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Note to translators:  FDI = ‘foreign direct investment’; MNC = Multinational Corporation. 
 
Introduction 
Ireland’s nominal corporation tax rate of 12.5 percent is low by European standards.  The 
corporation tax regime is also relatively transparent: the gap between the nominal and the 
effective rate – what firms actually pay when allowances etc. are taken into account – is much 
lower than for most other EU countries.  The other key feature of the tax regime is its stability. 
Padraic White, a former Managing Director of the Industrial Development Authority (now 
IDA-Ireland), refers to these features of the Irish tax regime as “the unique and essential 
foundation stones” of Ireland’s foreign investment boom.1  
 
Small peripheral late-industrialising states do not possess the advantages of centrality, large 
domestic markets etc. that larger core states have, and tend to offset these inherent 
disadvantages by offering low effective corporate tax rates. Ireland had a first-mover 
advantage to some extent in this regard in Europe, since it adopted a low corporation-tax 
strategy as long ago as the mid-1950s. The FDI-intensity of the economy was a major factor 
(in combination with expanding educational attainment, the Single European Market etc.) in 
creating the Celtic Tiger economy of the 1990s. It is also to a large extent responsible for the 
relative speed of the Irish recovery from subsequent crises, most notably the Global 
Financial/eurozone crisis. 
 
A low corporation tax strategy provided a way around the historical difficulty that, because of 
the ease of emigration (which had been embedded in the national psyche since the Great 
Famine of the 1840s), ‘cheaper labour could do little to compensate for Ireland’s relative 
backwardness and isolation, or to generate the investment necessary for faster economic 
growth.’2   There is a grave danger that Ireland could return to the acute policy difficulties of 
the pre-Celtic Tiger era if its export-oriented FDI development strategy were to be 
significantly constrained e.g. by moves towards corporation tax harmonisation. 
   
Ireland in 1956 
Ireland’s growth record in 1950-58 was the worst in Western Europe and the emigration-
fuelled decline in population was nearly twice as great as over the entire preceding period 
since independence in 1922.3 
 
‘Export profits tax relief’ – the origin of Ireland’s low corporation tax strategy – was 
announced in 1956. Over the next few years, the tax remission was extended to 100 percent, 
the period of the exemption was lengthened from five years to ten, and a 25-year exemption 
period was offered for developments at the newly-established export processing zone at 

                                                           
1 MacSharry and White, 2000, 250.   
2 Ó Gráda, Rocky Road, 1997, p. 217. 
3 Ó Gráda, ‘Five Crises’, 2011; Kennedy, Giblin and McHugh, Economic Development of Ireland, 
1988, p. 60 
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Shannon Airport.  The 100 percent tax relief demonstrates that the scheme was entirely about 
creating employment and economic growth rather than about generating tax revenue. 
  
Ireland – along with Greece, Spain and Portugal – remained among the most heavily 
protectionist economies of Western Europe up to the 1970s and beyond.  The OEEC 
(forerunner of today’s OECD) reacted with approval to the news of Ireland’s outward 
reorientation. The ‘export profits tax relief’ scheme of the 1950s might be viewed as an early 
forerunner of China’s ‘dual-track reform programme’ of the late 1970s in that, by providing a 
new source of job creation, it facilitated the later dismantling of Ireland’s trade barriers.   
 
The Shannon export processing zone has been identified by the World Bank as one of the 
world’s earliest and most influential EPZs and has been recognised by the Chinese authorities 
as having influenced their own outward-reorientation strategy.4  One of the Shannon 
Authority’s first acts was to commission a US consultancy firm to advise on further changes 
to Irish tax and company law that might facilitate the attraction of US businesses.  The report 
advocated that consideration be given to replicating some of  Switzerland’s policies in these 
areas.  The recommendations were rejected by the Irish authorities, both to avoid the stigma 
of being considered a tax haven and because it was determined that adoption of the Swiss 
regime would not necessarily maximise employment creation, which remained the primary 
goal of Irish policy.     
 
Developments since 1956 
The new strategy began to have an immediate effect in attracting foreign businesses, and 
there is widespread agreement that the subsequent substantially-improved performance of the 
Irish economy was largely ascribable to the influx of new export-oriented foreign MNCs. 
 
Export Profits Tax Relief was replaced with a special 10 percent rate of corporation tax for 
manufacturing industry in 1978, in response to European Commission concerns about 
artificial aids to exports.  The tax rate was harmonised across all sectors at 12.5 percent in 
1998, again in response to European concerns about anti-competitive state aids. The new rate 
applied for example to activities at the International Financial Services Centre (IFSC) which 
had been established in Dublin in the 1980s and was backed by a tax incentive that “matched 
the attractions of established and competing financial centres such as Luxembourg and the 
Channel Islands.”5  
 
Much of the agenda on corporation tax matters in more recent years has been set by the 
European Court of Justice.6. One particularly significant case involved two IFSC-based 
subsidiaries of a major British company on whose undistributed profits the UK Inland 
Revenue had taxed the UK parent company. The European Court of Justice ruled in 2006 that 
the UK’s actions were incompatible with the free movement of establishment and capital 
within the EU. Such tax measures, it judged, must not be applied where it is proven that a 
subsidiary carries on genuine economic activities in the host member state. The attractiveness 
of the tax regime is accepted to be as legitimate a factor as any other in a company’s choice 
of location. 
 
Interactions with the US tax system 

                                                           
4 World Bank, Export Processing Zones, 1992.  Lin and Monga, Beating the Odds, 2017. 
5 MacSharry and White (2000, 330) 
6 Barry and Healy-Rae, 2010 
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National corporate tax systems interact with each other in complex ways. Interactions with 
the US tax system are particularly important for Ireland given the significance of the US 
MNC presence in the Irish economy. The interactions became more complex in the late 
1990s as opportunities expanded for aggressive tax planning practices around the transfer of 
intellectual property (IP) from the US.7  (Though the US system changed dramatically with 
the passage of the Trump administration’s Tax Cuts and Jobs Act in late 2017, certain key 
features of the description below remain of relevance).  
 
Unlike most other countries, the US traditionally taxed its corporations on a worldwide rather 
than a territorial basis, meaning that US corporations owed taxes to the US government on all 
of their worldwide income. If a low tax rate was paid in Ireland, the corporation remained 
liable to the US authorities for an amount based on the difference between the Irish 
and the US rate.  
 
Low-tax jurisdictions remained attractive to US firms for two reasons however. The first 
related to the operation of the US foreign tax credit system. The US foreign tax credit applies 
to aggregated income taxes paid abroad. Low-tax jurisdictions allow US firms to ‘blend 
away’ the disadvantage of maintaining operations in high-tax overseas locations (hence, of 
course, facilitating these latter locations in attracting US investments in spite of their high tax 
rates). 
 
The second reason why low-tax foreign environments were attractive to US firms was 
because payment of US tax liabilities on overseas profits could be deferred until the profits 
were repatriated to the US. Deferral was essentially an interest-free loan from the US 
Exchequer to the corporation in the amount of the deferred tax liabilities. The gains to the 
corporation from deferral were higher in the case of low-tax jurisdictions. These advantages 
incentivised the assignment to Irish-incorporated entities of returns on patents derived from 
R&D that had largely been conducted elsewhere. 
 
Much effort has since been devoted by MNCs to devising tax-efficient methods to effect this 
transfer. A foreign low-tax affiliate can acquire the rights to the intellectual property by 
engaging in an R&D cost-sharing agreement with the parent company. The terms of these 
cost-sharing agreements are controversial. 
 
A second element of the strategies adopted emerged as a consequence of the introduction by 
the US Internal Revenue Service (IRS) in 1997 of simplifying ‘check-the-box’ (CTB) 
procedures.  Under this new system a range of foreign entities within the overall company 
structure could check-the-box to allow themselves to be disregarded (or essentially treated as 
branches rather than separate subsidiaries) for tax purposes. The CTB regime paved the way 
for creative tax-avoidance options involving the creation of ‘hybrid entities’. 
 
The US Treasury and the IRS attempted to reverse position as early as 1998 when the tax 
planning benefits offered by check-the-box became clear. The interest-group pressures 
against reversal proved victorious however and the regulations issued by the Treasury 
Department in 1997 were enshrined in legislation by the US Congress. 
 

                                                           
7 Frank Barry, ‘Aggressive Tax Planning Practices and Inward-FDI Implications for Ireland of the 
New US Corporate Tax Regime’, Economic and Social Review, Vol. 50, No. 2, Summer 2019, pp. 
325-340. 
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In addition to its low tax rate, Ireland also adhered to historic British case law which held that 
a company registered in the UK but without any UK activities was not subject to British 
taxation. This feature of Irish law enabled companies to be registered in Ireland without being 
tax resident in the country. This formed the basis of the ‘double Irish’ tax structure. The 
ultimate aim of this and other tax planning structures was to have MNC overseas profits 
accrue in micro state jurisdictions such as the Cayman Islands which levy franchise taxes 
rather than corporation tax.  
 
For reasons entirely unconnected with the introduction of check-the-box, the Irish Finance 
Act of 1999 strengthened the restrictions on the class of companies that would be allowed to 
be Irish-registered non-resident (IRNR) under the management and control test. In 2015 – in 
the wake of the US Senate Subcommittee findings on Apple and in anticipation of the 
OECD’s ‘Base Erosion and Profit Shifting’ (BEPS) initiative – Ireland’s corporate tax 
residence rules were further amended to close off such possibilities for ‘aggressive tax 
planning’, with structures existing prior to 2015 grandfathered for tax purposes through to 
2020. 
 
The coming-on-stream of BEPS, which seeks to align taxation with economic substance, is 
one of a number of factors associated with the substantial on-shoring to Ireland of IP assets in 
recent years. BEPS works to the advantage of jurisdictions such as Ireland where substantive 
operations can be located, unlike in the case of the micro states.8 The tax deductibility in 
Ireland of the capital expenditures entailed in the purchase of these IP assets by Irish-resident 
companies has also presumably been of importance. The ‘balance sheet relocation’ of IP 
assets to Ireland was a major component of the increased investment – and increase in 
associated exports – that drove the dramatic revisions to the 2015 Irish national accounts. 
 
 

 

 

 

 

 

 

 

 

 

                                                           
8 Mutti and Grubert, 2009. 


