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PREFACE

Following the establishment of the European Economic Community, a
Committee of Experts was set up under the Chairmanship of Pierre Uri to prepare studies of
the economic conditions of the member countries. The '""Report on the economic situation in
the countries of the Community'' was published in 1958. Following the accession in 1973 of
Denmark, Ireland and the United Kingdom, the Commission of the European Communities
considered that it would be valuable to supplement the Uri Report with a study on each of the
new member states, On this occasion, however, the Commission followed a somewhat
different procedure and commissioned separate studies from independent institutes in each of

the three countries.

The present study of the Iiish economy was prepared by Kieran A, Kennedy
and Richard Bruton of The Economic and Social Research Institute, Dublin. The study
examines the basic characteristics of the Irish economy in relation to other EEC member
countries, Long-term economic trends are considered as well as the policies adopted in the
past and the policy issues likely to arise in the future. The authors are deeply indebted to
several officials of the Commission of the European Communities both for their advice on
what the study might include and their comments on the first draft. They would also like to
record their gratitude to the following who read and commented on earlier drafts:

Mr John Martin, Nuffield College Oxford; Dr Dermot McAleese, Trinity College Dublin;

Dr P, McGowan, Central Bank of Ireland; Mr Donal Nevin, Irish Congress of Trade Unions;
Mr G. D. N. Worswick, National Institute of Economic and Social Research, London; and
Mr T. J. Baker, Mr Brendan Dowling, Professor R. O'Connor, Dr M. Ross and Professor
Brendan Walsh of The Economic and Social Research Institute. Dr Eugene McCarthy of the
Federated Union of Employers, and Mr John Walsh of the Restrictive Practices Commission
were most helpful in supplying information relating to their areas of activity, The respon-

sibility for the final version, however, remains with the authors.

Thanks are particularly due to Miss Maria Maher of The Economic and Social
Research Institute who was responsible for typing the various drafts, a task accomplished

with her usual efficiency and courtesy.
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THE IRISH ECONOMY

CHAPTER I

OVERVIEW OF THE IRISH ECONOMY

Ireland is an island with a total land area of 32 thousand square miles (or 84
thousand square kilometres). Traditionally, the country has been divided into four
provinces: Ulster in the north, Munster in the south, Leinster in the east and Connaught in
the west, but these divisions do not represent administrative units. The country is further .
subdivided into thirty-two counties, which in the main correspond to units of local govern-
ment. Less than twenty miles separate parts of Ireland from Britain, which has had a
profound influence on Irish history. Prior to 1921, Ireland was part of the United Kingdom,
but in that year became independent, assuming the status of a British dominion under a
treaty with the British government. Six of the Ulster counties, which had been partitioned
from the rest of the country in the previous year, were given the option of remaining within
the United Kingdom. They chose to maintain the union so that the partition of the country
between the Irish Free State and Northern Ireland was confirmed. In 1949, the Irish Free
State was declared a republic, severing the link with the British Commonwealth. For the
remainder of this study, 'Ireland' will refer to the twenty-six counties of the Irish Republic,

unless otherwise specified.

1. Demographic Features

Many of the economic problems facing Ireland cannot be understood without
regard to its demographic experience, which has been quite unique in many respects. At
the 1971 Census, the total population of the Republic of Ireland was 2, 978, 248, This rep-
resented a population density of only 42 persons per square kilometre compared with an
average of 166 for the enlarged EEC. In the 1841 Census, just before the Great Famine of
1846-417, 1 the population was at the much higher level of 6.5 millions, but since then fell at
each census up to 1951. An indication of the impact of Irish population experience is given

by the diminishing share of Ireland in the total population of the British Isles: in 1841, the

1. OnlIreland's demographic experience before the Great Famine, which was in sharp
contrast with subsequent experience, see Connell (1950).



twenty-six counties contained a quarter of the population of the British Isles but this share

had fallen to 5 per cent by 1971.

The decline in population was caused by the high rate of net emigration which
was persistently above the rate of natural increase.1 Emigration has always been rela-
tively easy from Ireland which is situated between the two major labour markets of Britain
and the United States where no barriers of language or colour impede the integration of Irish
immigrants. Moreover, due to the long tradition of emigration to these countries, many

rural migrants have more relatives and friends there than in the cities and towns of Ireland.

In Table 1.1, the average annual number of marriages, births, deaths,
natural increase, net emigration and change in population per 1, 000 of population are given
for each inter-censal period since independence. The rate of population change is equal to
the difference between the rate of natural increase and the rate of net emigration.

Following heavy net emigration in the nineteenth century, the rate had declined by the 1920s
to a level not much higher than the rate of natural increase, so that between 1926 and 1946
there was only a relatively small decline in population. In the following inter-censal period,
1946-51, there was even a slight rise in population, However, during the 1950s, emigra-
tion rose substantially and, despite a considerably higher rate of natural increase than pre-
war, population declined markedly between 1951 and 1961, reaching an all time low point of
2, 818, 341 in 1961, During the 1960s, emigration was greatly reduced and Ireland, for the

first time in over a century, began to experience a significant growth in population.

In the past, the marriage rate in Ireland was low by international standards.
In this century up to 1961, it never rose above an average annual rate of 5.5 per thousand of
the population in any inter-censal period. Marriage took place at a relatively late age, and
a high proportion of the population remained permanently celibate. Among the population
aged 45 years and over in 1961, 28 per cent of males and 24 per cent of females had never
married. During the 1960s, however, the marriage rate rose towards European standards
and the figure of 7.3 for 1972 is almost normal by reference to other member countries of
the EEC. The rise in the marriage rate is due both to earlier average age of marriage and

a higher proportion marrying in each age group, both of which factors are partly attributable

1. For a detailed historical study of population and emigration trends in Ireland, see the
Report of the Commission on Emigration and Other Population Problems (1954).




Table 1.1: Average Annual Number of Births, Deaths, etc, per 1, 000 of the Population for
Each Inter-Censal Period from 1926

Iél;iz;l Marriages Births Deaths Natural .Net . Change.in
Period Increase | Emigration| Population
1926-36 4.6 19.6 14.2 5.5 5.6 -0.1
1936-46 5.4 20.3 14.5 5.9 6.3 -0.4
2946-51 5.5 22.2 13.6 8.6 8.2 +0.4
1951-56 5.4 21.3 12.2 9.2 13.4 -4.3
1956-61 5.4 21.2 11.9 9.2 14.8 -5.6
1961-66 5.7 21.9 11.7 10.3 5.7 +4.6
1966-71 6.5 21.3 11,2 10,1 3.7 +6.4

Source: Statistical Abstract of Ireland.

to rising living standards. The proportion who never marry has already begun to fall from

its historically high level,

Ireland’s birth rate, which stood at 21.4 per thousand population for the inter-
censal period 1966-71, is considerably higher than in the other EEC member countries.1 It
has also been remarkably stable at around this level since the war. It might be expected
that the low marriage rate in Ireland would have been accompanied by a low birth rate,
However, the fertility rate (i.e. the number of births per 1, 000 married women of child-
bearing age) is exceptionally high. In recent years, the overall fertility rate has been
relatively stable. However, this conceals a fall in the fertility rate among older married
women. This fall has been offset by the rising share of young married women in the total of
all married women of child-bearing age, since fertility is generally higher in the earlier

than in the later years of the child-bearing spa.n.2

The death rate in Ireland has shown a continuous downward trend and its
present level is in line with EEC levels. The rate of infant mortality has fallen dramatically

since the war., In 1945, there were 71 deaths of infants under one year per 1, 000 births,

1. Basic Statistics of the Community, 1972,

2. For further discussion of trends in marriage and fertility rates, see Walsh (1968) and
(1972).



“
but by 1972 this had fallen to 18. This fall may be attributed to improved standards of

nutrition and health care, particularly the control of infectious diseases.

The combination of a stable birth rate and a declining death rate in the post-
war period has meant that the rate of natural increase in Ireland has risen considerably
above pre-war levels, Its presenf"level is significantly higher than in the other EEC
countries. The net reproduction rate in Ireland is 1,9 compared with a figure of not much

1
above 1 in several other EEC countries.

Looking towards the future, it is probable that the birth rate will remain at
its present level, or even rise, unless the rising marriage rate is offset by a substantial fall
in the fertility of marriage. The death rate is likely to show a slower rate of decline and
eventually stabilise. This implies that the rate of natural increase will be maintained at its
present high level, or possibly even rise somewhat, Ireland is likely, therefore, to have
considerable potential for population increase. The provision of sufficient employment
opportunities is perhaps the major problem facing the economy if substantially increased

unemployment and/or emigration are to be avoided.

The global population figures and vital statistics discussed above conceal a
diversity of experience among different regions of the country. In Table 1.2, the annual
average rate of natural increase, net emigration and population change per thousand of the
total population for each of the provinces are given for the inter-censal period 1966-71. It
can be observed that the rate of natural increase is considerably lower, and the rate of net
emigration considerably higher, in the province of Connaught and in the three Ulster counties
(i.e. the western and north-western parts of the country). This has been the experience of
these regions in the past also. As a result, the national population decline has been largely
concentrated in these regions. In fact, population continues to decline in these regions,
whereas Leinster - the province in the east of the country - has experienced growth in
population since 1926. Munster - in the south of the country - has had a relatively stable
population since 1926, although the first increase in the population of that province after

1841 took place only since 1961,

1. The net reproduction rate is a measure of the extent to which a cohort of newly-born
girls will replace themselves during their lifetime, assuming current nuptiality, fertility
and mortality will obtain in the future.



Table I.2: Average Annual Rates of Natural Increase, Net Emigration and Population

Change per 1, 000 of the Average Population for the Inter-Censal Period 1966-71,

by Province
Province Natural Increase Net Emigration* Population Change
Leinster 13.2 1.7 11.5
Munster 8.7 3.5 5.2
Connaught 4.4 10.0 ~5,6
Ulster (part of) 5.6 6.6 ~-1.1
Total 10.1 3.7 6.4

*The emigration figure for each province includes movement to other provinces as well as
outside the country.

Source: Census of Population 1971, Vol.l.

The age structure of the Irish population is largely a product of the features
already discussed. Due to the high birth rate and the fact that emigration has been pre-
dominantly concentrated in the younger working age groups, there is a relatively high :
proportion of the population in the dependent age groups. The proportion of people in the
retirement age group is close to EEC levels which would not have been expected in the light
of the high birth rate. On the other hand, the proportion of the population in the under-15
age group is substantially higher than among the other EEC countries. Thus, the depen-
dency ratio (defined as the ratio of the population in the dependent age groups to those in the
working age groups) stood at 73.3 per cent in Ireland in 1971, compared to an average for
the enlarged EEC of 57.7 per cent. Such a high dependency ratio poses problems for public
finance. The need for social services is great, while the taxable population from which to
finance these services is small, This would create obvious difficulties in any attempt to
raise Irish social services to the EEC standard. Looking to the future, no significant
reduction in the dependency ratio can be expected for some time to come. While the pro-
portion of people in the over-65 age group may decline, there is likely to be a rise in the )
number of people in the younger dependent age groups if bthe birth rate remains at its present
level. Furthermore, the effective burden of dependency may increase as children tend to

remain on in education until a later age.



2. Aggregate Output and Employment

Ireland's gross national product (GNP) in current market prices stood at
£2, 274 million in 1972, equivalent to 5, 209 million units of account. GNP per head of
population in Ireland, as can be seen from Table 1.3, is considerably lower than in any of
the other EEC countries. This underlines Ireland's underdevelopment in relation to its

EEC partners,

Table 1.3: GNP at Market Prices per Head of Population, EEC Countries, 1971

Units of Account per Head of Population
Denmark 3, 446
Germany 3,388
France 3,177
Belgium 2, 936
Luxembourg 2,921
Netherlands 2,729
United Kingdom 2,420
Italy 1, 867
Ireland 1, 545

Source: Basic Statistics of the Community 1972.

Table 1.4 sets out the average annual growth rates of total product (in constant
prices), population, employment, product per head of population, and product per employed
person for various periods from 1926 to 1972, while Chart I.1 illustrates the course of some
of these variables in the post-war period. In the pre-war period, 1926-38, real GNP grew
at an average rate of 1,3 per cent per annum, while population declined slightly and there
was little change in employment. The immediate post-war years saw a considerable growth
in GNP, However, this was largely a recovery from wartime stagnation and did not last
much beyond 1949. Subsequently, the average growth rate in the 1950s was slightly less
than 2 per cent per annum, while population and, more particularly, employment declined
significantly., There was a marked change of experience in the economy towards the end of
the 1950s and the beginning of the 1960s. The rate of growth of GNP accelerated; population

began to rise; and the decline in employment was largely arrested, There was not such a






Table I,4: Average Annual Growth Rates of Total Product (at Constant Prices), Population,

Employment, Product per Capita and Product per Worker, Various Periods,

1926-72
1926-38 1938-49 1949-61 1961-72

% % % %
GNP in constant prices 1.3 1.2 1.9 3.9
Population -0.1 0.1 -0.5 +0.6
Employment 0.0 -0.2 -1.3 -0.1
GNP per head of population 1.4 1.1 2.4 3.3
GNP per employed person 1.3 1.4 3.2 4.0

Sources: National Income and Expenditure; Report on Vital Statistics; Trend of Employ-
ment and Unemployment; and Kennedy (1971 I).

significant change in the growth experience of GNP per head or of GNP per person employed.
This was because falling population and employment in the period 1949-61 raised the growth
rate of GNP per capita and per worker above the rate of growth of total product.

The experience in the period 1949-61 was not uniform. There were reces-
sions in 1951-52 and from 1956-58. The latter was the most severe, with an absolute fall
in real product. From 1958-61, there was a recovery from this recession with substantial
growth rates in each of these years. It is difficult to identify the extent to which
experience in the years 1959-61 was merely a recovery from the earlier setback rather than
a longer-term upward shift in the growth rate. At all events, the rise in the growth rate
was subsequently maintained, and the year 1961 is chosen here as the dividing point because
from then onwards the decline in employment was substantially arrested and the population
began to grow. While the average growth rate for the period 1961-72 was considerably
higher than previously, the period was not one of uninterrupted expansion. There were set-
backs in 1965 and 1966 and again in 1970 and 1971, when the growth rate dropped, but these
setbacks were only minor compared to the severe recession of 1956-58. Though the growth
rate in 1973 as a whole was exceptionally high at 7 per cent, there was a downturn in the
second half of the year, which continued into 1974 and was accentuated by the repercussions
of the oil crisis. The estimated growth rate for 1974 was only 2 per cent, Living
standards in 1974 suffered much more than this would suggest due to the large rise in import



relative to export prices, and it is estimated that there may have been a fall of about 4 per

cent in real income per person,

Table 1.5 compares the average annual growth rates of GNP and of GNP per
head of population in the member countries of the enlarged EEC in the period 1961-71, It
can be seen that Ireland's rate of growth of product and of product per capita was rather
lower than in most of the other EEC countries. Nevertheless, it is notable that the Irish
growth experience was considerably better than that of the U.K, despite the close trading
and other relations between the two countries. However, if Ireland is to close the income

gap with its EEC partners, a far higher growth rate of GNP per capita will be required.

Table I.5: Average Annual Rates of Growth of GNP and GNP per Capita (at Constant Prices),
EEC Countries, 1961-71

GNP GNP per Capita
% %
France 5.8 4.7
Netherlands 5.4 4,1
Belgium 4.9 4,3
Italy 4,9 4.2
Denmark 4,6 3.9
Germany 4,6 3.7
Ireland 4.0 3.4
Luxembourg 3.1 2.3
United Kingdom 2.7 2.2

Source: Basic Statistics of the Community, 1972.

Referring back to Table 1.4, it can be seen that in the period 1949-61 employ-
ment declined at a considerably faster rate than population, while from 1961-72 population
grew and employment was static, This means that employment, as a proportion of the
population, declined throughout the post-war period. This was not due to a secular rise in
the unemployment rate, since there was a similar decline in the labour force as a proportion
of total population. The major reason was the considerable rise in the 1950s of the propor-

tion of the population in the dependent age-groups, the corollary being a fall in the proportion



in the working age-groups. Another contributory factor was the decline in the participation
rate (i.e. the proportion of the population aged 14 years and over included in the labour
force). The participation rate at the 1946 Census was 59,5 per cent but it declined at each
Census thereafter and by 1971 had fallen to 53.2 per cent. Two important factors accounting
for the fall in the participation rate may be mentioned. The first was the rise in the pro-
portion of the population aged 14-19 engaged in full-time education. The second was the fall,
associated with declining agricultural numbers, in the exceptionally high percentage of old
people recorded as active in the labour force statistics due to the relatively large numbers

of old farmers.

The Irish participation rate overall is similar to other EEC countries. How-
ever, an unusual feature is the very low participation of married women. 1In 1971, only 7.5
per cent of married women were in the labour force, compared with figures ranging from 20
to 40 per cent in most of the other EEC countries. 1 This is partly attributable to the high
proportion of the population engaged in agriculture where women are often not recorded as
gainfully occupied, and perhaps also to the high fertility of marriage. Despite the low
paxfticipation rate am'dng married women, the overall female participation rafe is not
exceptionally low bj} EEC sta.ndards (in 1971 it sfood at 27.3 per cent) due to the high propor-

tion of unmarried women in the pdpulation.“

- The rate of unemployment in Ireland is far higher than in other EEC countries.
Moreover, despite the relatively rapid rate of economic growth since 1961, there has been no
significant reduction in unemployment. Part of the explanation is that substantial emigration
in the eariier period kept down the rate of unemployment. Moreover, since 1969 there has
been a downwérd trend in total employment, which was temporarily interrupted in 1973 but
resumed in 1974. Towards the end of 1974 the absolute number unemployed, allowing for

seasonality; was higher than at any time previously since the war.

3. Sectoral Composition of Qutput and Employment

Table 1.6 gives the shares of agriculture, industry and services in (i) employ-

ment, and (ii) gross domestic product at current factor prices, for various years.

1. Walsh and O'Toole (1973). Ireland is not the only member with low labour force parti-
cipation among married women; another notable exception is the Netherlands (6.7 per cent).

10



Table I.6: Shares of Agriculture, Industry and Services Sectors in Total Product and in
Employment, Various Years ‘

Sector 1926 1938 1949 1961 1971 1972

(i) Employment

% % % A %

Agriculture 53.5 48.0 42.9 36.0 25.9 25.5
Industry 13.3 17.8 21.5 24.4 30.6 30.0
Services 33.2 34.2 35.6 39.5 43,5 44.4
Total 100 100 100 100 100 100

(ii) GDP at Current Factor Prices

% % % % % %
Agriculture 31.9 27.0 29.5 24.2 16.2 18.0
Industry 18.1 24,1 25.7 30.6 35.6 33.8
Services 50.0 49.0 44.7 45.2 48,2 48.2
Total 100 100 100 100 100 100

Sources: Kennedy (1971 I); Kennedy and Dowling (1975); National Income and Expenditure;
and Trend of Employment and Unemployment.

Agriculture here includes forestry and fishing as well as farming., Industry embraces
mining, manufacturing, building and construction, electricity, gas and water. Services

covers the rest of domestic economic activity.

The share of agriculture in total employment has been falling rapidly in both
the pre-war and post-war periods. The share of industry has risen rapidly throughout the
period, while that of services has grown at a slower rate. This pattern is common to most
countries in the course of economic development. However, in Ireland the process has
occurred in the context of an overall decline in employment up to 1961 and a comparatively
stable level thereafter, Thus, for most of the period since independence, the economy did
not provide enough jobs in industry and services to match the decline in agricultural employ~

ment, let alone reduce unemployment and absorb the potential net addition to the labour force.

11



For agriculture and industry, secular movements in the sectoral shares in
gross domestic product reflect the trend in employment shares, with agriculture falling and
industry rising. 1t should also be noted that 1972 was an exceptional year in that the output
share of agriculture rose, while that of industry fell, The main factor underlying this re-
versal in trend was the exceptional rise in agricultural prices in 1972, This exceptional
rate of increase in the relative price of agricultural products has not been maintained and it
is probable that the secular decline in the share of agriculture in both employment and
product will continue., The share of services in total product has been relatively stable with

no pronounced trend,

The Irish pattern of employment by sector is considerably different from that
of the other member countries of the EEC. Table I.7 compares the composition of employ-
ment by sector in the various member states for the year 1971, Agriculture's share in
Ireland is notably higher, while that of industry is lower, than in any of the other countries.

This is indicative of the earlier stage of development in Ireland.

Table I.7: Sectoral Shares in Total Employment in EEC Countries, 1971

Agriculture Industry Services Total

% % % %
Germany 8.4 49.5 42,1 100
France 13.5 40,5 46.0 100
Ttaly 19.5 44.1 36.4 100
Netherlands 7.0 38.3 54,7 100
Belgium 4.4 44,2 51.3 100
Luxembourg 10.1 47.3 42,6 100
United Kingdom 2.7 45,6 51.6 100
Ireland 26.5 30.8 42,6 100
Denmark 10.8 37.6 51.5 100

Source: Basic Statistics of the Community, 1972, The employment shares for Ireland differ
from those in Table 1.6 for 1971, evidently because the Commission's figures are
based on earlier and unrevised data.
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Sectoral Growth

Table I.8 shows the annual average growth rate of sectoral real product,
employment and real product per worker in the periods 1949-61 and 1961-72, The doubling
of the growth rate of agricultural product between the two periods occurred chiefly as a
result of the rapid growth of agricultural output in the years 1969~-72. From 1949 to 1969,
agricultural output grew at about 1 per cent per annum, although with much fluctuation about
the average. This performance was disappointing given that policy-makers looked to agri~

culture as a major contributor to growth in the economy.

Table 1.8: Average Annual Growth Rates of Sectoral Product (at Constant Factor Prices),
Employment and Product per Worker, 1949-61 and 1961-72

Sector Gross Domestic Product Employment Product per Worker
1949-61 1961-72 1949-61 1961-72 1949-61 1961-72
Agriculture 0.9 1.7 -2.7 -3.1 3.7 5.0
Industry 3.6 5.8 -0.2 1.8 3.9 3.9
Services 1.6 3.5 -0.4 1.0 2.0 2.5
Total 2.0 3.9 -1.3 -0.1 3.3 3.9

Sources: Kennedy and Dowling (1975); National Income and Expenditure; and Trend of
Employment and Unemployment,

Industrial output declined during the war, and the 1938 level was only sur-
passed in 1946. The rapid post-war growth was maintained until 1950, but during the 1950s
there were two serious recessions in industry, 1951-52 and 1956-58. The average growth
rate over the period 1949-61 was 3.6 per cent, considerably less than the rate of 5.8 per
cent achieved in the following period, 1961-72. Among the three sectors, industry had the
fastest growth rate in both periods. The growth rate of real product in services shared in
the overall experience of a substantial acceleration in the 1960s compared with the 1950s. In
both periods, the growth rate of services product was just below that of total product, but

substantially higher than the agricultural growth rate.

Table 1.8 also shows the growth in real output per worker (or productivity) in

the various sectors. There was no significant difference in productivity growth in either
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industry or services between the two periods despite the marked change in the growth of real
product in tiese sectors. Thus, employment, which had declined in both sectors in the first
period, grew significantly in the second period. In agriculture, on the other hand, there
was a considerable rise in the rate of growth of productivity in the second period, due to a
change in the trend of both employment and output. In fact, the rise in the average growth
rate of productivity in agriculture in the years 1961-72 was almost entirely due to the very
rapid rate of increase in agricultural productivity in the years 1969-72. It has already been
observed that these years witnessed a large increase in the rate of growth of real agricul-
tural output. Paradoxically, these were also years in which the rate of decline in agricul-

tural employment rose.

In both periods, productivity growth in agriculture and industry was
considerably above the growth of productivity in services. This may be partly due to
inadequate measurement of the change in real output and productivity in services, where the

volume of output of some activities is measured in terms of employment.

In Ireland, as in most West European countries, the level of productivity in
agriculture is considerably below that in industry or services. Table I.9 shows the absolute
and relative levels of gross domestic product per worker (at current factor prices) in each of
the sectors and for the economy as a whole in 1972, The relative levels have not altered
much during the post-war period despite the fact that agriculture and industry have expe-
rienced a considerably faster rate of growth of real productivity than the services sector.
This is so because services' prices have risen more than industrial prices and much more

than agricultural prices (with the major exception of 1972). The higher rate of price

Table 1.9: Sectoral Output per Worker (at Current Factor Prices), 1972

Sector GDP per Worker
£ Index
Agriculture 1,265.9 70.6
Industry 2, 015.9 112.5
Services 1,944.1 108.4
Total GDP 1,792.5 100

Source: National Income and Expenditure; and Trend of Employment and Unemployment.,
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increase in services compared with industry follows largely from the fact that average in-
comes in services rose at much the same rate as in industry, while productivity growth was

lower.

4. Regional Economic Differences

It has already been mentioned that income per head in Ireland is considerably
below the EEC average, so that Community regional policy is of major importance to Ireland.
There are also considerable regional differences in income per head within Ireland, the re-

duction of which represents an appropriate objective of domestic economic policy.

The map on page 16 gives details of personal income per capita in 1969 for
each of the twenty-six counties and for the provinces, based on data in Ross (1972). County
Dublin must be singled out from the rest of the country since income per head there was 50
per cent above the national average exclusive of Dublin and was well ahead of any other
county. However, the level of income per head even in Dublin in 1969 was lower than in all
but five of the one hundred basic regions of the original six member countries of the EEC.
The relatively most prosperous areas of the country lie in the south and along the east coast,
while the podrest areas are in the west, north-west and, to some extent, the midlands.
Personal income per head in Connaught and the three Ulster counties was 76 per cent (in
each case) of the national average and 87 per cent of the national average exclusive of Dublin,
These are the only two major areas of the country that had a significant fall in population in
the decade of the 1960s. As we shall argue more fully later, the combination of population
decline with low income in these areas is more likely to compound, than to alleviate, the
regional problem, In these areas also a higher proportion of personal income is derived
from agricultural activities and a considerably lower proportion from industry, a traditional
mark of underdevelopment, Moreover, agricultural income per labour unit is much lower
than in the rest of the country. There is a far higher rate of unemployment among the non-

agricultural labour force.

During the decade of the 1960s, one of the avowed objectives of both agricul-
tural policy and industrial development policy was to improve the position of the poorer
regions, particularly those in the western part of the country. In practice, not all of the
policies operated in this manner, but it is satisfactory to note that the most rapid growth in

personal income per head during the 1960s occurred in some of the poorer counties. This
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has arrested, to some extent, the tendency for the gap in income per head between rich and
poor regions to widen., However, not all the counties in the west and north-west experienced
comparable growth in income per head, while in the midlands it was largely the slow growth
in the 1960s that led to the 1969 situation where income per head there was almost as low as
in the west and north-west. During the 1960s, Dublin experienced rapid growth in income
per head as well as rapid population increase. Thus, the picture of an increasingly pros-
perous Dublin area, attracting population from the poorer regions, has not substantially
changed. A reversal of this tendency is particularly difficult since Dublin provides a more

attractive location for new industry than most other areas of the country,

5. Composition of Expenditure on GNP

The average share of consumption in GNP for the two post-war periods,
1949-61 and 1961-72, is shown in Table I.10. The share of consumption has fallen substan-
tially between the two periods and the savings share has risen correspondingly. The decline
in the consumption share, however, has been confined to the private component which has
fallen steadily since 1958, The ratio of public consumption to GNP was stable for most of
the post-war period but since 1969 has grown sharply in current price terms. The savings
ratio has not only risen since the late 1950s but has also fluctuated less. Depreciation forms
about 40 per cent of total savings, The remainder, net savings, is comprised mainly of
personal savings (about 70 per cent). The balance is made up of company savings and
government savings, the latter a relatively small item on average though liable to vary

considerably from year to year with the budgetary outturn.

Investment has also risen relative to GNP between the two post-war periods
shown in Table I.11. Before 1960, the share of fixed investment experienced considerable
cyclical swings, and was particularly low in the years 1957-60 when the average was 13.4
per cent. Since 1960, fixed investment has grown fairly steadily relative to GNP. In the
period 1961-72, a larger proportion of total investment has been financed from domestic
savings than in the period 1949-61. However, since 1969, as the investment ratio moved to
a higher level, net foreign disinvestment has assumed greater importance, and the current
balance of payments deficit rose to an average of 3.6 per cent of GNP in the years 1969-72.
In 1974, largely as a result of the oil situation, the balance of payments deficit rose to 10%

per cent of GNP,
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Table 1.10: Average Annual Shares of Consumption and Savings in GNP (at Current Market
Prices), 1949-61 and 1961-72

1949-61 1961-72

% %

Total Consumption 87.2 81.5
Of which: Private 75.4 68.6
Government 11.7 12.9

Savings 12.8 18.5

Total GNP 100 100

Source: National Income and Expenditure.,

Table I.11: Average of Annual Share of Gross Investment in GNP (at Current Market Prices),
1949-61 and 1961-72

1949-61 1961-72
% %

Gross Fixed Capital Formation 15.3 19.3
Stockbuilding 0.7 1.5
Total Physical Investment 16.0 20.8
Domestic Savings 12.8 18.5
Current Balance of Payments

Deficit 3.2 2,3
Total Investment Resources 16,0 20.8

Source: National Income and Expenditure.

Foreign trade is of major importance in the Irish economy. Table [,.12
relates exports and imports to GNP, distinguishing the visible and invisible components,
Ireland runs a substantial deficit on visible trade which is largely offset by a surplus on
invisible trade. Invisible exports, which are a very important part of Ireland's foreign
exchange earnings, are principally composed of investment income, tourism and transport,

and emigrant remittances.
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Table I.12: Average of Annual Ratios of Exports and Imports

to GNP (at Current Market

Prices), 1949-61 and 1961-72

1949-61 1961-72
% %
Exports of Goods and Services 37.1 38.8
Visible Exports 19.6 23.8
Invisible Exports 17.5 15.0
Imports of Goods and Services 40.2 41.1
Visible Imports 34.8 35.7
Invisible Imports 5.4 5.4
Current Balance of Payments
Deficit 3.2 2.3

Source: Kennedy and Dowling (1975).

invisible exports.,

Net factor income from abroad is included in

Table I.13: Composition of Total Final Demand and Supply (at Current and Constant Market
Prices), Annual Averages, 1949-61 and 1961-72

Current Prices Constant (1958) Prices
1949-61 1961-72 1949-61 1961-72
% % % %
Private Consumption 54.9 49,0 55.9 48.3
Government Consumption 8.5 9.1 8.7 7.3
Gross Fixed Investment 11.2 13.8 11.0 13.6
Stockbuilding 0.5 1.1 0.5 1.2
Exports 25.0 27.0 23.9 29.6
Total Final Demand 100.0 100.0 100.0 100.0
Imports 27.2 28.6 25.7 33.4
GNP 72.8 71.4 74.3 66.6
Total Final Supply

(= Total Final Demand) 100.0 100.0 100.0 100,0
Sources: National Income and Expenditure; and Kennedy and Dowling (1975). Exports

include net factor income.
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Total exports and imports rose somewhat relative to GNP in current values
between the two periods 1949-61 and 1961-72, In constant price terms, the rise in these
ratios was substantially greater, This divergence was due to the lower rate of increase in

the price of both imports and exports relative to that of GNP for most of the post-war period.

Table I.13 summarises the composition of total final demand and supply in the

economy in the two post-war periods, 1949-61 and 1961-72.

6. Price Trends

In the immediate post-war years, consumer prices moved rather erratically,
followed by rapid inflation from 1950 to 1953, set in train by the 1949 devaluation and the
Korean war, The average annual rate of increase in consumer prices from 1950 to 1953
was 7.2 per cent, reaching a peak of 8.7 per cent in 1952, After 1953, the pace of inflation
slowed down and towards the end of the 1950s consumer prices were almost stable. From
1960 onwards, consumer prices began to rise again at a steady pace, with an average annual

rate of just under 4 per cent for the years 1960-68.

In 1968, the pace of inflation in Ireland quickened, as it did internationally.
The initial cause was the large increase in prices of imported raw materials and agricultural
exports (especially cattle). The import price increase was accentuated by the 1967 devalua-
tion of sterling. External trade prices are of crucial importance to the behaviour of prices
in Ireland because of the openness of the economy. Due to the high share of imports in total
final supply, changes in import prices have a substantial and immediate direct impact on
domestic consumer prices, They also affect domestic price levels indirectly because of
pressure for income increases in response to the initial price rise in an effort to maintain
real living standards. Because of its small scale of production, Ireland also faces a highly
elastic demand curve in the export market, so that export prices affect the domestic price of
exportables consumed or used at home. This is especially so in the case of beef; given that
Irish exports form only a small proportion of total demand in the markets supplied, and that
the bulk of Irish cattle output (excluding stock changes) is exported, changes in the domestic

price of beef are substantially determined by changes in the export price.

Between 1968 and 1972, import prices and export prices rose at an average

annual rate of 4.9 per cent and 8.4 per cent, respectively, compared with a rate of only 1.3
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per cent per annum in each case from 1953 to 1968. The price of cattle and beef exports
rose on average by nearly 14 per cent from 1968 to 1972, The rate of increase in domestic
money incomes was also much higher, but, as already explained, this was at least partly in
response to the higher prices set in train by external trade prices. Substantial increases in
indirect taxes also contributed directly to the rate of price increase, and indirectly through
their effect on wage demands., The resultant average annual rate of inflation in consumer
prices for the period 1968-72 was 8.3 per cent, As can be seen from Table 1,14, this was
considerably faster than in most other member countries c‘)f' the EEC, though not so much out
of line with the British experience. The rate of increase in consumer prices in Ireland
accelerated further in 1973 and 1974, when there were increases of 11.4 per cent and 17 per

cent, respectively.

Table I.14: Average Annual Rate of Increase in Consumer Prices, EEC Countries, 1968-72

Average Annual Percentage Change
Ireland 8.3
United Kingdom 7.0
Netherlands 6.6
France 5.8
Denmark 5.6
Germany 4.5
Italy 4.5
Belgium | 4.3
Luxembourg 4.1

Source: International Financial Statistics (IMF).

7. Distribution of Income

Data are not available to provide a comprehensive picture of the size distribu-
tion of income in Ireland. It is possible, from the national accounts, to examine the
distribution of domestic income by factors (sometimes known as the functional distribution of
income), distinguishing the following major categories: (1) remuneration of employees;

(ii) income of independent traders; and (iii) income from property.1 The employees' share

1. For further discussion of functional distribution of income in Ireland see Hughes (1972).
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of domestic income has been rising almost continuously in the post-war period. In 1949, it
stood at 52.7 per cent but by 1971 had reached 66.9 per cent. This rise in employees'
share has been mainly at the expense of the share of independent traders which fell from
34.3 per cent to 20,7 per cent between these dates. The share of income from property was
relatively stable in the post-war period, declining slightly from 13.0 per cent to 12.4 per

cent.

The overall change in functional shares has only been slightly due to changes
in shares in the individual sectors. The more important reason has been structural change
within the economy, in particular the reduced share of total income accounted for by the
agricultural sector which comprises mainly independent traders. Table I.15 shows the
employees' share in the three major sectors for various years., The employees' share in
agriculture had a downward trend, in industry it rose somewhat but only the services sector
had a strong upward trend. Taking industry and services together, the employees' share
rose only from 69,7 per cent in 1949 to 78,2 per cent in 1972, far less than the rise in the
overall employee share even though the employee share in agriculture fell. The change in
the employee shares in the agricultural and non-agricultural sectors would have raised the
overall employee share only from 52.7 per cent to 56.5 per cent between 1949 and 1972,
had there been no change in the share of these sectors in total income. In fact, the overall
employee share rose from 52,7 per cent to 65.6 per cent, mainly due to the declining impor-

tance of agriculture in total income.

Table I.15: Remuneration of Employees as a Percentage of Sectoral Income Arising,
Various Years

Sector 1949 1953 1961 1971 1972

% % % % %
Agriculture 15.7 12.3 12,1 11.9 9.3
Industry 69. 7% 76.2 75.4 79.7 80.0
Services 68.9 69.6 76.2 76.9
Total 52.7 53.5 57.1 66.9 65,6

*Before 1953 the employee share in the individual non-agricultural sectors was not
distinguished.

Source: National Income and Expenditure,
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8. Consumption Patterns

The distribution of personal consumer spending in 1953, 1961 and 1972 is
shown in Table I.16, The expected downward trend in the proportion of spending devoted to
the necessities - food, non-alcoholic drink, clothing and footwear - occurred up to the
beginning of the 1960s, Thereafter, the share of food and non-alcoholic drink continued to
decline, but the share of clothing and footwear stabilized and even showed a slight upward
trend. The categories in which there has been a sustained rise in share throughout the
post-war period are professional services, durable household goods, transport equipment
and "other goods''. Again, these are expected trends in consumption under conditions of
rising income per capita. Since 1961, there has been a considerable rise in the share of
alcoholic drink. This is largely accounted for by a very low price elasticity for beer and a
high income elasticity for spirits.1 The low price elasticity implies that increases in rela-
tive price tend to raise the budget share. Due largely to increased taxation, the price of
beer, in relation to consumer prices generally, rose considerably from 1961, The income
elasticity for spirits would tend to raise its share of total consumption relatively rapidly in

the context of the rapid rate of growth of personal income per capita in the 1960s.

Compared to other members of the EEC, the most notable difference in the
disposal of personal expenditure in Ireland is the considerably higher share of food, drink
and tobacco, and the lower share of rent, fuel and power, furnishings, equipment and upkeep
of the household. 1In 1971, for example, 47 per cent of consumer spending was devoted to
food, drink and tobacco in Ireland and 19 per cent to the latter-mentioned group of commo-
dities, whereas for the other EEC countries, the unweighted average budget shares were 32
per cent and 262 per cent, respectively. These differences largely reflect the lower per
capita income in Ireland although it is notable that Ireland has the highest daily calorie intake
per head of population of all the EEC countries and, along with the United Kingdom, has a
considerably higher cigarette consumption per head of population than the rest of the
Community. Despite the considerably higher budget share devoted to alcoholic drink in
Ireland, and contrary to popular belief, Irish alcohol consumption per head of the adult

population is low by international and EEC standards. In the case of spirits, this can be

1. See Walsh and Walsh (1970), and Kennedy, Walsh and Ebrill (1973).

2. The figure of 26 per cent for rent, fuel, etc, does not include Italy, for which figures
were not available.
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