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Foreword

- This report examines Ireland’s foreign direct investment policies. It is the
result of an-examination held in September 1993 by an OECD Working Group
made up of representatives of the Committee on Capital Movements and Invisi-
- ble Transactions and the Committee on International Investment and Multina-
~ tional Entefprises.' These committees, whose members are officials from minis-
tries of finance, foreign affairs, commerce and industry, and from central banks,

promote liberal, non-discriminatory investment policies through the OECD Code

of Liberalisation of Capital Movements and the National Treatment Instrument.

The report has been reviewed and adopted by both committees and was
derestricted by the OECD Council on 14 April- 1994. Factual updatmg has been
made through November 1993.
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Chapter 1 o
Introductlon and summary

Ireland has long recognised the financial, technological, managerial and
employmen(. benefits of foreign direct investment, and has actively sought to
integrate its economy ‘more fully mto the global economy through FDI. Attracting
mternatlonal direct investment has been a major part of its industrial policy since
the late 1950s, when the govemment moved away from import substitution
strategies, protectionism, and forelgnownershlp restrictions to allow foreigners
nearly unrestricted access to the Irish economy. Restrictions on foreign invest-
“ment in Ireland were replaced by tax incentives and grants, and the government
recognised the need to create a favourable climate for firms offering export-led
growth. Indeed, among the smaller geographically isolated OECD economies,
Ireland was one of the first to fully embrace an outward- lookmg approach to
international direct investment,

Ireland’s membershlp in the European Commumty on 1 January 197’1 accel-
erated the country’s integration into the European and world economy, and
provided strong incentive for foreign investment into Ireland. Seventy per cent of
the manufacturing Companies"currently operating ‘in Ireland have set up since
Ireland joined the European Community.! Membership in the Community has
given these firms access to the European market of some 350 million people, and
has also exposed industry in Ireland to international competition. The Irish
authorities welcome the new opportunmes and competitive dynamics that greater
integration is expected to bring. Membership in the EEC has also brought impor-
tant financial benefit to Ireland in the form of structural and cohesion funds,
which are being used to develop Ireland’s infrastructure and bring its economy
more closely into line with its European partners. Indeed, from 1990-1992 net
transfers from the EC to Ireland totalled almost Irish £5 billion, over 6 per cent of



the country’s GDP (Table 4). The free exchange of goods, services, investment
and people among EC member states poses challenges for Ireland, too, as compe-
tition among countries for FDI grows and investors have more options when
considering investment sites in Europe.

Foreign direct investment plays a singularly important role in the Irish
~economy and has contributed significantly to the expansion and diversification of
its industrial base, the diffusion and application of new technologies, and the
creation of jobs in the private sector. Among OECD countries, FDI in Ireland
accounts for a relatively large part of its"manufacturing output, employment and
exports. The Government has spent significant financial resources bringing high
technology, capital-intensive firms into Ireland, and has done so with considera-
ble success. | |

The financial support for foreign investment has not been without costs,
however, and questions have been raised about the extent to which the wide-
spread availability of grants may have distorted the market for industrial finance
and inhibited the development of commercial support for grant-aided firms.2 The
grant programme has also been cost]y, with substantial resources going to private
foreign and domestic firms wishing to establish or expand their business. Grant
aid to new foreign start-ups alone currently total about Ir£50 million a year.?
‘There have also been concerns about what has been called the * ‘grant mentality,”’
whereby private investors depend -on public assistance for proﬁt-makmg
endeavours. Finally, indigenous enterprise development has lagged behind the
international sector, exacerbating the problem of the dual economy and forcing
the govemment to rethink its approach to industrial development.

- The g()vemment s new approach to industrial policy seeks to address these
problems by tying grants more closely to jobs created rather than to capital spent,
- and gives greater priority to employment creation and local enterprise develop-
ment. Indeed, while FDI promotlon has been successful, foreign firms have not
prov1ded enough.new jobs to offset job iosses in indigenous companies and the
inflow of new entrants into the workforce. Ireland’s unemployment rate remains
nearly the highest in the OECD. |

Despite Ireland’s openess and receptivity to foreign direct investment, there
are nevertheless several areas where foreign investment is restricted and where
monopolies and other market access barriers could impede direct investment
inflows. For example, the energy sector is characterised by the dominance of state



enterprises, monopolies and other forms of government intervention, telecommu-
nications services remain a public. monopoly, and air transport is restricted to
~Irish or EC companies. There are also a number of licensing and other controls in
various trades and professions that restrict foreign participation. In addition,
certain provisions apply to non-EC investors but not to investors. from the
European Economic Community. Reciprocity considerations, for example, may
apply to non-EC investments-in banking and financial services and in the estab-
lishment of branches of insurance companies, but not to EC firms. Moreover,
non-EC investors do not benefit from the recent liberalisations in air transport,
the acquisition of land for agricultural purposes, or the acquisition of Irish-
registered sea fishing vessels. Investment by non-EC residents in flour milling
activities has long been restricted under Irish law.

This report examines the role of foreign investment in the Irish economy,
Ireland’s support for such investment, the policy implications of the fiscal,
financial and other support being offered to foreign investors, and the areas or
activities where impediments to foreign investment remain. A number of policy
- issues are highlighted. First, it is suggested that data on incoming foreign invest-
ment is surprisingly incomplete and should be improved by establishing a better
capability for the collection, compilation, and distribution of FDI data. The Irish
authorities recognise that a more comprehensive and systematic approach to
FDI data collection is needed, and are instituting a new system for that purpose.

The Irish government’s recent reorientation of industrial policy towards
indigenous enterprises and developing greater links between Irish and foreign
- firms may have implications for foreign investors, both those wishing to establish
and those already in Ireland. The government will more closely scrutinise compa-
nies in meetmg certain performance targets, such as those related to the creation
of jobs, and will ‘‘claw back’” grant beneﬁts from firms which fail to meet their
targets. How this policy is camed‘out, and in particular, whether foreign and
local firms will be subject to the same requirements, will have an important
bearing on the investment environment in Ireland.

Another issue is privatisation, where the Irish government has announced its
intention not to further privatise state enterprises, and the more general question
of the role of the Stat_e in Ireland’s economy. The question of whether it may be
desirable at least to consider further market-opening measures might be
addressed, given the state’s relatively large role in the Irish economy, its desire to
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enhance competition in sectors where the state is dominant, the continued burden
of many state enterprises on the national budget, and the success of earher
privatisations in the insurance and food industries. '

The remainder of this note is organised as follows: Chapter 2 analyses
FDI trends in Treland and the role of foreign investment in the Irish economy.
Chapter 3 examines Ireland’s FDI policies and Chapter 4 provides concluding
comments and observations on Ireland’s FDI policies. Annex 1 explains the
nature and role of the OECD instruments in promoting liberal FDI policies and
details Ireland’s position under these instruments. Annex 2 contains lists a chro-
nology of main events affecting FDI policy and practice in 'Ireland. Annex 3
~ contains direct investment statistics to and from the OECD countnes and
~ Annex 4 is a list of usefu] references : '
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Chapter 2

The role of forelgn dlrect mvestment in Ireland

A. Introduction

, Foreign direCt investment has long been regarded as a key component in

Ireland’s economlc development Smce the late 1950s and early 1960s, succes- =

sive govemments have encouraged foreign equity part101pat10n in the II’ISh econ-
omy, mostly through the use of grants, and foreign firms today account for half of
Ireland’s mdustrlal output and three-quarters of its manufactured exports.* This is
quite hlgh by OECD standards ‘and reﬂects FDI's important role in Ireland’s
economy. Forelgn ﬁrms in Ireland have contrlbuted to expanded output, higher
productlvrty, and export growth and the fastest growing sectors in the Irish
economy durmg the 1980s and 1990s have been predommantly foreign-owned.
In 1992 around three- quarters of the 10 per cent increase in manufacturmg output
came from the foreign-owned, hlgh technology sectors 3 Most of the rew service
firms in Ireland are foreign- -owned, too. -

United ,States- ﬁrms are easily the meost important foreign investors in
Ireland, measured by value of investment,'numbertof firms, and number of people
- employed. Next come companies from the United Kingdom, whose share of the
total foreign investment has been falling in recent years, followed by Germany,
whose firms have increased their 'pre__sence since 1988. Metal products have taken
the largest share of foreign investment since 1983, followed by chemicals and the
food and beverage industry. More foreign companies had established Irish affili-
ates in metals and' engineering ‘than any other sector in 1992, with financial
services second in terms of the number of foreign firms establishing in Ireland.




B. Data and methodulogical issues®

Statistics of direct investment flows arenot presently available in Ireland’s
balance of payments statistics, which are compiled and published by the Central
Statistics Office. A new data collection system for balance of -payments statistics
is planned, and it is expected that the new system will include statistics on foreign
direct investment. Under the new system, which will be largely based on the
OECD Benchmark Definition of Foreign Direct Investment, FDI is likely to be
‘defined as investment in which a foreign investor owns 10 per cent of the
enterprise’s equity and has an effective voice in its management.” |

Planning and implementing the new system will take several years. In the
meantime, the Central Statistics Office is putting in place several surveys
designed to fill the more serious gaps, and where possible to strengthen and
improve the system. The surveys will cover about 350 enterprises engaged in
inward and outward direct investment. Statistics on mergers, acquisitions and
take-overs are not systematically complled but some of this activity would be
captured in the surveys. In this interim phase the Irish authorities hope that
“improvements will be possible in the statistics on direct investment.

In the absence of balance of payments data on direct investment, the Irish

. authorities have compiled data on fixed asset investment undertaken each year

since 1983 by foreign-owned companies in Ireland. The data is drawn from
Industrial Development Authority (IDA) records, and covers only investment
eligible for IDA grant assistance, which includes investment in manufactunng
~and in internationally-traded services. IDA direct investment data do not include:

1. investments in fixed assets which are not grant aided;
2. investment in working capital; |

3. investment by foreign companies which are not IDA chente
4. investments for mergers and acquisitions.

Companies which may be investing in Ireland but which are not IDA clients, and
therefore would not be captured in the IDA’s statistics include, for example, non-
bank finance institutions and foreign-owned retail and wholesale firms. These are
not the most significant investments not recorded in IDA data, however. Invest-
ment in working capital constitutes the largest single portion of i mcommg FDI not
captured by IDA data,
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While this data is incomplete, it is_kn’own to account for a high but decreas-
ing proportion of total fixed asset investment by foreign-owned companies. It
should be noted that no information is available on tke financial flows underlying
these investments, in particular the extent to which additional fixed asset invest-
ment by existing firms is financed by new investment rather than out of retained
earnings. No information is available on outward direct investment from Ireland.

C. FDI inflows, home countries and sectors

, ‘Data from the Industrial Development Authority, which covers only invest-
ments eligible for grant assistance, show uneven flows of FDI into Ireland since
1983. Inflows declined frond.$2381million in 1983 to $198 million in 1985, then
picked up from 1985-1987, when inflows reached $312 million. FDI fell again
from 1987-1989, when inflows totalled $192 million, and then increased after
1989, reaching $361 million in 1992 (Table 1 and Chart 1). It must be
~ remembered that IDA data covers only grant-eligible investments, which account
for a high but decreasing proportion of all fixed asset investment by foreign-
owned companies. Thus, the actual amount of FDI flowing into Ireland is proba-
bly larger than indicated by IDA figures, although the trends are probably the
same.

Nearly all of the foreign investment in Ireland has been in greenfield invest-
ment and expansions, with very little merger and acquisiiion activity. This is

Table 1. Foreign direct investment flows, 1983-1992!

In US$ million
Years Inward Years ) Inward
1983 238 | 1988 239
1984 - 202 1989 . 192
1985 198 1990 202
1986 253 1991 - 360
1987 312 1992 361

I, Fixed asset investment by foreign-owned companies cligible for grant assistance
by IDA (excludes Shannon Free Airport industrial zune).

Source: Industrial Devalopment Authority of Irelund (IDA); data converted in $ t
average of daily exchange rates.
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Chart 1. Foreign direct investment flows
Grant-aided fixed asset investment
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Source: OECD/DAF.

partly explained by the structure of industry in Ireland, in which there are
relatively few companies that would appear to be attractive acquisition targets.
The few acquisitions and mergers that have taken place have involved food and
financial services companies. Moreover, in an economy like Ireland’s, with a
relatively small industrial base and significant potential for growth in the manu-
facturing, industrial and service sectors, there are likely to be more opportunities
- for new start up businesses than in a larger, more mature economy.
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Foreign investors also do not appear to have engaged in many joint ven-
tures, either. It may be, however, that the available statistics undervalue joint
ventures because only those ventures in which the foreign investor takes a
majority share are included in IDA data. If Irish investors control a majority of
the joint venture’s stock the transaction will not be included in IDA’s statistics.

United States companies are by far the largest investors in Ireland, employ-
ing more people, investing more capital and controlling more firms than investors
from any other country. This is partially explained by long-standing historical
ties between the United States and Ireland, and the fact that US firms were early
“entrants in the Irish market. US companies began to invest in Ireland in a
substantial way in the 1970s and 1980s, putting a large portion of their capital in
the electronic and pharmaceuticals industries. This dominant position has contin-
ued through the second half of the 1980s and into the 1990s. United States firms
have accounted for over half of the total foreign investment in Ireland since 1983.

The next largest. investors in Ireland are companies from the United
Kingdom and Germany, followed by the Netherlands and France. The United
Kingdom’s share of the total fell from almost 17 per cent during the 1983-1987
period to around 6 per cent during the 1988-1992 period, while Germany’s share
“of the total rose from 7 to nearly 10 per cent during the same period. Indeed, of
the major foreign investors in Ireland, only German firms’ average during
1988-1992 was larger than during the 1983-1987 period (Table 2).

Table 2. Foreign ﬁxed asset investment ﬂows by country, 1983-1992l
In lr£ mlllxon

1983-87 % of . 1988-92 % of

Average ~ total . Average  total 1988 1989 1990 1991 1992
United Kingdom : 32 16.6 12 - 6.8 >15 .15 13 7 9
Germany 14 7.5 16 97 17 N 15 2 17
Other Europe 29 15.0 24 14.3 34 13 13- 37 26
United States 103 535 95 . 56.0 77 83 69 112 133
Total - - 193 100.0 170 100.0 157 . 136 >122 ' 223 212

1. Fixed asset investment by foreign-owned companies eligible for grant assistance by IDA (excludes Shannon Free Airport
industrial zone).
Source: Industrial Development Authority of Ircland (IDA).
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- Japanese investment has so far been small, with only 28 Japanese companies

established in Ireland by the end of 1992.2 Part of the reason may be that with a
population of only 3.5 million Ireland cannot provide a substantial domestic
market. Another reason for the paucity of Japanese investment may be Ireland’s
~ location as an island situated on the fringe of the European mainland. Japanese
investors seem to give particular value to being close to large markets.

In terms of the number of foreign companies operating in Ireland, the United
States is dominant, with 387 firms accounting for 38 per cent o all foreign
enterprises there. The United Kingdom is next with just over 200 companies and
about 20 per cent of the share of foreign companies, followed by Germany with
148 companies (Chart 2). - - e '

Metal products have taken the largest share of fixed asset foreign investment
sinée 1983, accounting for 55 per cent of the average during 1988-1992. Next in
~ importance in terms of value of foreign investment is chemicals, which over the
- 1988-1992 period averaged almost 20 per cent of all grant-aided investment. The

food, beverage, and tobacco sector fell in importance, from 19 per cent of all

Chart 2. Number of foreign companies operating
in Ireland in 1992, by country of origin

United States 387
(38.2%)

Other 221
(21.8%})

Germany 148
{14.6%)

Netherlands 56 -
(5.5%)

Source: OECD/DAF. -
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Chart 3. Foreign direct investment
Fixed asset investment flows by industry

1983-1987 average
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1988-1992 average

Chemical products 16%

Textiles and leather 7.7%

Food, beverages
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Services 4.1%
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Source: OECD/DAF.



grant-aided investment during the 1983-1987 perlod to Just under 8 per cent
during 1988-1992 (Chart 3).

The largest number of foreign firms were engaged in metals and engineer-
ing, some 375 companies accounting for 37 per cent of all firms in 1992. The
next most important sector in terms of number of companies is financial services,
with 217 firms accounting for 21 per cent of the total number of grant-eligible
foreign investors in 1992 (Chart 4). These figures give an indication of the
number of firms established by foreign investors in various sectors of the Irish
economy, but do not say anything about the size or value of those investments. In
the financial services sector, for example, most of the foreign firms in the
International Financial Services Centre were set up only a few years ago. A large
majority of these firms are at the early stages of their development and may be
relatively small in terms of the number of people employed By contrast, in the
electronics industry, where Ireland has long had a strong base, 250 companies
employ more than 25 000 people and generate a quarter of Ireland’s manufac-
tured exports

Chart 4. Number of foreign companies operating
in Ireland in 1892, by sector

Chemicals 120
- (11.8%)
Metals TH
and ‘engineering 375

(37%) Fobd, beverages

" and tobacco 62
©+{8.1%)

N

Flnancnal services 21
(21.4%).

" Source: OECD/DAF.

Other 219
L (21.6%)



Ireland’s incoming direct investment, on the basis of available data, com-
prises a relatively moderate part of its gross domestic product when compared to
other OECD countries of comparable size. For example, Ireland’s incoming |
FDI/GDP ratio over the 1983-1992 period averaged 0.8 per cent, while
Portugal’s share of FDI to GDP rose from (.8 per cent in 1986 to 4 per cent in
- 1991. New Zealand’s incoming FDI/GDP ratio during the 1921-1991 averaged
1.3 per cent. Moreover, Ireland’s FDI/GDP ratio fell consistently from 1983 until
1990, when it rose sllghtly and then fell again from 1991-1992 (Chart 5,
- Table 3) :

This may be explained by several factors. First, Ireland’s GDP has been
growing during the last several years while FDI mﬂows have not. Part of the
reason for this is that competmon for direct investment h.s increased substan-
tially in recent years, and Ireland’s share of the market for FDI has decreased.
Moreover the global recession has contnbuted to the fall in the overall volume of
FDI from its peak levels in the late 1980s.' Another explanatlon for Ireland’s
relatively low FDI/GDP ratio may be that FDI inflows are substantially underes-
timated by the available statistics. Fmally, comparing Ireland’s FDI/GDP ratio to
that of a country like New Zealand may be sllghtly mlsleadmg, in that
New Zealand’s' privatisation programme attracted exceptionally large inflows.
from 1990-1992 which are unlikely to be repeated.

" Foreign direct investment plays a major role in Ireland’s economy when
measured against other criteria. Industrial employment and output are heavily
dependent on foreign firms: half of the employment in the industrial sector and
75 per cent of its output are attributed to foreign companies. Foreign firms
employ almost 80 per cent of all those employed in the chemicals sector, 70 per
cent in textiles, 70 per cent in beverage and tobacco, and 55 per cent in financial
and other services (Chart 6). Employmént growth, although too weak to offset
the growing workforce, has largely come from foreign private firms, which have
increased in number and in number of employed over the last 20 years (Table 4).
Indeed, the available data suggests that the unemployment problem would have
been more severe without the large presence of multinational enterprises. Since
1987, for example, foreign-owned firms have provided a net gain of 10 400 jobs,
while Irish-owned companies have lost 600 jobs over the same period.!!
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Chart 5. FDI as a percentage of GDP and GFCF

1983-1992
US$ million : | ,
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Sources: OECD/DAF.

D. FDI outflows, host countries and sectors

Irish-owned companies have traditionally not been important overseas
investors, although in the mid-to-late 1980s several Irish enterprises, mostly in
the banking sector, began to make investments abroad, mostly through acquisi-
tions in the United States. To the extent that Ireland is acting as home to
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Chart 6. Employment by forelgn companles by sector in 1992
‘ In thousands '

Non-metallic minerals
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Food .
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Paper and printing

Timber and furniture
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Miscellaneous

Source: OECD/DAF.
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Table 4., European Community Transfers

A. ~ European Community (EC) Transfers

1989 1990 1991 1992
Irf million
Receipts
Agricultural Guarantee Fund 963 1 287 1334 1114
Guidance Fund 77 94 143 144
_ Regional Development Fund 113. 225 342 442
Social Fund - 139 128 371 277
Other ' . 4 7 11 11
 Total o 1295 1 741 2 201 1 988
Net EC transfers - : 1008 1457 1 854 1635
(percentage GDP) B A ' 5. 6 6.9 5.7

B. Relative \mportance of the EC structural funds (1989 1993)

Public expenditure

Total ' - 1000

Total (;tmclural fu.nds + national Structural funds
nance requirement)
Million ecu Per cent of Million ecu Per cent of
1989 prices region GDP 1989 prices region GDP
Ireland , ' 6 126.0 3.8 36720 2.3
Greece . 12 995.0 52 7 193.0 2.9
Portugal 14 026.0 6.6 7 368.0 - 35
Spain (70 % of the country) 16 507.0 2.0 9 779.0 1.2
Italy (Mezzogiorno) ‘ ' 14 062.0 1.5 7 583.0 0.8
- C. EC structural funds: breakdown by main categories (1989-1993)
: ' Ireland Portugal Spain Ttaly Greece
Infrastructure - ' 17.1 273 531 473 313
Aids to investment 26.5. 17.0 99. 29.0 70
Agricuiture : 24.5 119 14.0 8.3 13.0
Manpower 31.2 28.0 22.7 14.8 13.7
Regional programmes > 15.6 o - 34.5
Others 0.6 0.2 0.3 0.6 0.4
100.0 100.0 - 100.0 100.0

“Included in other categories.

Sources: A: Department of Finance and European Commumty

B and C: European Community.




FDI outflows, it is the Irish-owned firms that are making the investments. For-
eign-controlled firms are not investing from Ireland. No statistics are available on
outward investment flows. - | | |



Chapter 3
Ireland’s forengn dlrect mvestment pollc1es

A. Introduction

There are no restrlctlons of a general nature governing foreign direct invest-
ment in Ireland, no limits on the percentage of foreign ownership permitted, and
profits can be freely expatriated. There are no ‘requirements that shares in Irish
companies must be held by Irish citizens, and foreigners may purchase land for
mdustnal purposes W1thout restrlctlon Grant aid is avallable for suitable projects
in all areas of the country, and is granted to forelgners on the same basis as Irish.
There are no restrletlons based on cu]tural consrderatrons No private mvestment

’ domestlc or forelgn is permltted in, the arms 1ndustry and there are no other
‘ forelgn mvestment restrlctlons for pubhc order and security reasons.

Investors from the European Econonnc Commumty and those outside the
EC receive the same treatment under Irish law.and practice in all but a few areas,
where there are rules or restrictions that - apply to non-EC investors only. Reci-
procity considerations, for example, may apply to. non-EC investments in bank-
ing and. hnanmal services ‘and in the. establishment of branches of insurance
comparies.. In addition, some hberahsatlons have not been extended to invest-
ment. by non- -EC nahonals For, example, dlrect investment in air transport, the
acqu1smon of land for agncultural purposes, and the acqulsmon of Irish-regis-
tered sea fishing vessels has been made liberalised for investors from the EC but
_not outs1de the EC. Investment by non-EC resrdents in ﬂour milling actrvmes has
long been restrlcted under Irish law

Land ‘appears to be the one area where forexgn investment may be consid-
ered sensitive, particularly land for agricultural purposes. All non-nationals who
want to purchase land must apply to the Land Commission for permission to do
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so, but experience over the last seven or eight years has shown that permission to
purchase land 1s rarely withheld.

There are no special conditions or public interest criteria that apply to take-
overs of Irish firms by either EC or non-EC firms. Mergers in all businesses -
except newspapers must be approved by the Minister for Enterprise and Employ-
ment when assets are above Ir£5 million and when turnover exceeds Ir£10 mil-
lion per year. The Government has agreed to double these thresholds to
~ Ir£10 million and Ir_£20 million respectively.

Where proposed grant aid for any one project exceeds Ir£2.5 million, train-
ing grant aid exceeds Ir£2 million, or employment grant aid is over Ir£1.25 mil-
lion, the project is referred to the Government cabinet for permission to approve.

B. Indnstrial_policy and foteign direct investment
| i) Introduction

Ireland has for the last 30 years maintained an active industrial policy
designed to help make its economy more competitive and increase the standard
- of living of its population. Government support to foreign enterprises wishing to
~ establish or expand in the Irish market has been an important and highly visible
 part this industrial policy. The latest plan, covering the 1994-1999 period, will
put Ir£20 billion into the Irish economy, of which over half will go to industry,
transport, training and energy. Private sector investment is expected to concen-

trate in the industrial and service sectors, with indigenous enterprises receiving
- greater government support than in the past.'?

Ireland’s approach to industrial development through the broad use of grants
has been evolving since the mid-1980s and took a major turn in 1992 with the
adoption of a new plan for industrial policy. A 1984 White Paper on Industrial
Policy had already highlighted new directions for industrial policy, emphasising
research, technology, indigenous company development, and improved national
linkages between foreign and Irish firms. This was the beginning of an adaptation
rather than a reversal of the policy of attracting foreign investment, and the -
policy continues to evolve today. Indeed, the Central Bank of Ire!land emphasised
in the Spring of 1993 that industrial policv needs to be constantly reviewed to
ensure that maximum long-term benefit is derived from the considerable expendi-




tures involved, and that an appropriate balance is kept between indigenous and
foreign-owned industries.

A major mdustrxal policy review, the ‘‘Culliton Report’’,'* concluded in
1992 that Ireland had become overly dependent on overseas-owned enterprises in
developing its industrial base, and that greater efforts were needed to develop the
indigenous enterprise sector. A shift away from gr'ant_s, towards government
equity participation in local enterprises was recommended. The Culliton Report
also called for'tighter performance targets for investors wishing to qualify for
“grants, and withholding grants from companies which fail to meet specified

targets, such as jobs created. '

- It was also recommended that a broader approach to industrial development
be undertaken taking into account those factors most critical to economic per-
formance, including the level and structure of taxation, cost and quality of
infrastructure, and the effectiveness of training and education. Greater attention
will therefore be pald to improving the overall conditions for investment in
| Ireland, including policies to improve infrastructure, enhance competition,
reform the tax system, improve the state sector’s accountability and performance,
and develop technical and vocational training capacity. This represents a broader,
more integrated approach to industrial development and takes into account the
various economic and institutional factors that collectively make for a competi-
tive economic environment.

The follow-up ‘‘Moriarty Report’’'* contains recommendations for imple-
menting Culliton’s proposals and was endorsed by the Government in May 1993,
- setting deadlines for putting into place Moriarty’s recommendations. As a result
of the industrial policy review and follow-up, a number of important changes
have been made in the substance, organisation and administration of industrial
policy that will effect the climate for foreign investors in Ireland.

ii) The new industrial policy: programmes and policies

The starting point for Ireland’s new approach to industrial development and
to foreign direct investment’s role in this process is the recognition that, having
put into place the macroeconomic framework for sustainable growth, a broader,
more integrated approach to economic development would be needed



Ireland’s macroeconomic performance since 1987 has been good. From
1987-1990 Ireland was able to achieve rapid growth, stable inflation and an
improving employment, export and balance-of-payments performance.”® The
deterioration in the international climate since 1990 has made progress on the
macroeconomic front slower and more difficult, but Ireland’s GDP nevertheless
continues to expand between 2.5 and 3 per cent a year, well above the OECD
average. Ireland’s GNP growth of 3.5 per cent in 1992 was the highest in the
European Community.'® Unemployment remains high, however, and is policy-
makers’ most pressing preoccupation.

With a sound macroeconomic policy framework in place, the Irish authori-
ties have determined that traditional instruments of industrial policy are no longer
enough. Indeed, the more important factors affecting economic and direct invest-
ment performance — the level and structure of taxation, cost and quality of
infrastructure, and the effectiveness of training and education — will be given
greater emphasis under the new industrial policy. Irish-owned firms, in particular,
will receive greater attention and support under the new policy.

As part of this new approach, Ireland’s grants to foreign enterprises have
come under closer evaluation and scrutiny, in part because foreign enterprises
have not been able to prevent a rising unemployment rate that has remained well
above the OECD and European average throughout the 1980s and 1990s, despite
the substantial sums going to investment promotion.

There have also been concerns that grants have distorted the market for
industrial finance and may have inhibited the development of commercial finan-
cial support for grant-aided firms. Another concern has been that the
government’s financial resources may not have been used to their full advantage,
and that a more targeted use of funds is needed, in particular to develop industrial

clusters by building on Ireland’s competitive strengths. A final concern of the
~Irish authorities is what has been called the ‘‘grant mentality’’, whereby private
investors assume that public assistance, financial and otherwise, will be provided
for profit-making endeavours. Some OECD members have also questioned
whether grant-related performance requirements have distorted the firms being
aided, but the Irish Government believes the performance targets are needed to
ensure that value is gotten for the substantial sums of money being spent.
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The Government has instituted a number of changes in industrial policy and
in the incentive system that will llkely have . 1mplrcatlons for the investment
climate in Ireland. ‘

First, there will be greater emphasis on getting better value for money, and
the Industrial Development Authority (IDA) and Department of Enterprise and
Employment will continue to improve their capacity to evaluate the effects,
- particularly the employment effects, of projects receiving grant assistance. Grants
will be more closely linked to job creation, and enterprises’ performance in
meeting these targets will be carefully scrutinised.

Grants will still be an important element in the investment promotion pro-
~ gramme, as the Government continues to believe grants are needed to compete
for internationally-mobile projects. This is particularly true given Ireland’s small
market and its location on the periphery of Europe, whose centre is moving east,
according to the Irish authorities. Certain manufacturers’ preference to be close
to markets for just-in-time delivery is another factor that makes incentives impor-
tant, according to the Irish experts. In sum, while grants are still seen to be
needed, there will be more marked efforts to get greater value from the grant
budget.

Ireland’s Industrial Development Authority already has provisions in its
incentive agreements to ensure that grant-aided firms meet their obligations to
create and maintain jobs, export a signiﬁdant percentage of their output and meet
other requirements, but the Government wants to make even greater efforts to
make the grants more cost—effectlve and to ensure strict adherence to grant
budgets and employment targets. Before any grant payment is made the
IDA must be satisfied that all conditions set out in the legal agreement have been
met. In respect of employment grants, half the negotiated grant is paid on
certification’ that the job exists, with the balance being paid one year later
provided the job continues to exist. Progress on each project is monitored by an
IDA executive who maintains regular contact with client compames and serves
as a liaison between the company and IDA.

IDA also has recourse to “clawback"’ provisions under which a grant can be
revoked or cancelled during a 10-year period if one or more of the following
conditions is broken: -
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a) the company fails to complete the provision of the fixed assets within
- an agreed time period;
b) the company fails to comply to the satisfaction of the IDA with any of
" the conditions relating to the grant offer;

c) steps are taken to wind up the company;

'd) a receiver is appointed over the company’s property; and

e) the company, without the consent of the IDA, ceases to carry on the
’ undertaking. ' -

The clawback provisions are seldom invoked but are useful in ensuring that firms
that come to Ireland do not take maximum advantage of the grants and then leave
the market. This has happened in very few cases and the Irish authorities are
confident that the clawback provisions have helped keep' abuses to a very bare
minimum. Year-on-year monitoring of firms’ commitments under the grant sys-
tem has also helped track grant-aided companies’ performance in meeting their
requirements. This enables the Irish authorities to identify potential problems
early on and work with the firm to meet its performance criteria.

Another important element in the new approach to industrial development is
a renewed and more focused effort to promote indigenous enterprises, an area
where results have lagged behind FDI promotion. The greater part of GoVern-
ment expevhditures on grants and other financial assistance has thus far been
related to attracting foreign industry. Tax incentives generally have also benefited
foreign firms more than indigenous ﬁrmS. And other instruments of industrial
policy including those in education, research and development, and industrial
training also appear to have been more geared to the needs of overseas than
indigenous industry."” Irish enterprise development is thus an area of high priority
and represents a major thrust of the Government’s new industrial policy. Indeed,
it is recognised that indigenous enterprise‘performancehas not kept up with the
international sector, and the Irish economy is characterised by a sharp dichotomy
_between a dynamic foreign-owned sector and a slower grbwing traditional sector
comprised of small-sized Irish firms. '

One option being studied in the effort to develop competitive Irish enter-
prises involves ‘‘industrial clusters’’, where the Government will help identify a
limited number of promising niches where Ireland seems to have a comparative

“advantage, and then provide direct support for firms in these activities. The food
sector is frequently cited as one area where there has been significant growth for
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local firms, and the Government is collaborating with the private sector to
 identify other possible sectors. This implies less emphasis on support for “‘high
tech’’ foreign firms, which until now have been important targets for Irish
investment promotion, but which have not developed many links with indigenous
firms. ' a

The government also plans to use more equity and fewer grants in promot-

ing indigenous firms. The significant shift in orientation from -grants towards
~equity and a refocusing of industrial promotion in favour of “‘industrial clusters’’
raises questions about the government’s role in economic development, and
- whether this new approach will lead to more cost-effective support to industry. In
particuiar, the decision that government agencies will take higher equity stakes in
. enterprises than is now customary suggests more direct intervention by the Irish
govemment.’ The Irish authorities have made clear, however, that the state’s
purchase of direct equity and preference shares would not involve a major or
controlling interest in local firms, but rather the emphasis would be on repayable
forms of equity. - : ‘

~ The Irish authorities have also said this new focus on Irish enterpnse

development will not have adverse consequences for forelgn enterprises wishing
to establish or expand in the Irish market, and that foreign firms will continue to
receive support, particularly where the prospects for new job creation are strong.
Irish and foreign firms that receive grants or other aid will be treated the same in
the evaluation of their performance in meeting agreed criteria. Foreign firms will
not be treated less favourably than in the past, nor less favourably than Irish
companies. As is presently the case EC and non-EC companies will be treated
equally. Nevertheless, it is clear that the government is becoming more selective
regarding the types of foreign projects receiving grant aid, and is concentrating
~on projects which are likely to become closely integrated into the Irish ecoﬁomy.

iii) The new industrial policy: organisation and administration

A major reorganisation of the government agencies responsible for indus-
trial promotion has been undertaken which will effect the investment climate in
Ireland. This reorganisation follows the merger in early 1993 of the Department
of Industry and Commerce and the Department of Employment into a new
Department of Enterprise and Employment, which is responsible for formulating
and supervising the implementation of industrial policy. '
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substantial support from the EEC, continues to maintain an extensive system of
grants to attract foreign capital. The 10 per cent corporate tax that applies to
eligible manufacturing and internationally-traded services is clearly an important
- draw for potential foreign investors, and coupled with a wide array of grants
enables Ireland to stay competitive in the race to attract mobile foreign capital. |
The incentive network’s coverage is broad, both in terms of the kinds of invest-
ments that are eligible for support, and in the geographic areas where incentives
may apply. Incentives are available nationally and not restricted to certain
regions or locations, although preference may be given to investments in certain
areas designated as disadvantaged. Grant-aided projects can either be greenfield
investments or expansxon of existing facilities.

The OECD Member countries have recognised the need to strengthen inter-
national co-operation in the area of investment incentives (and disincentives), and
to take account of Member country interests affected by them. Member countries
have agreed to make such measures as transparent as possible so that their scale
“and purpose could be easily determined (see the 1976 Declaration on Interna-
tional Investment' and Multinational Enterprises and the 1984 Second Revised
Demsxon on International Incentlves and Dlsmcentlves)

The Irish authorities believe grants are needed to attract foreign investment
into Ireland because of the country’s penpheral location and small domestic
market. At the same time they recognise that incentives can never substltute for
sound economic policies, reliable infrastructure and a competitive workforce.
' The new industrial policy and investment plan for 1994-1999 addresses a number

of important areas where improvements are needed, as in transport, training and
energy. Still, the Irish government is well aware that competition for foreign
investment is increasing and believes- that. Ireland ‘must offer a competitive
incentive package if it wants to attract internationally mobile capital.

By most accounts Ireland’s investment promotion programme' has helped
bring foreign investment into Ireland. Eleven hundred foreign firms employing
95 000 people now account for over half of Ireland’s industrial output and three-
quarters of its manufactured exports.?2 The combination of these companies’

Ir£1.5 billion annual wage bill and the Ir£2.4 billion spent by them each year on
Irish services and components is an important factor in the Irish economy.
Foreign companies have also helped transfer technology and skills and manage-
rial expertise to Ireland. ' | :
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The grants and other incentives are generally supported by the Irish public,
who see foreign investment as making positive contributions to the Irish econ-
omy. A number of large international companies have established operations in
less developed regions of Ireland where jobs are in great demand and wealth
creation is a high priority. International firms are largely seen as good employers
by the Irish public and are welcomed for the jobs and benefits they can offer. In
cases where foreign firms have had to close the public reaction has generally
been characterised as one of regret rather than resentment and efforts have been
made to bring new investors into the reglon

ii) The incentives: taxes, grants and other assistance
‘a) Taxes
_, A very important incentive for foreign investors is the 10 per cent eorporate
_tax rate, which applies to eligible manufacturing and service industries and is
significantly lower than the OECD average rate of around 30-35 per cent. The
10 per cent tax rate, which is available for both foreign and Irish firms, has been

highlighted as the most important single 'element in the investment incentive
package.

The 10 per cent corporate tax is available for most manufacturmg industry
in Ireland and for a wide range of non-manufacturing activities as well. Indeed,
the 10 per cent rate has been extended by legislation over the years to include a
wide variety of activities not normally associated with manufacturing, as in data
processing and software development services, for example. Companies in the
International Financial Services Centre in Dublin also qualify for the 10 per cent
‘corporate tax rate, as do certain activities in the Shannon Free Zone. The 10 per
cent rate applies to profits derived from the sale of goods manufactured in
~ Ireland. Some consideration has been given to discontinuing the 10 per cent rate
when it expires in 2010 but no decision has been made.

b) Grants

~ Grants are the most commonly used incentive to attract FDI in Ireland.
Almost 80 per cent of foreign firms’ new start ups in Ireland have been grant
aided.?! Ireland has been one of the most intensive giver of grants to industry in
the EC. The EC Commission has concluded that at almost Irf1 600 for each
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person at work in manufacturing, Ireland’s subsidisation of manufacturing from
1986-1988 exceeded the level in most other Member States, except Greece.

There ‘are a number of different criteria for determining what kinds of
projects are eligible for grant assistance, dependmg on the specific nature of the
project. Prolects are assessed for grant purposes according to the number and
~kind of jobs created and maintained, the value added, the product’s export
- potential and other factors. The grant programme is a flexible one, tailored to the
needs of individual projects. IDA Ireland, the main grant-giving agency, prac-
tices discretion as regards both the eligibility and the rate decision in order to
concentrate assistance on viable, high value added, export-oriented industries.
Target 1ndustr1es are chosen on the basis of growth potential, particularly in
1nternat1onal markets, technologrcal content and quality of employment.

| More specrﬁcally, for all grant -aided projects the IDA must be satrsﬁed that:

i) the project requires state fundmg,
ii) - the proposed investment is commercially viable;
iii) the firm has an adequate equity base;
-iv) the undertaking has a suitable company development plan;
v) the project will provide new employment or maintain employment in
| the state that would not have been maintained without public assis-
tance, and will increase output and value added within the economy.

The wide range of grants are administered at the discretion of the Industrial
Development Authority and a number of other development agencies. Indeed,
some 50 different programmes for industry are being delivered by varior:: anv.
ernment agencies. The new industrial policy attempts to rationalise and 51mp_11fy
these services. The following grants are available:

. .Capi'tal grants

| Cash grants may be given towards the cost of fixed assets for both start up
and expansion projects. Up to 60 per cent of fixed a'sset_' costs may be provided
~ for eligible projects in certain areas designated as disadvantaged (largely in the
western half of the country), while support of up to 45 per cent is available
elsewhere. A 15 per cent limit applies nation-wide for the costs of fixed assets for
expansion projects. Special incentives may be negotiated for very large projects.
.Grants are not repayable except in certain circumstances, such as a significant
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change in the project’s operations, disposal of grant-aidedassets, or winding-up
of the business. The actual level of grant aid depends on the project’s return to
the local economy measured in terms of wages and salaries, exports and number
~ of jobs created. Quahfymg assets 1nclude bulldmgs site development buildings
,modlﬁcatlons all equ1pment except transport—related items, and other assets
which are fixed and relate solely to the project.

. Trammg grants

Cash grants may be awarded 10 pay up to 100 per cent of the costs of
training operatives in start up companies, and up to 50 per cent for ex1st1ng firms.
The grants may cover the cost of trainees’ wages during their trammg in Ireland,
and where necessary, the travelling expenses, wages, and hvmg costs of workers
trained outside Ireland. Management trammg and the cost of instructors or con-
~ sultants used to train personnel may also be covered. In addition, grants are
available for approved training courses. Training grants are not generally availa-
ble alongside employment grants and are usually given for greenfield projects.

. Employment grants

An employer in the manufacturing, services, or agriculture 1ndustry who
“increases his workforce over a base level of employment by recruiting eligible
full-time employees may receive a payment for the additional employees, up to

24 weeks. Employment grants are negotiable and can vary with the kind of
employment being created, however. Certain seasonal industries are subject to
special examination and conditions.

» Research and development grants

Financial aid up to 50 per cent of expenditure on consulting, wages, travel,
subsistence, patents, prototypes and technical assistance is provided to a maxi-
mum of Ir£250 000 per project or Ir£500 000 per company.

e Grants for feasibility studies

Financial aid up to 50 per cent of expenditure on wages, expenses, travel,
consulting and prototype expenditure is available. To qualify the majority of
work must be carried out within the state. Eligible studies include market
research, preparation of costing and- financial projections, and sourcmg of raw
materials. A feasibility study grant is available for new products only. The grant
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depends on whether the product is geared primarily tocwards marketing or product
development.

c¢) Other assistance

In addition to grants and the attractive corporate tax rate, Ireland provides a

“number of other incentives to encourage foreign investors to establish or expand

in the Irish market. This includes the provision of office and building sites which
are made available by IDA, which has some 2 500 acres of industrial sites’
throughout the country. IDA also builds factories on its industrial estates or on

- single sites so.that accommodatlon for new. industry is readily available. Office
‘developments have also been constructed for international service industries.

Privately-sponsored estates are also available, mainly in the Dublin and Cork

~areas. A manufacturer may receive a grant to purchase or build a factory, or may

rent a ready-built factory. Rent subsidies can be provided as an alternative to

_ capital grants on buildings, with the current maximum: level of aid being a 60 per

cent subsidy for a duratlon of up to five years Reduced rental rates can also be
negotlated

There is also an extenswe support programme mcludmg the company

| development and enterprise development programmes, which provide industrial

promotion and assistance that includes technical and marketmg support, most of
which supports Irlsh-owned enterprises. These services are available, neverthe-
less, to foreign- -controlled enterprises on a National Treatment basis.

iit) Internatwnal servzces. a priority sector

Ireland’s efforts to draw investment into the 1nternat10nal service industries
has met with considerable success. The services sector in Ireland now accounts
for over half of GDP and 58 per cent of employment.?2 Employment creation is
given priority, with non-repayable grants available to help the investor meet part
of his payroll costs during the first year of operation. Projects will be considered

for grants that are capable of penetrating international markets, contribute signifi-

cantly to regional and national development, and would not have been developed
in Ireland without the incentive. package

- IDA’s International Services programme covers a wide vanety of service
activities, mcludmg,telemarketmg, training services, data processing, healthcare,
and software development. The Shannon Free Airport Development Company
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also offers grant aid and other benefits for a number of service activities located
in the Shannon area. In particular, support is offered to companies with signifi-
cant airport orientation, such as aircraft management, trading, leasing or training.
Aid is also available for financial services and for manufacturing operations.

Ireland is also actively pursuing foreign investment in a broad range of
financial services operations such as collective fund management and corporate
~ treasury management, and has set up a’ ‘'special regime to ‘attract foreign ‘invest-
ment in these and other tradmg operations. The International Financial Services
Centre (IFSC) in Dublm was established in 1987 to bring in internationally
mobile investment in such activities as portfolio and treasury management, insur-
ance and reinsurance, dealing and brokerage- operations, and back office opera-
tions like processing, clearing, information storage and accounting. The number
of banking and financial institutions has increased: signiﬁcahtly in recent years
with the opening of the IFSC and today Dub]m 1s the base for 237 mtematlonal
‘financial companies.? : A

Investment incentives for companies operating in the centre include an
immediate 100 per cent write-off of qualifying capital expenditure, a 10 per cent
corporate tax rate on qualifying proﬁts and exemptlon from local property taxes
for 10 years. To be eligible for the 10 per cent corporate tax incentive on profits a
company must obtain a certificate from the Minister for Finance. It is essential
that transactions are on behalf of non-residents of Ireland and do not mvolve Insh
pounds. ’ ‘ ' ‘

A number of government agencies are responsible for supervising opera-
tions and activities in the centre. The Central Bank of Ireland, as the prmc1pa1
regulatory authority in the Irish financial system, is a key regulator of many
activities in the IFSC. In fund management operations, for cxample, where the
fund manager is carrying on a ‘‘banking business’’ within the meaning of the
law, the Central Bank is the supervisory authority. ‘The Central Bank is also the
supervisory authority for the regulation of unit trusts and investment companies.
Other financial activities in the centre are generally permitted to operate under an
appropriate self-regulatory framework approved and monitored by the Central
Bank. The Department of Enterprise and Employment is the regulatory authority
responsible for licensing and supervising insurance activities in the centre. The
Department of Finance alone has the power to issue licenses to operate in the
IFSC. Companies operating in the.centre require a certificate from the Minister of
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Finance in order to be eligible for the 10 per cent corporate tax rate, IDA Ireland,
~ while not a regulatory body, also has a role in helping firms establish in the
centre, acting as the principal spokesman for firms wishing to set up in the centre.
In fact, the first step for firms wishing to establlsh in the centre is to apply to
IDA Ireland. - SO e :

o iv)“v'.Th'e institutions that promote FDI in Ireland

A number of . agencies are responsible for different aspects of the
government’s" programme of support to industry, including the promotion of
inward direct investment. As explained earlier, these agencies are undergoing a
major reorganisation. The Industrial Development Bill, 1993, created three new
bodies for industrial development in Ireland, one of which, IDA Ireland, is solely
responsible for the promoticn of foreign direct investment. Another body, Forfas,
will be responsible for overall: policy co-ordination and administration. And a
third, Forbairt, will help indigenous industry. by bringing together IDA’s local -
enterprise promotion function and that of Eolas, the agency responsible for
technology support and assistance. The Shannon Free Airport Development
Company will continue to assist export-oriented firms in the Shannon Free Zone.
Udaras na Gaeltachta will be folded into Forbairt, -

a) The Industrial Develo_pment Agency

"The Industrial Development Agency (IDA Ireland) concentrates solely on
foreign investment promotion. Its aim is to attract new overseas investment into
“Ireland, encourage existing foreign-controlled companies to expand and diversify

their Irish operatlons and mtegrate forexgn compames more fully into the Irish
'economy - :

" IDA Ireland used to be part of the Industrial Development Authority (IDA)
which was established in 1969 to promote industrial development in Ireland and
was responsible for both Irish and foreign enterprise development, The IDA has
550 employees with 14 overseas offices in 8 countries and 8 regional offices in
Ireland. It has an annual budget of Ir£120 million, Under the Industrial Develop-
ment Bill’s reorganisation the new IDA Ireland will have its own chief executive
and board of directors, It is not expected that IDA Ireland’s basic approach to
FDI promotion will be fundamentally altered by the reorganisation, Overseas
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offices will continue to operate as before and staffing will remain basically the
same. '

b) The Shannon Free Airport Deyelopmeht Company

Ireland’s largest industrial estate, the Shannon Free Zone, is administered by
the Shannon Free Airport Development Company (SFADCo). SFADCo offers
grant aid packages similar to that offered by IDA for export oriented businesses
locating in the Shannon Free Zone. Any company may apply to the Minister of
- Enterprise and Employment for a license to carry on activities in the Free Zone.
Manufacturing and trading operations must meet certain criteria relating to the
use or development of the airport.

c¢) Udaras ﬁa ‘Gae:kltachta

This agency was established by the Irish government to foster economic
development in Irish-speaking areas of the country, which are located mostly
along the west coast. As with IDA and SFADCo, Udaras can provide a number
of grants, including employment and capltal grants, and training and research and
development grants. Rent and interest subsidies are also available. Under the
reorganisation this agency will be part of Forbairt, the agency responsible for
- indigenous enterprise development - -

D. Privatisation, monopolies and the role of the state

State. enterprises play an important role in Ireland, accounting for approxi-
mately 10 per cent of GNP and 7 per cent of total civilian employment.?* The
state continues to retain a large presence in the energy, steel, transport and
communications sectors. It also owns some banking and insurance companies
and is engaged in a number of other commermal endeavours such as hotels

Postal services, telecommumcatlons services, water, electncxty and gas dis-
~ tribution and railways are public monopolies. Air services and maritime transport
are mixed public/private monopolies. There are apparently no concession
arrangements.2s |

State-owned enterprlses ‘were set up to upgrade the national infrastructure
and promote economic development by engaging in tasks which, it was felt,
private enterpnse would not or could not effectively undertake. Social and politi-
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cal constraints have often taken precedence over commercial considerations. For
example, until the late 1980s state enterprises were exempted from the Restrictive

Practices Act. Many state enterprises have been expected to provide services for

social and strategic reasons and to generate and sustain jobs. State enterprises’

~ pricing policies have sometimes been subject to political criteria and some invest-

ment decisions needed approval from the government.

The government recognises the prot;lems that beset the state enterprise
sector and has made attempts over the years to address them. There has been little
recourse, however, to selling state enterprises. In the 1980s the government
decided it could no longer suprort public companies in chronic difficulty such as
those engaged in steel, sugar, fertiliser, and shipping, and state support was
sharply curtailed. The reasons for this decision were largely budgetary as the
state Companies’ losses were contributing heavily to the budget deficit. A number
of other possibilities for improvirig state enterprises’ performance and reducing
their burden on the budget have been examined since the mid-1980s, with

emphasis on the need to impose stricter financial conditions and allow the

companies to operate in a more commercial manner, but with little serious
consideration given to privatisation. - '

" Part of the reason for the government’s reticence to further privatise state
owned companies is the perception that there is little demand for them. It is felt
that there are relativeiy few state companies that would attract foreign buyers, in
part because of financial and managerial difficulties that beset many state enter-

- prises. Unlike some other OECD countries which have undertaken or will under-

take large scale privatisations, the range of attractive state owned enterprises in
Ireland is extremely limited. -

Still, the Irish government has not been completely immune to the pressures’
for privatisation that came upon many OECD countries in the last several years
and continue today. Like many ,OECD countries facing budgetary pressures,
Ireland has sold off state firms when it seemed necessary and advantageous. Two
large state enterprises were privatised during the last few years, for example,
Irish Sugar Company (Greencore) and Irish Life. In addition, the B&I shipping
company was privatised in 1992. The privatisations were undertaken by placing
shares on the stock market, and there were no special rules or restrictions placed
on foreign ownership of privatised firms. Shares were made available to foreign- -

“ers and non-residents on the same terms and conditions as Irish nationals. In the
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case of Irish Sugar Company, the state reduced its share of holdings from 100 per

cent to 30 per cent during the 1990-1992 period, selling its remaining holdings to

- a French company in 1993. The state did maintain « golden shares’’ in both Irish
Sugar Company and Irish Life, however. - ‘ ‘ :

Ireland’s sale of state-owned firms over the last 5 years yielded some
$500 million dollars and represented 0.3 per cent of its GDP. The value of these
sales is low when compared to other OECD Members, but expressed in terms of
GDP Ireland comes out somewhere in the middle of the OECD: countries. In
New Zealand, Portugal, the United Kingdom, Germany, Sweden, and Australia,
the sale of state assets represented a larger part of GDP than in Ireland in the
1988-1992 period. New Zealand’s sales of state firms, which raised $7.6 billion
and were equivalent to an average of 3.6 per cent of GDP over the past five years,
represented the largest part of GDP among OECD countries. Compared to
Canada, the Netherlands, Austria, Japan, Spain, Denmark, Italy and France,
however, Ireland’s sale of state assets over the last 5 years were a larger part of

- its GDP.?¢

The current government is committed to a V1ab1e and profitable state com-
~mercial sector, and to the principle that any changes in ownership would take
place only if it is in the public interest and in the best interest of the company and
its employees, and following consultations with the social partners. This makes it
uvnlikely that the current. government will initiate full-scale sale of the state’s
~assets in the productive sector, but it is not unlikely that consideration will be
given to privatisation on a case-by-case basis. In the event that the government
eventually decides to privatise one or more of its enterprises, it is also not
unlikely that foreigners and non- -residents  will be able to participate in the
privatisations on the same terms and conditions as Irish nationals, just as in the
earlier pnvatlsatlons of Greencore and Insh Life. Joint ventures between state-
owned enterprises and private foreign mvestors will also be encouraged So far
no general con31derat10n has been glven to partlal sales of state compames

E. Company practices and the regulatory environment

- The costs faced by businesses in Ireland for a number of services have
tended to be high, in part due to the relative absence of competitive forces. There
is a recognition that in some areas firms, trades, professions, and public authori-
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ties have restricted or limited competition through license mechanisms and other
restrictive controls on entry, and that stronger policies are needed to eliminate
such anti-competitive restrictions.

Licences and permits in some trades, professions and services have become
very valuable commodities, and other restrictive practices have contributed to
competitive price distortions in a number of service sector activities. Evidence of
restrictive practices has been found in the engineering profession, for example.
where some engineering bodies impose restrictions on their members concerning

“the content of advertisements, the quoting of fees and charges in advertising, and-

calls on non-clients. There has also been evidence of restrictive practices in the
accounting profession and among architects, surveyors, auctioneers and estate
agents, even though employment i in some of these professions has increased as a
‘proportion of total employment.?’

The Irish authorities have made efforts to loosen restrictions that impede

foreign ‘and local entry into many of the service professions. The objective is to
increase the efficiency and operation of market forces through the relaxation of
controls, restrictions, licenses and other limitations that restrict entry of suitably
qualified firms into trades, professions and services. The Competition Act of
1991 was enacted partially for this purpose. The Act sets up a Competition
Authority, in place of the Fair Trade Commission, which grants exemptions for
certain agreements, decisions and concerted practices notified to it, and makes
investigations and reports as required by the Minister for Enterprise and Employ-
~ ment. One of the Authority’s main functions is to investigate and adjudicate on
applications for licenses and certificates. The Competition Authority has received
over 1 100 notifications of concerted practices and is working to make decisions
on these inquiries, but the process is time consuming and further measures may
be required to address the issues raised by these inquiries. '

There have also been questions about why the stock market in Ireland is
underdeveloped and of the need to increase public confidence in the stock market
and widen the corporate equity base. Only a very small minority of the top
100 Irish corporations are quoted on the Dublin stock exchange, while the top
four companies account for 46 per cent of the market’s total capitalisation.
Indeed, only about 4 per cent of the adult populatxon in Ireland own shares on the
stock market. A number of reasons are put forward to explain the market’s lack
of development. To begin with, there has been an historical preference for
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holding property assets in Ireland, where the rate of home ownership is very high.
In addition, many firms in Ireland are private companies, preferring to keep
control of their own affairs rather than be listed on the stock exchange. And
finally, much of the Irish populatlon is covered under pension funds Wthh invest
in the stock market. -

The Companies Act mtroduced in 1990 is deswned to make the manage-
ment of companies more accountable and dealings on the stock exchange more
transparent. The Act’s disclosure provisions make it easier to determine compa-
~nies’ true ownership, and the Act also has penalties for insider trading that should
help increase confidence in the stock market and open more possibilities for
forelgn involvement.

New legislation is soon expected for 'the'Stock Exchahge that would incor-
porate many of the EC Investment Services Directive’s pfovisions. The new law
is designed to update and enhance the supervisory arrangements that govern the
stock market. Under the new rules the Central Bank would oversee the stock
exchange operations. It is expeétéd that there will be no discrimination as regards
Irish and non-Irish companies becoming members of the stock exchange, and that
foreign and Irish investors will be given equal treatment under the law.

F. National security issues

TIreland has not reported any restrictive measures motivated by public order
or essential security interests, and there are no apparent- foreign investment
restrictions based on this. it may be the case that private investment, both
domestic and foreign, has been limited in the energy sector because of considera-
tions about security of energy supply; indeed, the state’s dominance in this sector
has been justified in the past by a concern for the need to ensure access to
dependable energy supplles. any restrictive measures in the energy sector apply
equally to residents/nationals and to non-residents/foreigners.

The position regarding private investment in the energy sector, including
private foreign investment, is being reconsidered, however, as the government
looks for new ways to ensure stable energy supplies at competitive prices. No
~ legislative action has been concluded but the general attitude towards foreign
participation in the energy sector is more positive than in the past.
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All private investment in armaments is prohibited, both for foreign and
indigenous companies. There are no other areas where foreign investment is
restricted for reasons of public order and security.

G. Sectoral ‘iSSl‘iES

Foreign firms have generally played an active role in banking and financial
services in Ireland, although in some parts of the industry, like retail banking,
foreign banks have not been very active. The government is trying to encourage
FDI in a range of specialised financial and insurance activities, and has set up a
special centre for this purpose. Enhancing the comp_etitive environment in other
parts of the Trish market, _partic:ularly in energy, telecominunications, and air,
road and rail transport is an important objective of the new industrial policy. The
aim is to increase the efficiency and operatlon of market forces in these activities
- and 1mprove Ireland’s mdustrlal competltxveness

i) Banking 'an_d ﬁnan(}idl services

In line with a generally receptive attitude towards foreign investment,
~ Ireland has traditionally welcomed foreign participaticn in the banking and finan-
~ cial services sector, and over the last 20 years foreign banks have established
branches and subsidiaries in Ireland to service their multinational clients. Indeed,
parts of the financial services industry have been characterised by increasing
competition, as in corporate lending, where foreign banks have spurred
competition.

- Other parts of the financial services industry, however, have been character-
ised by a high degree of concentration. In retail banking, for example, where the
dangers of oligopoly have been most marked, foreign banks have not been very
active. There was until 1985 a cartel among the clearing banks that acted to
regulate interest rates, bank charges, and working hours, subject to agreement by
the Central Bank. This has now been abolished. Competition in the retail market
~ has also been enhanced by the expansion of non-banking institutions such as

building societies and pension and life insurance funds. Still, the major banks are
“seen to continue to have oligopolistic powers, and there is an administrative
provision for maximum pérmitted lending rates to small businesses and the
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personal sector. the Irish financial markets, too, have been characterised by a high
degree of concentration in general, since the brokerage market has been protected
by take-over restrictions.?

‘There are a number of posSible reasons for the lack participation by foreign
banks in the retail banking sector. One overriding factor is that the existing banks
in Ireland have already established a wide network there, leaving only limited
opportunity for competitors in the small Irish market. These institutions have
long-standing relationships with local customers, who know and trust them. This
situation acts as a deterrent to outside banking institutions, even though some
foreign banks have entered the retail sector with some success. The deposit-
taking business is extremely competitive in Ireland, with banks, building socie-
ties and the post office all providing deposit accounts. Retail lending activities
are also very competitive, with banks and. building societies and some foreign
banks, mostly from Europe, engaging in retail lending. Money transmission
services have not generally been great profit generators.

Ireland currently has reciprocity provisions that may apply to non-EC
investments in banking and financial services. These provisions which in princi-
ple cover both branches and subsidiaries have never been used. Ireland’s reci-
procity provisions on subsidiaries have been overtaken by the EC Second Bank-
ing Directive. Ireland’s reciprocity provisions under national law may be dropped
or modified, but no action is expected until after the negotiations on services in
the GATT are completed.

it) Insurance

The establishment of branches of insurance companies originating in non-
EC member countries is subject to special deposit and other requirements. These
requirements, which have been established for supervisory, prudential and con-
sumer protection reasons are more stringent than for EC branches and agencies,
for which harmonised rules exist. Ireland also has a reciprocity provision for
establishment of branches of insurance companies by non-EC member firms. As
with reciprocity in the banking and financial sector, these provisions have never
been used. The reciprocity provisions under EC law now apply to the establish-
‘ment of subsidiaries of third country insurance companies. The GATT negotia-
~ tions on services may affect reciprocity provisions in this field.
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111)) ’Energy

Ireland’s energy sector is characterised by the dominance of state enter-
prises, monopolistic practices, and government interventions. Electricity and gas
distribution are public monopolies.”® Concerns about security of supply have
underpmned the State’s dommance in the energy regime, but recently the
Government has questioned whether such dominance is warranted. It has been
agreed that a competitive, diversified energy market in Ireland need not lead to
‘less secure access to supplies, and that open competition should be encouraged
whenever possible. A number of proposals have been put forth to ensure an
adequate supply of energy at competitive prices. These include ending the
mandatory take-off of petroleum products from the state refinery, and encourag-
ing private commercial interests to invest in electriclty gcncration No action has
yet been taken on these proposals, howevcr

‘Given the restrictive nature of the energy regime in Ireland and the need to
increase competition in the energy market, the Irish authorities may consider
opening various-activities in the energy sector to greater competition, including
foreign competition. Foreign enterprises may play a larger role in the effort to
- diversify energy supplies in TIreland. In electricity generation, for examplc there
-~ are plans to allow more competition but this would require new legislation to end
the monopoly that now exists which has not yet been introduced. '

iv) Telecommunications

Telecommunications services are a public monopoly in Ireland.*® National
telephone services in Ireland are the exclusive privilege of Bord Telecom Eireann
(BTE), and the provision of all international telephone services is subject to
licensing. Ireland’s charges for international telephone calls are higher than in

many other EC countries, even though they have come down recently, and the
Irish authorities are looking for ways to bring « down the cost of overseas calls by

introducing more competition in the telecommunications market. The current
tariff system appears to discriminate against business users, and the Government
has decided that phone tariffs should be brought into closer alignment with actual
costs. The Department of Transport, Energy and Communications, the agency
which regulates telecommunications services in Ireland, is making proposals for
~ increasing competition in a range of telecommunications services, including the
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mtroductlon in June 1993 of a radical restructuring of the tariff system and
reselling service on lines leased from Telecom Eireann.

Voice services will remain a monopoly until the year 2003, under a deroga-

tion under EC law. Other forms of telecommunications, including data transmis-

sion, for example, are open to competition, including foreign competition. Mer-
cury Telecommunications -of the United Kingdom participates in data |
transmission services in Ireland, for example. Regarding other plans for opening
the telecommunications sector to foreign participation, the Irish authorities have
no plans at present although it is possible that v01ce services mlght be opened
after the monopoly ends in 2003.

v) Air tranSport

} International access to and from Ireland is based on a network of bilateral
and multilateral agreements governed by the principles of reciprocity and sover-

- eignty of airspace. Within the EC, more liberal arrangements already apply to

intra-EC routes whereby air carriers licensed within the EC have a general right
to operate on any intra-EC route subject only to the avallablhty of alrport slots.
Air cabotage is generally reserved to airlines licensed by the state, although
EC carriers have limited rights to undertake cabotage where the service is prelim-
inary to or an addition to an mtra-Commumty service. Licenses are restricted to
undertakings which are owned directly or through majorlty ownership by
EC member States or nationals of member States.

Until 1986 the state—owned company, Aer Lingus, was the only large capac-
ity air carrier in Ireland, although the absence of competition was seen to result
more from lack of commercial interest than official policy. Deregulation began
with the licensing of a second carrier, and in 1989 the government adopted a
“two airline’” policy for the regulation of air transport between Aer Lingus and
Ryanair on the UK and European routes. With the completion of the EC Internal
Market for air transport on 1 January 1993, this policy automatically lapsed.

Deregulation brought lower air fares and higheri frequency of service,
increasing air traffic and boosting tourism. Judged by the fall in the relative price
of transport services, Ireland has achieved efficiency gains the transport services
sector which have exceeded those for the EC at large.?! The government believes
increased competition in the air transport market has clearly stimulated air ser-
vices in Ireland. '
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Ireland’s main carrier, Aer Lingus, has recently been experiencing serious
financial difficulties. In July 1993, the Government endorsed the broad strategy
- set out in the strategic plan for the future which was prepared by the Company.
'The main objective of the strategic plan is to return the core airline busmess to
profitability. ‘

A number of OECD countries are privatising their national airlines or
_engaging in strategic partnerships With_ airlines from other countries. Indeed,
alliances of various types — financial, marketing or joint venture — are an increas-
ing trend in the airline industry. While Aer Lingus operates from a position of
strength on its core routes, the Company sees value in further developing them
through- alliances: with -other airlines. Aer Lingus has a number of marketing
alliances in place but sees benefit in building further links with other carriers.

vi) 'Road and rail transport

Road haulage was liberalised by the 1986 Transport Act. In principle, ahy
operator that meets the required standard of professional competence may get an
operating license. There are no price controls, rent controls, fee structures, or
restraints on advertising in the road freight sector. Access to the international
haulage market has been expanded and opportunities for the Irish road haulage
industry widened. In practice most of the new competition in this sector has come
from firms in Northern Ireland, which have easier access and greater familiarity
with the Irish market. '

Access to road passenger traffic in Ireland is more strictly regulated. The
Road Transport Acts of 1932 and 1933 require private bus operators to hold
licenses for scheduled road passenger services, and these licenses are only
granted ‘‘in the public interest’’ and having regard to ‘‘other forms of passenger
traffic available to the public’’ — a provision to pr’Otéct the railways. Maximum
‘bus and rail fares are controlled by the government and fare increases require
Ministerial approval. Relatively few licenses have been issued to private bus
operators and proposals are being been made to introduce more liberal legisla-
tion. No new legislation has been introduced, however. The Irish authorities have
made a universal service obligation, whereby all regions of the country will have
access to road transportation. In this regard there are difficulties about how to
divide the routes between public and private operators so that the most travelled
and profitable routes are divided evenly.
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In fact, however, legal loopholes in the existing laws have already allowed
the emergence of de facto private sector competition in long-distance bus ser-
- vices, and Irish Bus has responded by improving efficiency of its services.

vii) Shipping

Foreign acquisition of Irish-registered shipping vessels is subject to reci-
procity requirements and must be done through an enterprise incorporated in
Ireland. There is no requirement that any director or shareholder of an Irish
corporate body must be an Irish national. The need for a merchant shipping fleet
is considered particularly important to an island nation, and the Irish authorities
feel that for strategic reasons they need to maintain the present rules on foreign

acquisition of Irish-registered shipping vessels. The reciprocity requirement has
not been frequently used, nor has there been great demand to acquire Irish ships.

viii) Fishing

Registration of fishing vessels requires ownership by a national citizen or
company and a license to fish within the fishing limits. Sea fishing vessels
registered in Ireland could not be acquired by non-Irish investors, but this has
changed following recent European Court rulings on nationality requirements,
and the right of ownership of fishing vessels must now be extended to
EC nationals and bodies. The Irish authorities will amend the legislation to
comply with the rulings by the EC Court of Justice. The new rules regarding
acquisition of sea fishing vessels will apply in the same way to all foreign firms

established in Ireland, but it is not planned to extend liberalisation to non-EC
investors wishing to invest directly from outside the Community.

ix) Agricultural land

Ireland is a country with a high economic dependence on agriculture and
farmland is highly valued. Moreover, for historical and cultural reasons foreign
investment in land, and particularly investment by non-residents, remains a
sensitive issue for many. All corporate bodies, Irish and foreign, and all non-
nationals (other than those resident in the country for at least seven years and
EC nationals exercising the right of establishment under the Treaty of Rome)
must seek written approval from the relevant authority to purchase ‘‘agricul-
tural’’ land. The motivation behind the restriction on purchase of *‘agricultural’
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land by non-qualified persons is to ensure a fair and equitable distribution of land
to Irish nationals and long-term residents and to prevent the creation of a class of
‘non- re51dent landowners.

_ The requirement for consent to purchase agricultural land applles to all
persons who are not ‘‘qualified’’ persons. The term ‘‘qualified’’ person includes
the following categories:

i)
ii)

i)

iv)

an Irish citizen;

a person (other than a body corporate) who has been resident in Ireland
for seven years or more;

a person who is certified by the Minister for Industry and Commerce as
having shown to its satisfaction that they are purchasing land exclu-

sively for industrial purposes;

a person certified by the Land Commission as havmg shown to its
satisfaction that they are purchasing the interest for private residential
purposes where the land involved does not exceed more than
2 hectares; | - '

a citizen of a member state of the EC who is exercising the right of
establishment under the Treaty of Rome.
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Chapter 4 - |
- Conclusions

By almost any standard foreign direct investment is important to the Irish
economy, In terms of employment and employment growth, industrial output,
productivity growth, the expansion and diversification of exports and the contri-
bution to the Treasury foreign. firms have conmbut&d sngmﬁcantly to Ireland’s
economic growth and development,

There is no question that the early decision to welcome and support forelgn
firms has helped bring more FDI into the Irish economy, and with substantial
benefits, It is also certain that the Irish Government will continue to encourage
direct investment inflows through -sound economic policy, a competitive
workforee, better infrastructure and generous. tax and financial incentives, and
that investment promotion will continue to play an important role in Ireland’s
drive for industrial development, What is less certain is the extent to which public
policy will continue to focus on foreign firms; Questions have been raised by the
Irish authorities themselves about the amount of resources being used to bring
investment into the country, the extent of Ireland’s depcndence on foreign firms
for its industrial development, and the real 1mpact of these ﬁrms on indigenous
enterprise devempment, |

~Clearly, the financial resources gomg to fonelgn 1nvesmrs are substantial,

with grant aid.to new foreign firms running at about about Ir€50 million a. year,

Ireland gave some Ir£960 million in grant aid to foreign firms during the 1980s,

‘not taking into account tax subsidies, which are substantial.”? Ireland continues to
be one of the largest givers of grants in the EEC, and this support to industry is

not getting smaller. Spending under the National Development Plan during

1994-1999 will total more than Ir£20 billion, with over half going to industry,
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training, transportand energy. This is more than twice what was spent durirg the
previous five years. Only a portion of these monies will go directly to private
foreign investors, but the size of the spending gives an indication of the magni-
tude of support for industrial development in Ireland.

The Irish authorities argue that while the absolute sums going to private
foreign investors is large, FDI's net benefit to the Irish economy is larger. Still,
the linkages between foreign and Irish-owned firms have not been as extensive as
hoped and the dual economy continues, with a highly competitive, high-growth,
foreign-owned sector accounting for a larger and larger part of the national
product, and a declining,.slow-growth, mostly Irish-owned sector falling farther
behind. Job creation has not kept pace with job entrants, leaving Ireland with the
second highest unemployment rate in Europe. Moreover, grant-aided investment
flows into Ireland have been erratic, falling and rising throughout the last
10 years. This suggests that it is becomi‘nngre difficult to sustain the level of
inflows that Ireland enjoyed in the past and that the country must rely more on its
own capacities to generate economic growth. -

The Irish Government’s new industrial development pohcy seeks to address
these problems by placing greater emphasis on local enterprises and infrastruc-
ture. Better transport and telecommunications, a workforce with more training
and skills, and a broad-based pool of local managers and entrepreneurs may do
more to help integrate foreign and Irish-owned firms than almost anything else.
Foreign firms will still be encouraged through grants and other incentives to
integrate their operations into the local economy, but more stress will be placed
on developing local capacities than in the past.

There are other possibilities to enhance the foreign contribution to Ireland’s
economic well-being. Restrictions on non-EC investments in banking and finan-
cial services, insurance, flour milling, and the acquisition of land for agricultural
purposes and of Irish-registered sea fishing vessels need to be reviewed. These
restrictive measures seem somewhat anomalous 'givén Ireland’s long-standing
policy of promoting investment from all countries. Reducing the state’s presence
in the energy, steel, transport and communications sectors and opening these
activities to foreign investors, as many OECD countries have done and continue
to do, could increase efﬁc1ency and reduce the state’s financial burden while
upgrading capacity and services. Finally, market access restrictions that impede
competition and efficiency in a number of activities may require stronger compe-
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tition law and policy to prevent various controls, restrictions and other practices
from keeping out qualified firms. ‘

“As Ireland’s infrastructure and local enterprise sector improve and grow,
and as global economic activity picks up, foreign investors should find it easier
and more advantageous to hire local workers and managers, buy local compo-
nents, subcontract local suppliers and carry out a number of other activities at the
local level. There may be more opportunity in these circumstances to rely less on
-grants. and other incentives and more on Ireland’s comparative advantage in the
effort to attract and integrate mobile international capital into the Irish economy.
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Annex 1

Ireland’s current position under the Code of Liberalisation
of Capital Movements and the National Treatment Instrument

Intr_oduction

. As a signatory to the OECD Code of Liberalisation of Capital Movements (the
Code) and the National Treatment Instrument (NTI), Ireland has undertaken a number of
- obligations in the foreign direct investment field. This annex highlights the main provi-
sions of these instruments as well as Ireland’s position under them.

The OECD commitments

The Code and the NTI are the two main instruments for co-operation among OECD
Members countries in the field of foreign direct investment.

‘The Code which has the legal status of OECD Council Decisions and is bmdmg on
all Member countries, covers the main aspects of the right of establishment for non-
resident enterprises and requires OECD Members to progressively liberalise their invest-
ment regimes on a non-discriminatory basis and treat resident and non-resident investors
alike.

The NTI is a “pohcy commitment’’ by Member countries to accord to established
foreign-controlled enterpnses treatment no less favourable than that accorded to domestic
enterprises in like situations. While the NTI is a non- bmdmg agreement among OECD
Member countries, all measures constituting exceptions to this principle and any other
measures which have a bearing on it must be reported to the OECD.

' Member countries need not, however, to liberalise all their restrictions upon adher-
ence to the above instruments, Rather, the goal of full liberalisation is to be achieved
progressnvely over time. Accordingly, members unable to fully liberalise are permitted to
maintain ‘‘reservations’’ to the Code of Capnta] Movements and *‘exceptions’’ to the NTI
for outstanding foreign investment restrictions. These limitations to the liberalisation
obligations may be lodged at the time a member adheres to the Codes, whenever specific
obligations begin to apply to a member, or whenever new obligations are added to the
instruments.
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The investment obligations of the Code and the NTI are, in fact, complementary,
both dealing with the laws, policies and practices of Member countries in the field of
direct investment. However, the Code addresses the subject from the point of view of
non-resident investors in an OECD host country, while the NTI is concerned with the
rights of established foreign-controlled enterprises. Limitations on non-resident (as
opposed to resident) investors affecting the enterprises’ operations and other requirements
set at the time of entry or establishment are covered by the Code. The investment
operations of foreign-controlled enterprises after entry, including new investment, is
covered by the National Treatment Instrument.

Measures pertaining to subsidiaries fall under the purview of the Code or the NTI,
depending on whether they set conditions on entry/establishment or concern the activities
of foreign-controlled enterprises already established. As to branches, the 799/ Review of
the OECD Declaration and Decisions on International Investment and Multinational
Enterprises introduced a distinction between ‘‘direct’’ branches of non-resident enter-
prises and ‘‘indirect’’ branches, that is branches of already established foreign-controlled
- enterprises. The latter are subject to all the five categories of measures covered by the
'NTI (investment by established enterprises, government procurement, official aids and
subsidies, access to local financing and tax obligations). The investment activities of
‘“/direct’’ branches of non-resident enterprises, which concerns the category of measures
“covered by the NTI, fall however, exclusively under the purview of the Code.

The Committee on Capital Movements and Invisible Transactions and the Commit-
tee on International Investment and Multinational Enterprises together conduct country
examinations of Member country measures covered by these OECD commitments. These
~ examinations involve a face to face discussion between representatives of the two Com-
mittees and experts from the country being examined. The discussion is based on
submission by the Member concerned and a document prepared by the Secretariat. The
objective is to clarify the nature and purpose of remammg restrictions and to identify
- possible areas for further liberalisation. The examinations usually conclude with modifi-
cations to the Member country’s posntron and recommendations by the OECD Council to
the Member’s authorities concemmg the future dnrectxon of the country s foreign direct
investment polrcres

‘Ireland’s position under the Code and the National Treatment Instrument

‘Ireland’s liberal policy towards foreign investment is reflected in the relatively small
number and narrow nature of its reservations and exceptions under the Code and NTL
Still, there are a number of areas where restrictions apply and where the Irish autorities
wish to retain reservations and exceptions under the two investment instruments.

In the course of the examination carried out by the CMIT and CIME in 1993, Ireland
proposed to delete one reservation and narrow several others to reflect liberalisations for
investment by EC nationals and companies. It was agreed to add several exceptions in the
National Treatment Instrument to maintain consistency with Ireland’s reservations under
the Capital Movements Code. As shown in the attached list Ireland’s reservations and

~exceptions are now essentially confined to investment by non-EC entities in air transport,
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acquisition of land for agricultural purposes, acquiSition of Irish-registered sea fishing
vessels and flour milling activities. In addition reciprocity provrsrons apply to non-EC -
investment in banking and financial services and establishment of insurance company
branches, and to acquisition by any foreign investors of [rish-registered shipping vessels.

a) lIreland’s current FDI reservaticns and reciproeity entries under the _
Capital Movements Code

I. “List A, Direct investment:
I/A
' . — In the country concerned by non-residents.
Remark: the reservation applies only to:

i) Investment in air transport by non-EC States or nationals of non-
EC States.

ii ) Acquisition by non-EC nationals of land for agncultural purposes,
unless an authorisation is granted.

iii) Acquisition of Irish- reglstered shipping vessels except through an

enterprise incorporated in Ireland. :

iv) Acquisition by non-EC natlonals of sea fishing vessels reglstered in
Ireland.

v) Investment by residents of non-EC member countries in flour mill-
“ing activities.’

2. lIreland’s "reciprocny entries in Annex E of the Capital Movements Code are as
follows:

‘i) Investment in the banking and financial service sectors by investors
from non-EC member countries may be subject to reciprocity
considerations. -

ii) Establishment of branches of insurance companies originating in
non-EC member countries may be subject to reciprocity
considerations.

iii) Foreign acqulsmon of shlppmg vessels regrstered in Ireland is
subject to a reciprocity requirement.’’

b) Ireland ’s cr)rrent position under the National Treatment Instrument
A. Exceptions at national level
1. . Investment by established foreign-controlled enterprises
Air trdnsport

Cabotage is generally reserved to airlines licensed in the state, and direct investment
in air transport by non-EC States or nationals of non-EC States may be restricted.
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Fishing

Registration of fishing vessels requires ownership by citizen or companies from an

EC member state and a license to fish within Irish fishing limits. The acquisition by non-
EC nauonals of sea fishing veseels reglstcred in Ireland may be restricted.

Land for agncultural purposes

Acquisition by non-EC nationals of land for agricultural purposes may be restricted.

Flour milling activities

~Investment in flour mllhng activities by enterprises controlled by non-EC nationals

may be restricted.

L

110

IV.

Official aids and subsidies

None.

Tax obligations

None.

Government purchasing

None.

Access to local finance

None.

.Exceptions by territorial subdivisions

None.

¢) lIreland’s current transparency measures under the National Treatment
Instrument '

Transparency measures at the level of national government

None.:

Measures reported for transparency at the level of territorial subdivisions

None.
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Annex 2

Chrono_logy of main events affecting foreign direct investment
| 1989-1993

1989

March

The Government announces the National Development Plan 1989- 1993, setting out
structural measures which Ireland proposes to 1mplement with the assistance of the
European Community Structural Fund. The major points include:

~ The Ir£9.1 billion spendmg programme over S years involves Ir£3.6 billion in
state spendmg, Ir£3.35 billion from the EC structural funds and Ir£2 14 billion
- from the private sector. .

~ The private sector contribution includes a L£l 8 billion in manufactunng industry
projects and over Ir£300 million in tourism projects, agriculture and roads.

May

The Central Bank Bill 1988 passes the Lower House of Parliament. The Bill deals
with the administration of the Bank and its function and powers. Provision is made to
extend the Bank’s supervisory role to companies operating in the International Financial
Services Centre.

July

The Central Bank Bill 1988 (now known as the Central Bank Act, 1989) becomes
law with the exception of certain sections which are to be implemented in September and
November. The Building Societies Bill 1988 (now known as the Bux]dmg Societies Act,
1989) is enacted and the Central Bank assumes responsrblhty for supervrsmg the Building
Societies as from 1 September 1989,

September

- Community Support Framework adopted by EC Commission for the perlod
| January 1989 to 31 December 1993 ECU 1.6 billion from the Social Fund is committed
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to Ireland. ERDF assistance of ECU 1.3 billion is also made available, plus ECU 645 mil-
lion under FEOGA.

1990

January )
The standard rate of corporate tax to be reduced from 43 to 40 per cent from
1 April 1991. The top rate of capital gains tax is reduced from 60 to 50 per cent.

The third phase of the programme to eliminate exchange controls is implemented.
This further reduces administrative requirements and permits greater access to some
innovative financial instruments.

April

Irish pound loans may be provided to non-resident controlled entities or directly to
non-residents to finance expenditure in Ireland on direct investments, mcludmg purchases
of residential or commercial property.

Drrect investment in the State, where total finance costs amount to Ir£l mllllon or
less, no longer requires permlssron

Irish pound lending to non-EC resrdents to ﬁnance drrect investment in Ireland is no
longer restricted.

December

The Minister of Finance announces the extension to 2005 of the 10 per cent
corporate tax for projects in the International Financial Services Centre and the Shannon
Customs-Free Airport Zone.

1991

January

Agreement is reached between Government and representatives of employers, trade
unions and farmers on a Programme for Economic and Social Progress.

The time limit for approvals for new firms setting up in the International Financial
Services Centre is extended to end-1994. The 10 per cent corporate tax rate for companies
in the centre is extended to end-2005.

_ It is announced that the Irish Life Assurance Company will be floated on the Irish
stock market in 1991,

Financial institutions permitted to make long term financial loans in Irish pounds
available to non-residents for any purpose. Such loans, which must be for five year
periods, are in addition to the Irish pound facilities which may be made available to non-
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residents for the purposes of financing trade with Irish residents, direct investment
expenditure in Ireland, or purchase of residential property in Ireland.

February

Irish employers and trade unions accept terms of Programme for Economic and
Social Progress. ’

1992

January
The Industrial Policy Review Group reports (Culliton Report).

Financial Institutions are permitted to make medium to long-term financial loans in
Irish pounds available to non-residents. Such loans must be for a period of one year or
more and are additional to the Irish pound facilities which may be made available to non-
residents for the purpose of financing trade with Irish residents, direct investment expen-
diture in Ireland, or purchase of residential property in Ireland.

June

The Treaty on European Union, as agreed by the European Council Meetmg m}
Maastricht in December 1991, is approved in a referendum by the Irish people

1993

January

‘Following the General Election of 25 November 1992, a Fianna Fail-Labour partner-
ship government, with Mr. Albert Reynolds as Taoiseach (Prime Minister), takes office.

A government sub-committee is established to consider the detailed recommenda-

“tions, agree target dates and objectives for the introduction of specific policies and

changes arising from three reports of the Task Force set up to advise on the implementa-
tion of the Culliton Report.

Ireland’s Exchange Control legrslatron lapsed at mrdmght on 31 December 1992
With effect from 1 January 1993 all remaining exchange control restrictions are removed.
As a result of the removal of exchange controls there are no restrictions or reporting
requirements concerning direct investment in Ireland by non-residents.
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N | Annex 3 |
Statistics on direct investment flows in OECD countries
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Annexe 4

References

Government agencies

IDA Ireland Head Office: Wilton Park House, Wilton Place, Dublin 2
Tel.: (01) 668-6633 / 668-8444 / 660-2244
Fax: (01) 660-3703

Department of Enterpnse and Employment Kildare Street, Dublm 2
Tel: (01) 661-4444 ‘
Fax: (01) 676-2654

Department of Finance: Upper Merrion Street, Dublin 2
Tel: (01) 676-7571
Fax: (01) 676-7335

Private references and sources

Legal and Tax Aspects of Corporate Investment in Ireland, A&L Goodbody, 1993.
Funds in Ireland, A&L Goodbody, 1993.

Overseas Companies in Ireland by Nationality, A&L Goodbody, 1992

Doing Business in the Republic of Ireland, Emst & Young, 1993,

International Financial Services Centre, Emst & Young, 1991. ‘ :
Insurance Operations in the International Financial Services Centre, Emst & Young.
Tax and Financial Incentives for Business Around the World, KPMG, 1992,

Ireland: A Low Tax Environment for Investment, Cbopers and Lybrand, 1992,

- Overseas Investment in Ireland: A report on the attitudes of overseas companies towards
mvestment in Ireland, AIB Internatxonal Corporatc Banking, 1991.
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Tel, 45483602

Tel, (16) 42.26.18.08

- Mulaysitt

INDONESIA - INDONESIE

Pdil-Lipi

P.0O. Box 269/IKSMG/S8

lakarta 12790 Tel. 583467
Telex: 62 875

IRELAND - IRLANDE

TDC Publishers ~ Library Suppliers

12 North Frederick Street .

Dublin | Tel. (01) 874.48.35
Telefax: (01) 874.84.16

ISRAEL

Electronic Publications only
Publications électroniques seulement

Proedicta

§ Shatna Street

P.O. Box 34030

Jerusalem 91340 Tel. (2) 52.84.90/112
. Telefax: (2) 52.84 93

ITALY - 1ITALIE

L.ibreria Commissionaria Sansoni

Via Ducx di Calabria 1/1

50125 Firenze Tel. (055) 64.54.15

_ Telefax: (055) 64.12.57
Vin Bartolini 29
20155 Mitano

Editrice e Libseria Herder
Piazza Montecitorio 120

Tel. (02) 36.50.83

00186 Roma Tel. 679.46.28
Telefax: 678.47.51
Libreria Hoepl
Via Hoepli §
20121 Milano Tel. (02) £6.54.46
’ Telefax: (02) 805.28.86
Libreris Sciemifica

Dotl. Lucio de Biasio ‘Aeiov’
Via Coronellf, 6 i
20146 Mitano Tel. (02) 48.95.45.52

Telefax: (02) 48.95.45.48

JAPAN - JAPON
OECD Publications und Infor
Landic Akuasaka Building
2-3-4 Akasaks, Minato-ky
Tokyo 107

Centre

Tel. (81.3) 35862016
Telefax: (81.3) 35847929

KOREA - COREE

Kyobo Book Centre Co, Lid.

P.0. Box 1658, Kw:mg Hwa Moon )

Seou! ) Tel. 730.78.91
Telefax: 735.00.30

MALAYSIA ~ MALAISIE

Co-operative Bookshop Lid.

University of Malaya

P.O.. Box 1127, Jalan Pantai Baru

59700 Kuula Lumpur

Tel. 756.5000/756.5425
Telefux: 757.3661

MEXICO - MEXIQUE

Revistus y Perfodicos: Inernucionales S A, de C.V.
Florenciy 57 - 1004
Mesico, D.F. 060600 Tel 20781 00

Telefux . 208.39.79

NETHERLANDS - PAYS-BAS
SDU Uligevenj Plantijnstraat

BExierne Fondsen
Postbus 20014

2500 LA's-Gravenhuge
Yoor bestellingen:

Tel. (070) 37 89 880
Telefux: (070) 3475778



NEW ZEALAN
NOUVELLE-ZELANDE
Legislation Services

0. Box 12418

Thorndon, Wellington Tel. (04) 496.5652

Telefax: (04) 496.5698

NORWAY - NORVEGE
Nurvesen Info Centes ~ NIC
Bertrand Nurvesens vel 2

P.O. Box 6125 Etterstad

0602 Orlo 6 Tel. (022) 57.33.00
Telefux: (022) 68.19.01

PAKISTAN

Mirzs Book Agency

65 Shahruh Quald-E-Azam
Lahore 54000 Tel. (42) 353.60!

Telefux: (42) 231.730

PHILIPPINE - PHILIPPINES
inteenational Book Center

5th Floor, Filipinas Life Bldg.

Ayala Avenue

~ Metro Manila Tel. 81.96.76

Telex 23312 RHP PH

PORTUGAL
Livraria Portugal
Rua do Carmo 70-74
Apart. 2681

1200 Lisboa Tel.: (01) 347.49.805

Telefax: (01) 347.02.64

SINGAPORE - SINGAPOUR

Gower Asia Pacific Ple Ltd.

Gulden Wheel Building

41, Kultung Pudding Roid, No. 04-03

Singupore 1334 Tes. 741.5166
Telefux: 742.9356

SPAIN -~ FSPAGNE

* Mundi-Prema Libros S A,

Casell6 37, Apastado 1223 :

Madrid 28001 Tel. (91) 431.33.99
o Telelus: (91) 575.39.98

Libresia Internacional AEDOS
Consejo de Ciento 391
O8O0 ~ Burcelona Tel. (93) 488,30.09
Telefax: (93) 487.76 59
1.libresia de la Generalitt
Palas Moja
~ Rambla defs Estudis, 118
08007 - Barcelons
(Subscripcions) Tel. (93) 318:80.12

(Publicacions) Tel, (93) 302.67.23

Telefas: (93) 412.18.54

SR LANKA

Centre for Policy Reseasch

c/u Colombo Agencies §4d.

No. 300.304, Galle Ko

Cotombo 3 Tel. (1) 8742410, 573551-2
Telefan: (1) 575394, 510711

-P.O, Box 1305

SWEDEN - SUEDE
Fritzes Information Center
Box 16356
Regeringsgatun 12

106 47 Stockholm Tel. (0¥) 690.90.90
Telefax: (08) 20.50.21
Subscription Agency/Agence d'ubonnements ¢
Wennergeen-Williams Info AB

Tel. (08) 705.97.50

§71 25 Solna
: Téléfax ; (08) 27.00.73

SWITZERLAND - SUISSE

Muditec S.A. (Books und Periodiculs - Livres

et périodiques)

Chemin des Puleties 4

Case postale 266

1020 Renens Teb. (021) 635.08.65
Telefun: (021) 635.07.80

Librairie Payot S.A.

4, place Pépinet

Cp 3212

1002 Lausunne Tel. (021) 345,33.48
Telefux: (021) 341.33 45

Librairie Unilivres

6, rue de Candolle '

1205 Gentve Tel. (022) 320.26.23
© Telefax: (022) 329.73.18

Subscription Agency/Agence 8" abonnements :
Dynapresse Marketing S.A.
38 uvenve Vibert

1227 Cusouge Tel.: (022) 308.07.89

Telefus : (022) 30807.99

See also ~ Voir aussi :

OFECD Publicutions und Information Centre

August-Bebel-Allee 6

2-53175 Bonn 2 (Germany)  Tel. (0228) 959.120
Telefux: (0228) 959.12.17

TAIWAN - FORMOSE

Good Faith Worldwide Int’), Co. Lid.

9th Floor, No. 118, Sec. 2

Chung Hsiso £, Roud

Tuipei Tel. (02) 291,7396/391.7397
Telefux: (02) 3949176

THAILAND - THAILANDE
Suksit Siam Co-14d.
113, 115 Fuang Nukhon Rd.
Opp. Wat Rajbopith
Bungkok 10200 Tel. (H2) 225953112
Telefus: (662) 222.518%

TURKEY - TURQUIE
Kuftdr Yayintari Is-Ttirk 14d. Sti,
Atatlrk Bulvari No. 191/Kat 13

Kuvakiidere/Ankarn Tel. 428.11,40 Ext, 2458 -
Dolmabahce Cud. No. 29
Besiktas/Istanby) Tel. 260.71.88
Telex: 434828
" UNITED KINGDOM -~ ROYAUME-UNI
HMSO
Gen. enquiries Tel. (071) 873 001}

Posta! orders only:
P.0. Box 276, London SW8 5DT
Personul Calless HMSO Bookshop
49 High Holborn, London WCIV 6HB

Telefax: (071) 873 8200
Branches ut: Belfast, Birmingham, Bristol, Edin-
burgh, Manchester '

UNITED STATES ~ ETATS-UNIS

OECD Publications and Information Centre

2001 1. Street N.W_, Suite 700

Washington, D.C. 20036-4910 Tel, (202) 785.6323
. ‘Telefax: (202) 785.0350

VENEZUELA-

Libreria del Este

Avda F. Miranda 52, Aptdo. 60337
Edificio Galipan )
Curacas 106 Tel. 951.1705/951.2307/951.1297

Telegsam: Libreste Caracas

Subscription to OECD periodicals may ulso be
placed through main subscription agencies.

Les abonnements sux publications périodiques de
I'OCDE peuvent &tre souscrits auprés des
principales agences d’abonnement,

Orders and inquiries from countries where Distribu-
tors have not yet been appointed vhould be sent to:
OECD Publications Service, 2 rue André-Pascal,
75775 Purix Cedex 16, France. '

Les commandes provenam de pays ob 1'OCDE n'a
pus encore désigné de distributeur devrulent e

" adresséer & : OCDE, Service des Publications,

2, rue André-Pascul, 75775 Paris Cedex 16, France.

3-1994

OECD PUBLICATIONS, 2 rue André-Pascal, 75775 PARIS CEDEX 18

PRINTED IN FRANCE

(21 93 54 1) ISBN 92-84-14140-8 - No, 47263 1094

IBSN 1021-5794
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