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Presented to Committee by Michael Taft, Research Officer, Unite 

On behalf of Unite the Union I would like to thank the Committee for the opportunity to discuss 

Ireland’s effective corporate tax rate in a European and wider economic context.  Our submission 

will use the official data collected by national statistical agencies.  We do not intend to directly 

address the issue of Ireland’s role in the global tax avoidance network – which has considerable 

implications for estimating a robust and realistic effective tax rate.  For our purposes, we will use the 

currently available macro-economic data. 

The effective tax rate is a function of the headline rate combined with reliefs.  There are two 

principle measurements of profit that can be used to estimate the effective tax rate and compare it 

with other Advanced European Economies.1   The first is entrepreneurial income.  The Central 

Statistics Office describes entrepreneurial income as  ‘ . . .  a more comprehensive measure of 

corporate profitability.’2  Eurostat states:  ‘. . . net entrepreneurial income . . .  approximates the 

concept of pre-tax corporate profits in 

business accounting. ‘3 

The Department of Finance’s 

technical paper, Effective Rates of 

Corporation Tax in Ireland,4 points to 

issues regarding net entrepreneurial 

income; namely that this includes 

income from collective investment 

funds which are not taxed at source.   

Taking this on board, we propose to 

use net operating surplus5 – a 

common international measure of 

profitability and one which is 

favoured by the Department of 

                                                           
1
 Advanced European Economies is used by the Nevin Economic Research Institute and refers to the EU-15; it 

excludes the poorer New Member States. 
2
 Institutional Sector Accounts Non-Financial and Financial 2012, CSO:  

http://www.cso.ie/en/media/csoie/releasespublications/documents/economy/2012/isanonfinfin2012.pdf  
3
 Eurostat:  http://epp.eurostat.ec.europa.eu/portal/page/portal/sector_accounts/detailed_charts/non-

financial_corporations  
4
 Effective Rates of Corporation Tax in Ireland, Department of Finance: 

http://www.finance.gov.ie/sites/default/files/140407%20FINAL%20Technical%20Paper%20on%20Effective%2
0Rates%20of%20Corporation%20Tax%20in%20Ireland.pdf  
5
 Net operating surplus is gross operating surplus (gross value-added minus employee compensation) minus 

consumption of fixed capital (i.e. depreciation charges) and net indirect taxes (indirect taxes minus by 
producer subsidies).  Value added may be stated gross (equal to the net output value, including consumption 
of fixed capital, i.e. depreciation charges) or net (excluding consumption of fixed capital). 
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Finance technical paper.   There is little difference between net entrepreneurial income and net 

operating surplus as applied to non-financial companies.  It only becomes an in issue with financial 

companies.   

Using net operating surplus for 

all Advanced European 

Economies (AEE) to estimate 

the effective corporate tax 

rate, we find, unsurprisingly, 

that Ireland is an outlier.6  The 

mean average effective tax rate 

for AEE is 24 percent; Ireland is 

at the bottom of the table with 

9.1 percent.    The Irish 

effective tax rate is 62 percent 

below the mean average of the 

other countries. 

Another useful comparison is with other small open economies.7  These are countries with a similar 

structure to our own:  small economy, small domestic market, reliant upon export earnings.  The 

mean average for other small open economies is 26.2 percent – higher than the overall average and, 

so, even higher than Ireland. 

Ireland’s low effective tax rate is an historical phenomenon.  Since 2002 Ireland has maintained the 

lowest effective tax rate, even during the asset-bubble period.  It is worth considering the nominal 

fiscal impact of Ireland’s low effective corporate tax rate.  Clearly, the negative difference in tax 

revenue would be substantial when compared to other AEE.  Of course, this exercise would have to 

take into account the change in behaviour; for instance, the impact on the corporate tax base and 

key economic sectors. 

Another consideration, given the level of fiscal consolidation Ireland has endured, would be the 

multiplier impact of a low corporate tax regime.  Studies from the Nevin Economic Research 

Institute8 and IMF research9 suggest that raising the corporate tax rate would have minimal negative 

impact on the economy and a high level of consolidation benefit.  However, it is difficult to assess to 

what extent Ireland may be an exception to this. 

Tax rates, whether headline or effective, are a result of policy.  It has been stated that one of the 

goals of our current tax architecture is to encourage corporate investment.  Therefore, it may be 

                                                           
6
 Eurostat:  Non-Financial Transactions 

http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=nasa_nf_tr&lang=en Unless where otherwise 
stated, estimates using AEE are based on the mean average. 
7
 Austria, Belgium, Denmark, Finland and Sweden. 

8
 The Effects of Various Fiscal Measures, Dr. Rory O’Farrell, NERI: 

http://www.nerinstitute.net/download/pdf/neri_wp_201310_effects_of_various_fiscal_measures_rory_ofarr
ell.pdf  
9
 Effects of Fiscal Stimulus in Structural Models:  Coenen, G., Erceg, C. J., Freedman, C., Furceri, D., Kumhof, M., 

Lalonde, R http://www.stanford.edu/~kumhof/modelcomparison2010.pdf  
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helpful to construct a comparison of corporate investment using elements that helped us determine 

the effective tax rate.  When comparing corporate investment with net operating surplus we find the 

following: 

As seen, Irish corporate investment 

is extremely low in European 

comparison using this 

measurement.10  In other countries 

it is not unusual to see corporate 

investment levels exceeding profit 

levels.  Ireland, again, is an outlier.  

Using other measurements we find 

similar results.  For instance, when 

estimating corporate investment as 

a proportion of economic output 

(GDP), Irish corporate investment 

has over the last decade been, on 

average, 34 percent below the EU-

28 average.   

Alongside this is the attempt to encourage increased expenditure in the domestic economy.  Forfas 

tracks this in their Annual Business Surveys.11  A relevant measurement is the level of direct 

expenditure in the traded sector by client companies of state agencies such as IDA and Enterprise 

Ireland.  Direct expenditure equals wages and salaries along with materials and services purchased 

from domestic companies (intermediate consumption).   

Forfas estimates that, at the 

beginning of the last decade, over 37 

percent of sales were returned to the 

economy in the form of payroll and 

domestic purchases.  By 2012 this 

had fallen to a quarter.  In real terms 

(that is, after inflation), direct 

expenditure fell by 17 percent.   

If the policy intention of a low 

corporate tax is to encourage 

investment and higher direct 

expenditure in the domestic economy, it is urgent that that this be reviewed for it appears that the 

results have been disappointing. 

                                                           
10

 Eurostat:  Non-Financial Transactions 
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=nasa_nf_tr&lang=en 
11

 Annual Business Survey of Economic Impact, Forfas:  
http://www.forfas.ie/publication/search.jsp?ft=/publications/2014/Title,12012,en.php  
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Another assumption is that a policy of a low effective tax rate would encourage higher levels of 

employee compensation through higher levels of post-tax profits – a type of ‘trickle-down’ process.  

We can test this by measuring employee compensation as a proportion of profits (net operating 

surplus). 

In EU countries, employee 

compensation makes up nearly 

three times the level of profits (net 

operating surplus).12  In Ireland, 

however, employee compensation 

and profits are roughly equal.    

While the data shows that, in 

proportion to GDP, there was a fall 

in profits at the beginning of the 

crisis, this is a function of the fact 

that profits are squeezed at the 

beginning of a recession.  In Ireland, 

this fall has now been reversed.13 

Ireland’s relative low-wage standing 

shouldn’t be too surprising.  Unite 

has shown, using Eurostat data,14 that Irish employee compensation (or labour costs) in the market 

economy is well below other European averages. 

Irish employee compensation is 

substantially below European 

averages; in particular, when 

compared with our peer group – 

other small open economies.  It is 

worth pointing out that a reduced 

effective corporate tax rate 

compared to other EU-15 countries 

has to be compensated for by higher 
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 Eurostat:  Non-Financial Transactions 
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=nasa_nf_tr&lang=en and EU Ameco database for 
GDP:  http://ec.europa.eu/economy_finance/ameco/user/serie/SelectSerie.cfm  
13

 There is a suggestion that, even using conventional macro-economic data, profit levels in Ireland are inflated 
due to multi-national accounting practices.  The Irish Fiscal Advisory Council has attempted to address the 
issue of the relationship between Irish GDP and GNP by constructing a hybrid-GDP – which is less than the 
former but more than the latter.  Using their hybrid-GDP, and assuming that the reduced GDP comes 
exclusively from international flows that are categorised as ‘profits’, then Irish net operating  falls from an 
average of 28 percent to 21 percent of adjusted GDP over the last decade.  This still compares quite favourably 
with the EU-28 decade average of 13 percent of GDP.  Irish Fiscal Advisory Council Fiscal Assessment Report 
September 2012:  http://www.fiscalcouncil.ie/wp-content/uploads/2012/09/FAR_Sept2012.pdf  
14

 Ireland Needs a Wage Increase, Unite the Union:  
http://unitetheunionireland.files.wordpress.com/2014/02/ireland-needs-a-wage-increase-final-for-upload-
1802141.pdf  
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costs on households in the form of higher taxation or reduced expenditure on public services, social 

protection and / or investment.  Irish employees’ relatively low levels of compensation only 

exacerbate this situation.   

Defining the effective corporate tax rate should be the first step in a wider analysis of its fiscal and 

economic impact, allowing us to explore a number of questions. Is it achieving stated policy goals 

(encouraging investment)?  What are the historical and projected fiscal benefits?  What would the 

impact be of alternative systems of corporate taxation?   For instance, what would be the impact of 

a regime with a higher nominal rate but which would reward capital-intensive and other key value-

added sectors for investment – something which could boost investment and yield higher tax 

revenue? 

Clearly, if our current structures are intended to encourage investment there is persuasive evidence 

that countries with much higher tax rates – small open economies that are reliant on a strong export 

base as ourselves – are more successful in generating higher investment.  It is similar story when it 

comes to employee compensation.  The attachment of enterprises in the trade sector to the 

domestic economy is weakening.   

There is no doubting the positive impact of foreign direct investment in key areas of the economy; 

for instance, the chemical and pharmaceutical sector – a capital-intensive and global-networked 

sector which indigenous enterprise would have struggled to create. The challenge to the Committee 

is to assess the deficits while pointing to the benefits, in particular the benefits of an open economy.  

We do see a high-profit economy with relatively low levels of corporate investment and low levels of 

employee compensation.  Can we improve this and what role can the corporate tax rate and the tax 

regime play in this reform. 

However, there is still a need to provide a robust estimate of the effective tax rate.  In this 

submission Unite has used the current macro-economic data to make an estimate.  However, this 

data has been questioned – in particular, the work of Professor James Stewart15 who has shown the 

effective tax rate of US multi-nationals  in Ireland to be more consistent with that of classic tax 

havens like Bermuda and the UK Caribbean Islands than it is to average European economies.   

It is certainly the case that, even using the current macro-economic data, the accounting practices of 

multi-national companies make determination of key measurements impossible.  For instance, 

inflated gross value-added in multi-national dominated sectors means that Forfas cannot adequately 

measure Irish productivity.  To make a reliable estimate they must use the productivity of the United 

States labour force to measure Irish productivity.  This is a highly unsatisfactory situation.   

It is also the case that international opinion is highly negative – whether it is the US Senate or the 

House of Commons or the EU investigation into our structures; or whether it is continuous articles in 

prestigious financial newspapers.  This is causing considerable reputational damage to the Irish 

                                                           
15

 PwC/World Bank Report ‘Paying Taxes 2014’: An Assessment, IIIS Paper, Professor James Stewart:  
http://www.tcd.ie/iiis/documents/discussion/pdfs/iiisdp442.pdf  

http://www.tcd.ie/iiis/documents/discussion/pdfs/iiisdp442.pdf
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economy to the point of ridicule.  In a recent analysis in Forbes magazine, the question was asked: if 

we cannot call Ireland a tax haven, what do we call it?  They suggested that we be called a ‘bagel’.16 

We must not make the same mistake made during the middle of the last decade, sensing that 

something was wrong with the asset-bubble but not discussing it, never mind addressing it before it 

became a crisis.  Tax-driven industrial and enterprise policy, especially when the tax structure is 

problematic in many international commentaries, can be undermined by other economies seeking to 

attract foreign capital, or by international agencies addressing the role of global tax avoidance. A 

policy based on a flawed structure could easily unravel (the proverbial stroke of a legislative pen 

from another country resulting in the disappearance of our ‘tax benefits’).   In short, we must ensure 

that we are not heading blindly into another crisis because of a refusal to face up to reality or to 

adapt to a changing environment. 

Michael Taft 

Research Officer 

Unite the Union 
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 ‘If Ireland Is Not A Tax Haven, What Is It?’, Forbes, November 6
th

 2013, 
http://www.forbes.com/sites/taxanalysts/2013/11/06/if-ireland-is-not-a-tax-haven-what-is-it/  

http://www.forbes.com/sites/taxanalysts/2013/11/06/if-ireland-is-not-a-tax-haven-what-is-it/

