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Public consultation re: White Paper on Enterprise

We welcome the opportunity to make a submission to this consultation on the future direction
of Enterprise Policy in Ireland. The submission has been compiled by Prof. Helena Lenihan
(Professor of Economics), Dr. Kevin Mulligan, and Dr. Mauricio Perez-Alaniz (Postdoctoral
Researchers). We are based at the Department of Economics, Kemmy Business School,
University of Limerick. We are all members of the ‘Economics of Innovation and Policy’
research cluster/group (see: https://www.ul.ie/business/kbs-research/research-clusters/econ
omics-of-innovation-and-policy), and are currently working together on a Science Foundation
Ireland (SFI) funded project, under SFI’s Science Policy Research Programme (Grant number
17/SPR/5328).

Of the eight bullet-points highlighted in the Public Consultation document, our submission
focuses on two of them:

e The levers and mechanisms to deliver on enterprise policy objectives.
e Skills and talent availability to support enterprise development.

Our submission is evidence-based. We build primarily on our own research, which uses Ireland
as a laboratory, and on other relevant international studies.

The Irish enterprise policy landscape has shifted from interventionism and market-fixing
rationales, towards more systemic approaches. For Lenihan (2011, p. 323), this new approach
to enterprise policy focuses on “promoting and shaping externalities and capabilities. At its
core are R&D, innovation and education. It encapsulates a shift from direct intervention
towards creating an enabling environment for small firms and entrepreneurship”. These issues
should continue to be centre-stage in any future enterprise policy. Moreover, as noted by
Ipinnaiye et al. (2016) when analysing the drivers of SME growth in the Irish context, the above
requires a holistic approach. Enterprise policy, when at its best, combines policy interventions
aimed at shaping the environments in which firms locate, with targeted firm-level supports to
enable them (regardless of their size) to prosper. Such a strategy is key to support firms’
productivity, internationalisation and employment; particularly as the enterprise base moves
towards digitalisation and decarbonisation.

There is an ever-increasing demand on limited public resources. Therefore, the need to ensure
that public resources used to support enterprise development result in value for money, coupled
with continuous policy improvements, is urgent. To achieve this goal, enhancing the way in
which current enterprise policy interventions are evaluated is paramount. The impact of
enterprise policy instruments may take time to unfold, and snapshot evaluations are unlikely to
provide insights into important policy impacts. There is little point in evaluating and reporting
impacts if the evaluation methodologies are not sufficiently robust and sophisticated. There is
also a need for more appropriate longitudinal datasets, which are maintained over time, and
that permit the application of robust evaluation techniques.



Our work currently centres on understanding the processes of Research and Development
(R&D) and innovation in firms, and how this relates to enterprise policy. A focus on firm-
level R&D/innovation is imperative for a successful enterprise policy, as they are key drivers
of firm performance, economic growth, productivity, and a thriving society (Lenihan 2011;
Mulligan et al. 2022). In the Irish context, our research highlights that R&D policy instruments
have been highly effective at building up the core elements which make firms in Ireland
competitive. This past success suggests how future enterprise policy can achieve its goals by
2030. In what follows, we present key insights arising from our research based on Ireland, and
other relevant international studies:

(a) Firms may under-invest in research activities, which are essential for long-term
competitiveness, and prioritise immediate financial returns through development (Arora et
al. 2018). Such a strategy may maximise short-term gains, but makes firms vulnerable to
future competition. Mulligan et al. (2022) demonstrated that collaborating with SFI-funded
research centres increased firms’ overall R&D, and re-orientated their R&D towards more
research as opposed to development. This is particularly important, as firm-level research
is a crucial source of radical innovation, which makes a major contribution to enterprise
development.

(b) R&D grants and R&D tax credits are the two largest policy instruments to support
R&D/innovation in firms in Ireland (Lenihan et al. 2020). Lenihan et al. (2022) analysed
the impact of these policy instruments on firm-level R&D and firm performance (i.e.
employment, sales, exports, value added), both in domestically-owned Irish firms, and the
subsidiaries of foreign-owned multinational firms based in Ireland. Findings demonstrate
that both policy instruments play a crucial role in driving firm-level R&D, in both firm-
ownership types. Moreover, this policy-driven R&D is associated with knock-on firm
performance impacts in both Irish-owned and foreign-owned firms.

(c) Ireland will receive €989 million in EU grants over 2021-2026, to support national recovery
from the Covid-19 pandemic (European Commission 2022). The recovery plan which
underpins this funding, includes a reduction in the use of R&D tax credits. However,
Lenihan et al.’s (2022) findings suggest that this may be somewhat premature, given that
R&D tax credits have significant firm-level impacts.

(d) Irish enterprise policy focuses strongly on domestic firms, which are predominantly small-
sized (<50 employees). Several international studies show that SMEs typically have
limited financial resources for R&D/innovation (Czarnitzki & Hottenrott 2011; Ponikvar
et al. 2018). Given that SMEs account for the vast majority of the enterprise base in most
countries, focussing public financial support for R&D/innovation in this group of firms is
important. However, as demonstrated by Perez-Alaniz et al. (2022a), non-financial issues
such as lack of sufficient skills in SMEs’ human capital bases, and unfavourable market
dynamics for R&D/innovation, are also important obstacles. Studies by Lenihan et al.
(2022), Perez-Alaniz et al. (2022a), indicate public financial support for R&D/innovation
can enable such firms to develop R&D/innovation experience. Mulligan et al. (2022) also
demonstrate that SFI research centre collaborations help firms build R&D capacity.

(e) There is a need for more holistic policy interventions, to promote the development of
R&D/innovation skills and experience in small-sized firms. Lenihan et al. (2019) and



McGuirk et al. (2015), have proposed a unique set of policy instruments, which can support
the development of what they term ‘Innovative Human Capital’ in firms. These studies
extend the standard measures of human capital, which focus on education and training.
Moreover, they highlight the importance of firms (particularly small-sized firms) and
policymakers being able to identify and evaluate the competitive advantage of employees’
transferable and innovative characteristics. The Lenihan et al. (2019) study proposes a
novel policy instrument, targeted at enhancing elements of human capital (motivationally-
relevant elements such as: Employees’ job satisfaction, organisational commitment, and
willingness to change in the workplace), that have largely been ignored to date. The White
Paper might usefully consider such an instrument, given its focus on enhancing skills and
talent availability to support enterprise development.

(f) As noted above, firms in Ireland benefit from numerous policy instruments for their
R&D/innovation activities. However, there is a risk that firms may use public support to
carry out R&D/innovation activities that would have taken place without support. In the
context of enterprise policy instruments in Ireland, Lenihan and co-authors demonstrate
that this may result in deadweight spending effects, which refer to public funding
displacing private investments by firms (Lenihan 1999; 2004; Lenihan & Hart 2004; Hart
& Lenihan 2006). Perez-Alaniz et al. (2022b) show that firms in Ireland, especially larger
firms (=50 employees), are likely to use internal finance for close-to-market, incremental
R&D/innovation activities. However, public financial support for R&D/innovation may
be needed for activities that are far-from-market, such as basic research, and more new-to-
firm/new-to-market R&D/innovation activities. This is because such radical
R&D/innovation activities carry higher risks than incremental R&D/innovation activities,
and typically take considerable time to produce economic returns (Czarnitzki et al. 2011).

(g) The climate challenge imperative, and the need to decarbonise production, represent key
areas of concern for the White Paper. Firms face important knowledge obstacles when
transitioning towards more environmentally-friendly production practices and business
models (Horbach 2008; Hojnik & Ruzzier 2015; Stucki 2019). Many policy interventions
targeted at achieving climate challenge goals focus on firms. However, enterprise policy
should also focus on increasing the quality and volume of knowledge available to firms in
the economy. As Garrido-Prada et al. (2021) demonstrate, public investments in
environmental and energy R&D (which may target firms, and also research at universities
and research centres), play a key role in driving the development and adoption of cleaner
technologies and business models in firms. Public R&D spending on energy/environment
can also alleviate the need for private investment, especially in smaller firms, which
typically lack the necessary financial resources.

To conclude, firms typically interact with several enterprise policy instruments, as opposed to
single policy instruments. This is known as the ‘policy instrument mix’ (Dumont 2017).
Ongoing research from our research cluster/group will address this specific issue, focusing on
a mix between R&D tax credits, R&D grants, and collaborative grants in Ireland. However, in
addition to R&D/innovation supports, firms typically interact with other enterprise policy
instruments. Analysing the mix between different instruments is paramount, given the holistic
and systemic nature of enterprise policy. Effective enterprise policy can be guided by
evidence-based evaluations. As such, access to high-quality government administrative
datasets, that capture detailed information on the mix of policy instruments available to firms,
is essential to enterprise policy development.



References:

Arora, A., Belenzon, S. and Patacconi, A. (2018) “The decline of science in corporate R&D”,
Strategic Management Journal, 39(1), pp. 3-32. DOI: https://doi.org/10.1002/smj.2693.

Czarnitzki, D. and Hottenrott, H. (2011) “R&D investment and financing constraints of small
and medium-sized firms”, Small Business Economics, 36(1), 65-83. DOI:
https://doi.org/10.1007/s11187-009-9189-3.

Czarnitzki, D., Hottenrott, H. and Thorwarth, S. (2011) “Industrial research versus
development investment: The implications of financial constraints”, Cambridge Journal of
Economics, 35(3), 527-544. DOI: https://doi.org/10.1093/cje/beq038.

Dumont, M. (2017) “Assessing the policy mix of public support to business R&D”, Research
Policy, 46(10), pp. 1851-1862. DOI: https://doi.org/10.1016/j.respol.2017.09.001.

European Commission (2022). 2022 Country Report — Ireland. Brussels, 9.6.2022, SWD(2022)
615 final/2. DOI: https://eur-lex.europa.cu/legal-content/EN/TXT/HTML/?uri=CELEX:
52022SC0615R(01)

Garrido-Prada, P., Lenihan, H., Doran, J., Rammer, C. and Perez-Alaniz, M. (2021) “Driving
the circular economy through public environmental and energy R&D: Evidence from SMEs in
the European Union”, Ecological Economics, 182, 106884. DOI: https://doi.org
/10.1016/].ecolecon.2020.106884.

Hart, M. and Lenihan, H. (2006) “Estimating additionality and leverage: the interplay
between public and private sector equity finance in Ireland (2000-2002)”, Venture Capital:
An International Journal of Entrepreneurial Finance, 8(4), pp. 331-351. DOLI:
http://dx.doi.org/10.1080/13691060600836192.

Hojnik, J. and Ruzzier, M. (2016) “What drives eco-innovation? A review of an emerging
literature”, Environmental Innovation and Societal Transitions, 19, pp. 31-41. DOI:
https://doi.org/10.1016/;.€1st.2015.09.006.

Horbach, J. (2008) “Determinants of environmental innovation-New evidence from German
panel data sources”, Research Policy, 37(1), pp. 163—173. DOI: https://doi.org/10.1016/
].respol.2007.08.006.

Ipinnaiye, O., Dineen, D. and Lenihan, H. (2016) “Drivers of SME performance: a holistic and
multivariate approach”, Small Business Economics, 48 (4), pp. 883-911. DOI: https://doi.org/
10.1007/s11187-016-9819-5.

Lenihan, H. (1999) “An Evaluation of a Regional Development Agency’s Grants in Terms of
Deadweight and Displacement”, Environment and Planning C: Government and Policy, 17(3),
pp- 303-318. DOI: https://doi.org/10.1068/c170303.

Lenihan, H. (2004) “Evaluating Irish industrial policy in terms of deadweight and
displacement: A quantitative methodological approach”, Applied Economics, 36(3), pp. 229-
252. DOL: https://doi.org/10.1080/0003684042000175343.

Lenihan, H. and Hart, M. (2004) “The use of counterfactual scenarios as a means to assess
policy deadweight: an Irish case study”, Environment and Planning C: Government and Policy,
22(6), pp. 817-839. DOI: https://doi.org/10.1068/c0413.

Lenihan, H. (2011) “Enterprise policy evaluation: is there a ‘new’ way of doing it?”, Evaluation
and Program Planning, 34(4), pp. 323-332. DOI: https://doi.org/10.1016/j.eval
progplan.2011.03.006.




Lenihan, H., McGuirk, H. and Murphy, K.R. (2019) “Driving innovation: Public policy and
human capital”, Research Policy, 48(9), pp. 103791. DOI: https://doi.org/10.1016/j.respol
.2019.04.015.

Lenihan, H., Mulligan, K., and O'Driscoll, J. (2020) “A cross-country repository of details on
the innovation and science policy instruments available to firms in eight countries (2007-2020):
The devil is in the detail”, Kemmy Business School, University of Limerick, Ireland, September
2020. DOI: http://hdl.handle.net/10344/9543.

Lenihan, H., Mulligan, K., Doran, J., Rammer, C. and Ipinnaiye, O. (2022) “R&D grant and
tax credit support for foreign-owned subsidiaries: Does it pay oft?”, ZEW-Centre for European
Economic Research Discussion Paper 22-003. DOI: https://www.zew.de/publikationen
/rd-grant-and-tax-credit-support-for-foreign-owned-subsidiaries-does-it-pay-off

McGuirk, H., Lenihan, H. and Hart, M. (2015) “Measuring the impact of innovative human
capital on small firms’ propensity to innovate”, Research Policy, 44(4), pp. 965-976. DOI:
https://doi.org/10.1016/].respol.2014.11.008.

Mulligan, K., Lenihan, H., Doran, J. and Roper, S. (2022) “Harnessing the science base:
Results from a national programme using publicly-funded research centres to reshape firms’
R&D”, Research Policy, 51(4), 104468. DOI: https://doi.org/10.1016/j.respol.2021.104468.

Perez-Alaniz, M., Lenihan, H., Doran, J. and Roper, S. (2022a) “Can public financial support
help firms overcome non-financial constraints to research and innovation?”, DRUID
International conference, Copenhagen Business School, Copenhagen, Denmark, 12-16 June.

Perez-Alaniz, M., Lenihan, H., Doran, J. and Hewitt-Dundas, N. (2022b) “Financial resources
for research and innovation in small and larger firms: Is it a case of the more you have, the
more you do?”, Industry and Innovation, pp. 1-44. DOI: https://doi.org/10.1080/
13662716.2022.2036597.

Ponikvar, N., Kejzar, K.Z. and Peljhan, D. (2018) “The role of financial constraints for
alternative firm exit modes”, Small Business Economics, 51, pp. 85-103. DOI:
https://doi.org/10.1007/s11187-017-9918-y.

Stucki, T. (2019) “What hampers green product innovation: the effect of experience”, Industry
and  Innovation, 26(10), pp. 1242-1270. DOI: https://doi.org/10.1080/13662716
.2019.1611417.




