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Considering how countries and regions catch up. Competitiveness is a major factor in 
driving convergence. It is different for national than for regional economies because 
the cost base tends to be rather similar within national economies whereas it is often 
very different between different countries. Need to look at examples of convergence 
– what works and does not work. 
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The convergence and outperformance of Ireland is a model. The interesting question 
is: why did Ireland fail to make progress for so long. As O’Gráda, 2002 suggests, the 
major Irish policy failures were the decision to opt out of free trade after the Second 
World War and the failure to invest in education, including third level. The first issue 
was addressed by EU membership in 1973 and the investment in education ramped 
up from Free Education in 1968, but only really reached its climax over the last 
decade. Competitiveness relative to the EU15 played an important role. The result 
was the Celtic Tiger period. With appropriate policies it could have happened a 
generation earlier 
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Northern Ireland output per head has fallen relative to the UK average since the 
Belfast Agreement – suggests bad economic policies by the Northern Executive. By 
contrast, East Germany has made steady progress, though it still has a long way to go. 
The Mezzogiorno languishes. What has distinguished the Mezzogiorno and the North 
is that they enjoy a standard of living much closer to the national average as a result 
of major transfers. Their cost levels are, as a result, closer to the national average and 
there is less incentive to invest. 
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The poor performance on productivity in the North should be seen against a very 
poor performance for the UK as a whole in raising productivity. East Germany is 
raising productivity steadily. This underpins a real convergence in living standards 
without relying on increasing transfers. 

7 



8 



The North had a good run from the Second World War till 1969. However, the 
Troubles caused a pretty catastrophic collapse in output in the early 1970s. As 
discussed later, the subsidy from London was ramped up in the 1970s to offset the 
effect of the Troubles, accounting for all of the limited growth in that decade. Since 
the Belfast Agreement growth in the North has been very low – even worse than in 
the UK. Much of it has been accounted for by a further ramping up of the transfer 
from London. 

9 



10 



The transfer from London rose from 7% before the Troubles to over 17% in the 1970s. 
It fell back to 15% in the 1990s before the Belfast Agreement. Since the agreement it 
has increased to 20% to 25% of regional GDP. 
A paper by Thumann and Daly suggests that the transfer is much smaller. However, 
they assume away a substantial part of the welfare bill – that the UK would pay it for 
ever; that the North, whether in the UK or Ireland, would not pay towards debt 
interest, defence, development aid etc.; and that the Republic would continue to 
support the NI very high levels of public expenditure with a much worse provision of 
public goods in the South. 
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The very large transfers from London saw a major increase in the share of public 
sector jobs in the 1970s to a third of all employees, compensating for a dramatic fall 
in jobs in the tradable sector. The high transfers have sustained this very large public 
sector ever since.  
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