time wage rates in Northern Ireland converged rapidly on the UK average. 
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Figure 3: Evolution of manufacturing employment, 1963-89 
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Recent industrial strategy in Northern Ireland. The most recent major report on 
industrial strategy in Northern Ireland—Strategy 2010—was published in March, 
1999.8 The debate around industrial strategy in Northern Ireland has paralleled the 
experience of the Republic. The overriding emphasis in strategy from the mid-1980s 
was the need for improved competitiveness as the key driving force behind indus-
trial policy, with a consequential reduction in the level of financial subsidization of 
industrial activities. However, the necessary changes in policy were only imple-
mented to a very limited extent (Northern Ireland Economic Council, 1999). There 
seems to have been a clear lack of success on the part of the agencies in Northern 
Ireland, whether due to implementation difficulties or reluctance to wean industry 
away from high levels of subsidization. For example, the average rate of financial 
support to industry in 1996-98 made up 5% of manufacturing GDP and more than 
20% of manufacturing investment, values which are very high in comparison with 
other UK regions and the rest of the EU (Strategy 2010, 1999: 113). 

Strategy 2010 correctly identified the rapid globalization of economic activity as the 
primary factor that will set the future context for accelerated growth and restructur-
ing of manufacturing in Northern Ireland. Although the opportunities offered by 
globalization are obvious, with international trade growing at over twice the rate of 
local GDP, these benefits can only be realized if the local economy can obtain ac-
cess to export markets by having a high degree of competitiveness, measured in 
the very widest sense. For a regional economy like Northern Ireland, a local concern 
for the health and dynamism of the external economy will always have two distinct 
but complementary aspects: 

1. How external markets are going to sustain buoyant demand for exports from 
Northern Ireland, and 

2. Where foreign direct investment (FDI) into Northern Ireland is likely to come from. 

In a short to medium-term perspective, the list of dominant export destinations and 
sources of foreign direct investment are unlikely to switch dramatically from the po-
sition today. Consequently, the British market must continue to be of central con-
cern for Northern Ireland producers, since it is the destination of over half of exter-
nal sales and is the source of the bulk of inward investment. 

The size and persistence of the British Exchequer financing (the so called subven-
tion) serves to influence and colour every aspect of the northern economy. The sub-
vention directly supports employment in the northern public sector, which makes up 
about 33% of total employment, compared with 22% in the UK as a whole (and 
about the same in the Republic). The subvention also directly supports incomes of 
the unemployed, the retired and the sick, as well as providing a high level of public 

                                         

8 Although Strategy 2010 came under fierce criticism from the media, from the Northern Ireland Economic 
Council and from academics (including the present writer), it was never revised, has a life after death, and 
appears to continue to supply whatever strategic logic there is to northern industrial strategy (Bradley and 
Hamilton, 1999). 
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housing, health and education (over and above direct public employment aspects). 
These might be termed the primary impacts of the public sector. 

However, secondary impacts of Northern Ireland’s public sector activity on the struc-
ture and behaviour of the local manufacturing and market service sectors are of 
equal, if not greater, importance relative to the above primary impacts. For example, 
subvention finance sucks in imports, and explains much of the buoyancy of the retail 
sector.9 Northern manufacturing has come to be made up predominantly of small 
firms, oriented mainly to supplying the domestic market, which is in turn sustained 
to a great extent by direct and indirect demand arising from public sector activity. 
For example, the fact that the northern economy emerged relatively unscathed from 
the last British recession of the early 1990s was due in the main to the large size 
and cushioning effects of automatic and discretionary public expenditure stabilizers. 
The buoyancy of activity in the northern manufacturing sector relative to Britain was 
also largely due to the much higher level of subsidies and grants, and, therefore, 
almost certainly had little to do with local competitiveness in any underlying sense. 

Diagnosing the reasons for Northern Ireland’s performance. Perhaps the 
greatest success of the northern economy was that it functioned in a relatively nor-
mal fashion in spite of prolonged and severe disruption from civil unrest. In part, this 
can be explained by the availability of financial transfers to boost public sector ac-
tivities so that the negative consequences of the inevitable decline of private sector 
activities were mitigated. In the 1950s and 1960s, Northern Ireland had attracted a 
substantial level of foreign direct investment to replace the shrinking (but still impor-
tant) textiles and heavy engineering sectors (Farley, 1995).10 This investment was 
predominantly in sectors where the North already had a comparative advantage, 
such as artificial fibres. Unfortunately, this advantage effectively vanished with the 
onset of the oil-price rises of the 1970s, and a wide range of labour intensive indus-
tries across northern Europe in general migrated to the low cost centres of southern 
Europe and Asia.. 

Current policy proposals on manufacturing incentives have focused on the per-
ceived need to rebalance and reform priorities for financial support. Unfortunately, 
with regard to the provision of incentives for inward investment, current thinking is 
still very conservative. With regard to direct financial assistance, it is suggested that 
“the existing grant regime for inward investment should be maintained unless and 
until new measures become available” (Strategy 2010, 1999: 168-169). Moreover, 
the possibility of targeting grants at specific sectors or that differential rates of assis-
tance be decided on a sectoral basis were ruled out, for reasons that were not 
made explicit. Rather, grant prioritization was recommended based on a series of 
specific company characteristics, such as commitment to research and develop-
                                         

9 The existence of the subvention finance means that Northern Ireland households can enjoy a very high rate 
of consumption spending without this causing any problems for the current account of the balance of pay-
ments. The balance of payments constraint only matters at the UK national level, and not for its constituent 
regions. It is this latter constraint that can operate to constrain consumer spending in a sovereign state like 
the Republic of Ireland. 
10 See Bradley (2006) for a more extended treatment of the Northern Ireland clothing and textiles sector. 
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ment or export orientation. This would seem to be a continuation of what is under-
stood to be the existing situation and, moreover, raises serious questions as to how 
the necessary rebalancing of industry from low to high value added activities can 
take place. For example, with regard to attempting to match the Republic’s low rate 
of corporation tax, Northern Ireland has no policy-making powers in fiscal matters 
and must implement UK-wide rates.11 

Policy making for promoting and sustaining inward investment in Northern Ireland 
needs to be based on a comprehensive, critical and realistic evaluation of the pre-
sent endemic lack of underlying competitiveness of the region, as documented—for 
example—in the regular Department of Trade and Industry publications on Regional 
competitiveness indicators. The faster growth of manufacturing output and employ-
ment in Northern Ireland relative to Britain is sometimes presented as a sign of un-
derlying competitiveness rather than as an indication that very high grant rates 
serve to attract a certain type of labour intensive low profit manufacturing and ser-
vice activities to Northern Ireland before it leaves the UK and the EU for lower wage 
locations in Eastern Europe and elsewhere.12 This is likely to deceive nobody, least 
of all analysts of global economic issues upon whom multinational companies rely 
for advice on their future investment strategies. These issues are further examined 
in two case studies elsewhere (Bradley, 2006). 

3. STRATEGIC MARKETING AND FUTURE IRISH INDUSTRIAL STRATEGY 

Past and present industrialization on the island of Ireland has displayed a curious 
asymmetry. In the late nineteenth century, the north-east region—centred on Bel-
fast—displayed phenomenal growth in a range of what were then modern high 
technology industries (ship-building, engineering and textiles), while the rest of the 
island stagnated. Almost exactly one hundred years later, the southern part of the 
island—centred to a large extent on Dublin—displayed phenomenal growth in a 
range of high technology industries (computers, software, chemicals and pharma-
ceuticals), while the northern part of the island displayed little or no dynamism and 
retained a dependence on declining industries. 

Explanations for this behaviour require economic as well as business perspectives. 
Research suggests that development is most active where two conditions hold: 

1. A sufficient degree of policy autonomy is available that permits freedom of action 
to address local problems; 

2. Economic and business policy are designed and implemented in tandem: the first 
to design an attractive environment for business to flourish; the second to recog-

                                         

11 We return to the issue of corporate tax harmonization in the concluding sector. 
12 Data presented in the Strategy 2010 working paper on the textiles and clothing sector (unpublished) show 
that wage rates in Northern Ireland are almost nine times higher than in Estonia (for textiles) and nine time 
higher than in Romania (for clothing). The ratios for Bangladesh and Vietnam are in the region of thirty times 
higher. 
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nize and exploit profitable opportunities where they exist, and to feed back infor-
mation to policy-makers where problems and obstacles are identified. 

Must the success of one region of the island of Ireland always be at the expense of 
the other? In what follows, we examine issues related to business and policy coop-
eration on the island. 

3.1 Industrial policy in regions and states 

At various times in the life of a country or region, often when the economy is per-
forming particularly poorly or is facing major new challenges, state and regional 
governments and agencies carry out in-depth reviews and re-evaluations of eco-
nomic and business strategy. To the extent that the focus is on problems and chal-
lenges that are regarded as “strategic” rather than “tactical” in nature, such policy 
reviews are only carried out infrequently, and have a medium or long-term orienta-
tion. The ability of such reviews to improve economic and business performance 
depends both on the extent and quality of the review of past policies and future op-
tions as well as the extent to which any policy prescriptions are systematically im-
plemented. 

The key differences in policy emphasis as between states and regions are summa-
rized in table 4. In the case of a state (like the Republic), there is a primary focus on 
economic policy, since states have considerable freedom of action in setting poli-
cies in the fiscal and monetary areas. A region (like Northern Ireland), on the other 
hand, has little or no freedom in this area, and its policies derive from the larger 
state (in this case, the UK) of which it is a part. When it comes to business policy, 
regions have—or at least usually seek—some freedom of action which they can at-
tempt to use to differentiate their business environment from other regions of the 
state. In the case of Northern Ireland, an example of business policy differentiation 
has been the use of higher rates of grant aid than apply elsewhere in the United 
Kingdom. States also need to focus on business policy initiatives, but in the wider 
context of institutional and regulatory arrangements that promote greater efficiency 
of their firms as they compete within the international marketplace. 

States can use economic policies to attempt to influence the environment within 
which businesses can function efficiently, even though their freedom of action has 
diminished as supranational organizations like the European Union take on more 
power as a result of policy harmonization. Regions have far less power, and must 
take most aspects of the economic policy environment as set externally by the state 
to which they belong. 

Table 4: Policy focus in regions and states 

 Region State 

Economic policy Derivative focus Primary focus 

Business policy Focus on differentiation Institutional and regulatory focus 
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But regions are not completely powerless when it comes to policy making, and can 
use business policies to distort conditions in their favour relative to the other regions 
of their state. Nevertheless, policy makers in regions still need to understand how 
national economic policies affect them differentially, even though there is little that 
they can do to influence policy other than to call for some form of “compensation” to 
offset actual or perceived disadvantages. Unfortunately, such “compensation” often 
comes in the form of financial transfers from the core regions to the periphery re-
gions that can blunt competitiveness and engender dependency.13 

The dilemma facing regional policy makers requires them to strike a balance be-
tween the knowledge that national policies can have regionally asymmetric negative 
impacts, and the extremely constrained scope for designing off-setting region-
specific policies within the context of the nation state.14 Thus, regional policy has a 
built-in tendency to become inward-looking that is sometimes difficult to counteract. 
National policy-making, on the other hand, tends to be more outward looking and is 
constrained only by the more complex, political and diffuse rules of the global mar-
ketplace as it seeks to optimize local gains from policy initiatives. 

These policy dilemmas have been summarized by Kenichi Ohmae as follows: 

The world economy today represents a simultaneous shift of power from the tradi-
tional national government down to region-states, and up to super-national economic 
blocs. Governments in tune with this change will seek economic stability through the 
latter, and prosperity by means of the former (Ohmae, 2000). 

With the recent regional devolution measures affecting Northern Ireland, Scotland 
and Wales within the UK, power is beginning to pass from the centre (London) to 
the regions (Belfast, Edinburgh and Cardiff). Simultaneously, increasing integration 
tendencies within the European Union is resulting in some powers that were previ-
ously the prerogative of nation states passing to supranational agencies like the 
European Central Bank and the European Commission. In certain respects, the pol-
icy environment of regions is coming to resemble that of small states, while the pol-
icy environment of small nation states is coming to resemble that of regions. Indeed, 
according to Ohmae, the world economy has become a series of interacting re-
gions, where national boundaries have lost much of their previous economic and 
business significance (Ohmae, 1996). 

At the risk of oversimplification of what are very complex issues, perhaps what the 
comparison between the Republic and Northern Ireland shows is that the intelligent 

                                         

13 The Mezzogiorno region of southern Italy has given its name to a phenomenon of underdevelopment and 
dependency that arose originally when the much richer northern Italian regions gave generous long-term in-
come transfers to the south, which had an unintended side effect of locking the south into a low efficiency, 
low productivity, low entrepreneurial dependency (Commission of the European Communities, 1993). 

14 A recent example of an asymmetric shock that negatively impacted on Northern Ireland relates to the re-
fusal of the UK government to join the European Monetary Union at its inception in January 1999. The sub-
sequent strengthening of sterling relative to the euro had a more serious impact on the weaker Northern Ire-
land economy that on the more prosperous and strong core British regions, particularly due to the trade ex-
posure to the Republic, a euro zone member (Bradley, 1998). 
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combination of economic policy and business strategy can generate huge synergies 
in terms of rapid national growth and convergence. To achieve these synergies re-
quires a degree of economic policy autonomy that can be used to protect workers 
who lose their jobs in declining sectors and who require extensive retraining for 
other occupations. But more importantly, policy autonomy can be used to address 
weaknesses shown up by frameworks such as the competitiveness diamond of Mi-
chael Porter or the capability triad of Michael Best. Regions simply do not have suf-
ficient economic policy autonomy and are heavily restricted in the extent to which 
they can intervene to support individual sectors and sub-sectors.15 

3.2 Wider strategic policy issues on the island of Ireland 

In a wide strategic context, the two regions of the island appear to be characterized 
by very different economic policy environments as they plan for their futures. In the 
case of the Republic, its strategic policy orientation towards the future is relatively 
benign at present and could be characterized in terms of five key issues. 

1. The continued creative use of its modest but significant scope for national policy-
making autonomy against a background of a progressive ceding of elements of 
macroeconomic fiscal and monetary policy autonomy to the institutions of the EU. 

2. The continuation of the crucial policy orientation of the past decades concerning 
openness to inward investment using a mainly tax-based system of industrial in-
centives and associated improvements in physical infrastructure and human capi-
tal. 

3. Further modernization of the industrial base through targeted foreign direct in-
vestment in high technology areas as well as through steady expansion of indi-
genously-owned industry (see Bradley (2006) for an extended treatment of this 
issue). 

4. A likely continuation of the process of “decoupling” of the economy away from the 
earlier heavy dependence on the UK as a result of its sustained systematic and 
pro-active orientation towards participation in EU policy initiatives. 

5. The pursuit of steady improvement in economic performance with the aim of 
building on the recent rapid convergence in order to sustain a standard of living 
equal to that of wealthier core economies of the EU as well as bringing about 
greater social equity. 

The strategic policy context for Northern Ireland is more difficult to characterize with 
any degree of precision since the region has only recently experienced a sustained 
period of peace and is mired in a protracted process of designing and implementing 
major changes to its system of political and economic governance. Nevertheless, 
                                         

15 An example of the limits to discretionary policy making in Northern Ireland is the case of the high level of 
aid promised to a Taiwanese textiles plant (Hualon), which sparked off protests from rival textiles companies 
in England and had to be adjudicated (in favor of Northern Ireland) by the European Commission. In the 
event, Hualon changed its plans and never came to Northern Ireland. 



IBIS WORKING PAPERS NO. 72, 2006 

-16- 

from a strategic point of view the region faces major policy challenges and will have 
to address some potentially serious issues. 

1. The continuation into the medium term of a situation where the region has limited 
regional policy-making autonomy, combined with a lack of political consensus as 
to the wisdom of seeking out and using greater policy autonomy in the context of 
the Belfast Agreement. 

2. The continued dependence on a narrow range of policy instruments (particularly 
in the area of indiscriminate grant-based industrial incentives) that have not 
proved particularly effective in the past. 

3. Difficulties in modernizing its manufacturing base away from its traditional spe-
cialties, such as textiles and clothing, towards higher value-added products (see 
Bradley, 2006, for an in-depth treatment of this issue). 

4. A continuing dependence on Britain as the main external sales destination. Al-
though this has been a benefit during the past few years, when the major econo-
mies of the EU suffered slow growth, it may prove to be potentially undesirable in 
the longer term if the UK remains outside the euro zone.  

5. Economic peripherality within the UK, a relatively low standard of living among 
the UK regions, combined with the possible perpetuation of dependence on ex-
ternal financial aid in the form of the “subvention”, with consequential lack of dy-
namism in the regional economy (that is, a Mezzogiorno problem). 

The fact that the northern and southern strategic policy orientations are so out of 
alignment is likely to continue to have disruptive consequences for planning and 
executing any desire to “complete” the island’s economy. While there are likely to 
be many positive aspects to the evolution of North-South relationships over the 
coming years, there will be negative aspects as well. In very general terms, the stra-
tegic policy environment of the Republic would appear to be somewhat more fa-
vourable at present than the situation facing Northern Ireland. There remains the 
possibility that, in the absence of explicit and concerted North-South cooperative ini-
tiatives, there will be a tendency for a continuation of the previous process of essen-
tially separate development of the two regions and an inability to complete the is-
land economy, even as conventional North-South trade continues to expand. In the 
absence of appropriate island-wide policy making forums, there is likely to be a lack 
of focus and urgency in addressing the related problem and consequences of policy 
mismatch. 

3.3 Industrial structure and North-South business links 

Overall manufacturing employment shares in Northern Ireland and the Republic are 
fairly similar, though the South has a far higher concentration in high productivity, 
high technology industries. This reflects the much more significant contribution of 
foreign direct investment, which has raised productivity and profitability substan-
tially. Indirect information on the indigenously owned sectors suggests greater simi-
larity between the two island economies. 
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A key relationship between the economies of Northern Ireland and the Republic in-
volves North-South trade. The ability to sell outside a regional economy requires the 
ability to produce a range of goods and services that are in demand elsewhere. The 
characterization of the northern and southern productive structures—with the South 
having a more modern industrial base—has important implications for internal trade. 

Table 5 shows southern exports to the North, to Britain and to the entire EU, disag-
gregated using the standard industrial trade classification (SITC), with specific de-
tails of some sub-divisions. The table highlights some striking facts. Exports from 
the South to the North are heavily concentrated in SITC 0 (food and live animals), 
accounting for 24.5% of total southern exports to Northern Ireland. For the same 
product category, this compares with 17% of total exports to Britain and only 11% of 
total exports to the EU as a whole. 

There is a very high concentration of southern exports in categories SITC 7 (ma-
chinery and transport equipment) to Britain and the EU as a whole, accounting for 
over a third in each, but only 12% of total southern SITC 7 exports to the North. 
More notably, for the important category of SITC 75 (office and ADP machines), al-
most 25% of southern exports to Britain and to the EU fall into this category but less 
than 2% of total exports to the North.16 

Table 5: Republic of Ireland export shares by SITC sections, 1997 

SITC section Northern Ireland Great Britain Rest of EU 

 0 24.5 16.9 11.3 
 1 6.6 1.7 1.6 
 2 2.8 2.2 1.8 
 3 1.1 1.0 0.6 
 4 0.0 0.2 0.1 
 5 9.3 15.9 24.4 
  (54) (0.8) 4.2 (5.6) 
 6 17.4 5.6 4.4 
 7 12.1 36.8 35.6 
  (75) (1.8) (25.1) (23.8) 
  (77) (1.9) (5.9) (6.4) 
 8 12.0 14.8 15.0 
 9 0.0 3.1 3.9 
Other 15.3 1.8 1.3 

Note: Totals of shares may not add to 100 due to rounding 

Source: Trade Statistics, December 1997, CSO. 

                                         

16 The situation for SITC 5 (chemicals and related products) is also anomalous, but not quite as dramatic as 
the previous cases, with 24% of total exports to EU in this category, 16% to Britain, but only 9% to the North. 
One should note a residual category—”other”—which makes up 15% of total Southern exports to the North, 
and is negligible to anywhere else. This category consists of goods whose trade volume is at too low a 
threshold to be accurately recorded, and almost certainly consists of traditional rather than high technology 
products. 



IBIS WORKING PAPERS NO. 72, 2006 

-18- 

Thus, the composition of bilateral trade between the North and the South is very dif-
ferent from bilateral trade between Britain and the South, as well as between the EU 
as a whole and the South. North-South trade—both ways—is predominantly in tradi-
tional, low technology products with an exceptionally high weight for SITC 0 (food, 
drink and tobacco). Of course, this phenomenon simply reflects the underlying in-
dustrial structure in Northern Ireland compared with the Republic. However, the 
most important dynamic promoting increased intra-EU trade in the single market of 
the EU is associated inter-firm trade in similar product areas rather than trade in fin-
ished consumer goods. This two-way trade simply cannot easily take place between 
North and South, given the contrasting production structures. 

The potential gains from greater North-South trade interaction, given existing north-
ern industrial activity, may be modest relative to the potential gains from greater 
penetration into wider world (including British) markets. Nevertheless, there are 
gains to be made from intra-island trade in circumstances that could assist in 
strengthening the competitive performance of all businesses on the island. North-
South trade improvement is not an alternative to East-West trade improvement, but 
is entirely complementary to it. It is a transitional process that will produce gains in 
the short term and, by strengthening its supply side, will help to position the island 
economy to make further advances in world markets. North-South trade will reach 
its potential if and only if the structure of manufacturing in Northern Ireland can be 
modernized and brought into line with that of Wales and Scotland. 

4. CONCLUSION 

Industry in Northern Ireland has yet to develop dynamic, self-sustaining characteris-
tics, especially in terms of clusters of related and supporting industries. It remains 
heavily subsidized by public funding and is mainly concentrated in the low technol-
ogy sectors of traditional industries such as food processing, textiles and clothing. 
The situation in the Republic is somewhat healthier, but industrial development 
there has been heavily driven by foreign direct investment, which does not always 
lay down the full range of developmental roots in the domestic economy that are 
usual in locally-owned firms. As time passes, a range of key interconnections and 
spillovers between related firms and industries are taking place, but this remains an 
area of concern for policy makers. 

How might this situation be improved? Both regions are individually small, with 
populations of only 1.6 and four million. Northern Ireland is not only separated geo-
graphically from Britain, but, importantly, also appears to be very weakly integrated 
into the supply side of the British economy, even when demand for northern output 
is driven by the British market. For example, Northern Ireland is almost never cen-
tral to strategic planning by British firms, and risks becoming both geographically 
and economically peripheral to Britain. However, recent improvements in access 
transport and a more positive political situation should help to alleviate this over 
time. But Northern Ireland is unlikely ever to be placed on a par with the rest of the 
British economy, at least from the supply side perspective. Rather, it is likely to re-
main economically peripheral to Britain. In contrast, there is less geographical or 
economic logic to Northern Ireland remaining peripheral within the island of Ireland. 
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The logic in favour of deepening North-South supply-side links, thus making the two 
Irish regional economies less peripheral to each other, is partly economic (dealing 
with cross-border policy externalities and spillovers), partly geographic (close prox-
imity and land borders have a unique and inescapable logic of their own), partly cul-
tural (although this aspect is not without negative side), and partly political (since 
deeper North-South economic links might aid the consolidation of peace and politi-
cal stability within Northern Ireland and greater North-South trust and harmony). 

The situation in the Republic, relative to the countries that provide the bulk of its for-
eign direct investment (predominantly the US, but also Britain and the rest of the 
EU), has some analogues with the position in Northern Ireland. For example, just as 
Northern Ireland is not strategically central to externally owned (mainly British) firms 
located there, neither is the economy of the Republic always central to the strategic 
planning of many of its (mainly US-based) plants. Rather, the Republic is often seen 
merely in terms of a highly profitable location for production of goods mainly de-
signed, developed, tested and marketed elsewhere, and a location where a very 
high quality labour force is available at reasonable cost. As already argued, the 
branch plant nature of foreign firms located in the Republic tends does not always 
encourage the establishment of strong economic performance built on competitive 
advantage. Heavy dependence on foreign investment is less likely to generate the 
type of cumulative self-sustaining indigenous growth that is a characteristic of suc-
cessful European regional economies such as Emilia-Romagna in northern Italy and 
Baden-Württemberg in Germany (Best, 1990; Porter, 1990). This is a major preoc-
cupation of Irish policy-makers. 

Michael Porter has suggested that four interacting characteristics are essential for 
competitive success: factor conditions, demand conditions, related and supporting 
industries, and firm strategy, structure and rivalry. It might be suggested that in or-
der to upgrade the four Porter competitiveness factors on the island, policy-makers 
in the two regional economies should not plan for separate development as two 
competing regions, but should facilitate a coming together in order to build on natu-
ral island economic strengths and remove barriers and weaknesses so that genuine 
synergies can be realized for the mutual benefit of both economies. Such synergies 
would ultimately be reflected in the formation and development of deeply embed-
ded, inter-connected and supportive island industrial activity. This would be seen in 
the emergence of industrial clusters of firms and industries feeding backwards and 
forwards off each other, industrial districts centred around specific industries in spe-
cific geographic regions and with the potential to increase local sourcing, and indus-
trial networks involving the exchange between firms and industries of mutually-
supportive information and knowledge.17 

The unfortunate reality is that both North and South are attempting to improve their 
competitive advantages largely in isolation from each other (Strategy 2010; Enter-

                                         

17 An interesting European case is the recent decision of Peugeot to relocate out of Britain to Slovakia. Bid-
ding for the plant was intense, in particular between Slovakia, the Czech Republic and the Polish region of 
Dolnoslaskie (Lower Silesia). Slovakia won, but the adjoining Czech, Slovak and Polish regions are becoming 
a cluster within the automotive sector. 
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prise 2010). Given the political climate of the last few decades, this process of sepa-
rate development is easy to understand. The type of public and private sector plan-
ning and consultation needed to build a Porter or Best-type strategy would have 
demanded levels of cooperation that were never realistically going to be politically 
feasible as long as the conflict in Northern Ireland continued. 

However, what of the post-Belfast Agreement period? During the 1990s I had been 
of the opinion that North-South market imperfections were a serious constraint on 
cross-boarder cooperation, and that this was restricting the development potential of 
both regions (Bradley, 1996). It might appear that many of these imperfections have 
been addressed, and that cross-border institutions are now in place. But as Tannam 
(2005) notes, cross-border business cooperation has remained at a rather narrow 
level that has left the underlying development processes of both regions untouched. 
Tannam went on to ask whether this is due to the short time that has elapsed since 
the institutions were put in place, or whether the wrong kind of institutions came out 
of the Agreement negotiations, and concludes that this is not a fruitful way to exam-
ine the situation. 

My own views, based on economic and business research, are now considerably 
more pessimistic than they were in the 1990s. Not only have I come to believe that 
the economic and business cross-border institutions of the Agreement were a nega-
tive, grudging, minimalist concession to an “Irish” dimension of the inter-communal 
problems of Northern Ireland that fundamentally rejected the concept of an island 
economy, but I find it impossible to envisage any politically acceptable process 
through which the economy of Northern Ireland can break free of the constraints of 
being a peripheral region of the United Kingdom. 

Remaining as part of the UK under direct rule will very likely doom Northern Ireland 
to play out the process of continued industrial decline, stagnation and dependency 
that we described above.18 Devolved government, even under the most optimistic of 
circumstances, is unlikely to be more beneficial to Northern Ireland than it is at pre-
sent to Scotland, where the local administration finds it difficult to design and im-
plement distinctive, Scottish development policies (see Coyle, Alexander and 
Ashcroft, 2005). There do not yet appear to be any other options that would com-
mand the enthusiastic support of both communities in Northern Ireland and their po-
litical representatives. I fear that future generations will look back on the Belfast 
Agreement as a missed opportunity to put history behind us. This was not—as the 
neo-functionalists claim—due to a failure of the political elite to react to pressures 
emanating from the business communities. At a deep psychological level, both 
business communities are probably happy to function in their separate spheres, and 
far from urging greater action on the politicians, I believe that they colluded with 
them to prevent the Agreement from encroaching on the economic tranquility of 
their lives. 

                                         

18 Northern Ireland’s economic dependency is presently, of course, of the comfortable variety, since the Brit-
ish subvention ensures that living standards do not fall too far below national levels. 
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