U.S. Foreign Direct Investment in Ireland:

Making the M ost of Other People’'s Money

Rebekah Berry

Clap hands, clap hands,
Till Daddy comes home,

With buns in his pocket

For Maisie alone.

Clap hands, clap hands,
Till Daddy comes home,

For Daddy has money

And Mammy has none.

(Traditiond Irish children’s song.
Quoted by Frank McCourt in Angela’s Ashes, p. 29)

Introduction

Isit possible that Irdland, where even the traditiond children’s rhymes describe
poverty, has become the world' s largest software exporter? Yes, it is, and what's more it
is aso producing semiconductors, finished pharmaceutical products, medica lasers, and
aerospace equipment. As recently as 1986 Ireland was one of the poorest countriesin the

European Union (EU)," but today it is one of therichest. Mammy has money, and Daddy

' In 1986 gross domestic product (GDP) per capitain Ireland was 64 percent of the EU
average, unemployment was 18 percent higher than the EU average, and nationa debt levels were
120 percent of gross national product (GNP). Readl interest rates were high and emigration was
heavy. (Cassdy, p. 1)



doestoo. The engine of this new Irish prosperity has been foreign direct investment
(FDI).2

Ireland has dways been a smdl country with a proud culturd heritage, but it has
been dependent nonetheless on larger countries for its economic well-being. For
centuries, England dominated the Irish economy — occasionally for better, often for
worse. However, over the past twenty years Irdland has freed itsdf from English
economic domination by utilizing two natural advantages: its geographic proximity to
Europe and its culturd tieswith the U.S. Today, only 21 percent of Irdand’ s exports go
to the U.K., compared with about 90 percent in 1960. (Barry and Bradley, p.1798)

Bdieveit or not, the Irish have done amost everything right. They have attracted
huge amounts of money from America— due largely to a century of persond and familia
ties— and they have used this money to build factories that sdl goods into the European
common market. Only Ireland wasin a pogtion to pull this off. Its culturd tiesto
America and its geographic proximity to Europe have produced its current economic
success. Everyoneiswinning.

In this paper | will explain the nature of American investment in Irdand and show
how it has affected the Irish economy. U.S. companies have chosento invest in Irdand
primarily because of three strategic advantages: the Irish workforce, Irdland’ s tax and
regulatory incentives, and EU integration. | will examine how effective each of these

factors has been in atracting FDI in the past and outline how present prosperity can be

% This paper’s definition of FDI comes from the U.S. Department of Commerce's
Benchmark Survey on Foreign Direct Investment, where it is defined as: “Ownership or control,
direct or indirect, by one foreign person of 10 percent or more of the voting securities of an
incorporated U.S. business enterprise or an equivalent interest in an unincorporated U.S. business
enterprise.” ("Foreign Direct Investment...," p. 3)



continued. Findly, | will discuss Irdland’ s success in developing information transfer

and backward linkages.

Foreign Direct Investment: U.S. L eader ship

The process of opening the Irish economy began in the 1970s with the signing of
the Anglo-Irish Free Trade Agreement and Ireland’ s membership into the European
Economic Community (EEC). Opening the economy was origindly aimed at helping
struggling domegtic industries; however, the low labor cogts, low tax rates, and trade
agreements with Europe aso attracted foreign investors. Irdland redlized the positive
effect that foreign investment could have on the economy and since then has made a
conscious effort to attract investment. Consequently, FDI into Ireland has been
incressing since the 1970s. (Durkan pp. 6-12) Because Irdand isasmall country, FDI
has a much more important impact than it doesin larger countries such asthe U.S., which
receives much larger sums of foreign investment. In fact, Irdland currently receivesthe
highest amount of FDI per head, and in 1998 it had one of the highest rates of FDI
inflows as a percentage of GDP. (“The Cutting Edge’)

The U.S. dominates FDI in Ireland, accounting for 64 percent of employment by
foreign companies. (Industria Development Agency, “Vitd ...”) AsTable Lilludtrates,
U.S. companies account for 54.1 percent of tota Irish output, with significantly higher
percentages in the chemical and dectronicsindustries. High tech sectors such asthese
accounted for dmost 70 percent of manufacturing output in 1998; 91 percent of this
output came from foreign owned companies. (Cassidy, p. 5)

Tablel

® For acomplete list of foreign companies investing in Ireland, see Appendix A.



U.S. Investment Data 1998
All Industry Chemicds  Electronics  Pharmaceuticals
U.S. Firms % of
Output 54.1 74.5 76.3 38.9
% of Output Exported 72.9 94.7 90.6 95.3

Source: Census of Industria Production, 1998, in Durkan (2001)

Unlike U.K. companies, which only export 39 percent of output, the mgority of
which goes back to the U.K., U.S. multinationas in Ireland export 96 percent of outpui,
over haf of which goesto the EU. (Barry and Bradley, p.1900) The emergence of these
U.S. multinationas, which have used Irdland as a base for exporting into Europe, has
transformed Ireland into an export-driven economy.

Since 1987 GDP growth in Ireland has averaged about 6.5 percent, with growth
rates sometimes reaching 9 percent. (Cassidy, pp. 1-3) Table 2 compares the GDP and
employment rates of Europe and Ireland over the period 1981-2000. Mot of this growth
has been attributed to Foreign Direct Investment (FDI).

Table2
Economic Comparisons

1981-90 1991-93 1994-00
Average Annual GDP Growth

Irdland 360% 260% 8.90%

EU-15 240% 0.80%  2.50%
Average Annual Employment Growth

Irdland -0.20% 0.50%  4.60%

EU-15 050% -0.90% 1.20%

Source: Eurodtat, in Cassidy (2001)

* GNP, which may be a better measure for Ireland since it adjusts for incomes sent
abroad, grew at an average annual rate of around 8 percent between 1994 and 2000.



The People: An Inexpensive, Well-Educated, English Speaking Workforce
When we weighed all of the factorsinvolved, Ireland was the clear winner.
Telecom Ireland’ s pricing package was unbeatable. Salaries are as much
as 50 percent lower for a workforce that is younger and better educated
than elsewhere, many with second and third languages.

Geoff Obeney, MIS Director, Gateway Corporation PLC

Gateway is not the only multinationa company (MNC) that has noticed the
desirability of Irdland’ sworkforce. In fact, akey incentive for many MNCsto locatein
Irdland has been the high sKkill-low cost characterigtic of the Irish workforce. Irish
workers speak English, are well educated, and for most of the 1990’ s were among the
cheapest |abor in the EU.

Ireland’ s education system has been ranked as one of the best in the world
according to a 1999 independent World Competitiveness Yearbook report by the Inditute
for Management Development (IMD), one of the top five executive business schoolsin
theworld. Inlreland 65 percent of the population between the ages 5-29 are enrolled in
various levels of schooling, a greater percentage than in France, Germany, Spain,
Portugd, and Japan. Since 1970 the number of students enrolled in third leve (the
equivaent of U.S. college) has quadrupled. (Cassidy p. 24) Furthermore, over haf of
college graduates obtain degrees in computer science, engineering, science, or business,
subjects that add vaue to the workforce. (Industria Development Agency, “Vitd...,” p.
6) In addition to the high qudity of education in Ireland, the return of highly educated
Irish immigrants from North America and Europe has dso added vaueto the Irish
workforce. A study by Barratt and Trace (1998), as quoted in Cassidy, has shown that

that immigrants, both Irish and nort Irish, have higher levels of education than the genera

Irish population and are likely to add vaue to the Irish workforce. (Cassidy p. 25)



Another important characterigtic of the Irish workforceisthat it is English
gpesking.  This makes information exchange and training between and within companies
easer. Additiondly, language compatibility makes it more gppeding for highly skilled
U.S. employees to spend time working in Ireland, where they can dine, shop, and
socidize without facing language difficulties.

In addition to language compatibility, there is aso acultura compatibility
between Irdland and the U.S., a compatibility that has emerged from a constant flow of
immigration and tourism. Because of this, employersin Americaare familiar with Irish
culture, or are even Irish themsalves, and have a naturd tendency to fed more
comfortable working with Irish workers than with workers of some of the other low wage
EU countries.

Theimportance of cultura ties and language compatibility can be seenin this
quote by Rory O'Donndll, of the Ingtitute of European Affairs:

While at the outset of our membership of the European Community it was

possible to argue that much of the US interest in investment in Irdland was

as an English-speaking base with access to the European market, | believe

the perspective has changed. Our huge success in attracting high-tech and

information-oriented industries and servicesis both a product of, and

cause of, an extraordinary Irish achievement in degpening our relationship

politicaly, diplomaticaly and economicaly with the United States, while

at the same time embracing European integration. (O’ Donnell, p. 48)

Asif being culturdly and linguidtically compatible and highly educated were not
enough, Irdland aso has had one of the lowest wage ratesin the EU. Figure 1 compares
the hourly compensation (wages plus benefits) that companiesin Ireland must pay with

those of other EU countries.

Figurel
Average Hourly Compensation (in US $)



Source: U.S. Department of Labor (2000), in IDA Irdand: “Why Ireland —
Competitive Costs.”

Irdland’ s low wages are largely dueto its nationd partnership agreements
between workers and the government, which were established as part of the Program for
National Recovery in 1987. (Burke, “Sparring Partners...”) In the series of national
agreements that followed, workers agreed to accept lower wage increases in return for tax
cuts that provided a significant increase in actud take-home pay. Both workers and
companies have benefited from these agreements; the take-home pay for the workers has
not been lowered, while employers have been able to obtain high skilled labor at alow
cost.

The nationd partnership agreements have helped keep industrial peace and
maintain coherence in planning between government, workers, and businesses.  But with
unemployment estimated to be as low as 3.3 percent in 2001 and inflation as high as 4
percent, wage demands are now increasing. Strikesin the late 1990's and higher wage
demands by nurses, bus drivers, and construction workers reflect the recent tenson
between workers and employers. (Sullivan) Wages in generd have risen 7.8 percent in

2000, with estimates of a 10.2 percent growth in 2001. (McCoy, p.1) With atight labor



supply, the bargaining power of the workersis much greater than it wasin the high
unemployment times of 1987 when the first partnership was negotiated.

The government is addressing the tight labor supply problem by bringing in at
least 200,000 skilled immigrantsto Ireland over the next Six to seven years. (Y egtes,
“Employers Back Plan...”) To attract these new immigrants, the sate training and
employment agency has held job fairs al over Europe and North America. (Breathnach,
p. 2) The government hopes that an increasein the labor supply through immigration
will help to relieve some of the upward pressures on wages.”

The Irish workforce is one of the best in the world. Asthe Irish economy has
grown, however, workers have demanded and will continue to demand higher wages.
Inevitably, less developed European economies, such as those in the Eastern bloc, will
have lower wage rates and may begin to spend generoudy on educetion to create a skilled
work force just as Irdland did. Ireland’s great long-term advantage is that no matter how
low the wages or how high the skills levels of workersin these developing EU countries,

English is not their first language.

The Government: Lower Taxesand L ess Bureaucracy

The fact that the Irish spesk English may be consdered a fortunate accident of
higtory, but the government’ s friendly attitude towards business over the past twenty
yearsis no chance occurrence. Asearly asthe 1970's, Ireland recognized the benefits of

atracting high tech, knowledge-intensve indudgtries.  The Indugtrid Development

® The government is aso trying to increase the labor supply by inducing even lower
unemployment. In the 1999 budget, for example, the finance minister moved to encourage
potential wage earners to seek employment rather than receive welfare by not requiring taxes on
the first 100 pounds of earnings. (Suiter )



Agency (IDA), anationd organization responsible for securing investment from
oversess, was given funding for projects that targeted the development of these
indudtries, particularly focusing on attracting investment from the U.S. (Cassidy, p.17)
The government went one step further in 1981, when it introduced a low tax rate of 10
percent for international manufacturing companies®

Currently, Ireland has two tax rates. Activities within the Shannon airport zone,
the Dublin Internationa Financid Services Center (IFSC), and al manufacturing
activitiesared| taxed at arate of 10 percent.” Other corporate taxes within Ireland can
be as high as 25 percent, but few internationa companies pay thisrate sncethe Irish
government has defined “manufacturing” liberdly. In addition to traditiona
manufacturing activities, Irdland’ s definition includes data processing, dectronics,
software development, pharmaceuticas, repair of ships, shipping activities, and film and
newspaper production.

Ireland’ s dual corporate tax structure has led to complaints of unfair tax
favoritism by other EU countries and the domestic companies that do not qualify. Ireland
has responded with a new corporation rate of 12.5 percent that will be applied to dl

trading sectors after December 31, 2002. All higher tax bracket activities will move

® Irdland has arelatively low tax rate on E-commerce, as long as Europe continues to
follow the initiative reached by the OCED in 1998, which states that E-commerce should be taxed
in the same way as traditional commercia activity. If al of the EU countries follow this
standard, Ireland will remain competitive in this area since its tax rates on commercia activity are
dready so low (Revenue, pp. 71-72).

" Eligible activities in the Shannon airport zone include the repair and maintenance of
aircraft, trading operations increasing the use of Shannon Airport, and trading operations ancillary
to manufacturing trade. The IFSC was established in 1987 to revitdize the Dublin docklands
area. It encompasses financia service businesses like asset financing, corporate treasury and
investment fund management, custody and administration, and futures and options trading.
(Cunningham)
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down to 12.5 percent by this deadline, and the current rate of 10 percent will be phased
out over alonger period of time for different activities. For example, the tax rate on
manufacturing activitieswill remain at 10 percent until December 31, 2010, and the
Shannon Airport Zone and the Dublin IFSC will keep the 10 percent rate until December
31, 2005. (Cunningham) Although the new rate is an increase from the extremely low

10 percent rate, the scheduled 12.5 percent rate ill remains significantly below the rate
in the U.S. and other European countries, as Figure 2 illustrates®

Figure2
Corporation Tax Ratesfor Manufacturing and Qualifying Services
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Source: Delaitte and Touche (2000) asin IDA Irdand: “Why Irdland — Taxation.”

®Although they have criticized Ireland, several other EU countries have adopted the Irish
dud tax model, offering hidden incentives in special geographic regions or industries. For
instance, Portugal has a zero tax rate in Madeiraand Azores, Spain has a zero tax rate in Ceuta,
Mdilla, and Basque Holding Companies; the Netherlands has a 7 percent rate for multinational
finance and holding companies; Belgium has expatriate tax breaks, and Luxembourg aso offers
breaks for holding companies. (Cunningham).
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The low tax ratesin Irdland have naturdly led to “trangfer pricing,” an accounting
technique that defers as much income as possible to the country with the lowest tax rate®

This practice has been a source of tension between both U.S. multinationas and the IRS,

® Examples of trangfer pricing include: 1. Writing the work of a high skilled U.S.
employee as the work of an employee in Ireland in order to report the profitsin Ireland (Murphy,
p. 18) 2. Sdling Irish output at artificialy high prices to maximize profitsin Ireland.  (Durkan,

p. 14)



aswell as between Irdland and the EU, because it distorts growth and output figures.
Productivity and growth in Irdland is overstated so that more profits are reported in
Irdland. This means lesstax revenue for other countries, which has caused frequent
international complaints againgt Ireland’s low tax rates and has become one of the
foremost arguments for fiscal harmonization, which will be discussed |ater.

Most countries dso have locd or Sate corporate taxes on businessesin addition to
those levied by the centrd government. Once again, Ireland has one of the lowest ratesin
the EU, second only to that of Greece. 1n 1996 local taxation was only 2.3 percent of
totd tax revenue. Irdand’ s loca taxeswill continue to remain competitive in the future,
snce Revenue (the Irish tax collection agency) has stated that any increase in local taxes
will be offset by reductions in income taxes, leaving the tota tax burden unchanged.
(Nationa Economic and Sociad Council, pp. 35-36)

Income tax rates, which are sometimes a concern for the management of MNCs
because of their effect on the relocation of internationd employees, aredso low in
Irdland. Theincometax ratein Irdland is 24 percent for the first 14,000 pounds of
taxable income, and 46 percent for the baance. Irdand has income tax treaties with most
industridized countries, which dlow for foreign-taxed income to be deducted from Irish
income taxes. (“Irdland -- Overview and Introduction.”)

The importance of tax breaksto MNCsinvesting in foreign countriesis ill being
debated. Economic studies have shown that in many cases excessive tax rates may deter
investment, but the inverseis rarely true. Studies by the Foreign Investment Advisory
Searvice (FIAS) have shown that low tax rates aone do not attract FDI. (Bergsman) Also,

H. J. Robinson’s study of 205 companiesin 67 countries supports this concluson. The
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study found that government officids rated tax incentives highly, but executives of
MNCs did not.*

The FIAS study concludes that tax and other government incentives are only
effective in export-oriented investments, in countries or regions smilar to neighboring
countries or regions, in places where the business climate is favorable, and where the
incentives occur sooner in the project’slife and with more certainty. Irdland meets dl of
these qudifications. The FIAS study also assarts that for tax incentives to be effective,
they should not be above the average tax rate within the economic zone they are
competing in. Attractive countries with large markets of their own can afford to have the
average tax rate or dightly higher, but smaler countries looking for an export market
should have rates that do not go above 10-15 percent. (Bergsman, p.4-7) Irdand fdls
within this second category, making tax incentives a key factor in competing with smilar
European countries for access to the EU market.*! Furthermore, Ireland does not have the
advantage of an exclusive access to alarge domestic market that countries such asthe

U.S. and Brazil have. This makes taxes at the lower end of the scale necessary.

19 Another major study by the IFC Development Committee also supports this claim, but
qualifiesit with the important proviso that tax rates do attract FDI if the investor is deciding
between two similar platforms for producing to export markets or between two similar platforms
for producing in one large market (such as the U.S, China, Brazil, or the EU). Where investors
can find aternative locations that have comparable conditions to export to alarger market,
incentives become more important. (Guisinger) Thisis supported in recent studies by Alshuler,
Grubert and Newlon (1998) and Gropp and Kostia (2000), as used by Cassidy, which confirm
that corporate tax rates do effect the location of investment, and that they are a necessary but not
sufficient condition for attracting funds. (Cassdy, p. 20)

" Because Irdland is part of the bigger EU market with no internal trade barriers,
Ireland’ s tax rates should be compared with those of other EU countries; countriesin Latin
Americaand Asiawill not always be competing for the same local market. Ireland’ stax rates are
extremely competitive within this EU context. Even though Ireland’ s corporate tax rates may be
higher than ratesin Asiaand Latin America, so are the ratesin the rest of Europe.
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In addition to alow tax rate, Irdland has aso devel oped a non-financid incentive
for businesses — reducing red tape. In arecently launched program (Reducing Red Tape:
An Action Program of Regulatory Reform in Ireland) the government has placed
responsibility on each department or office to revise, consolidate, or reped frivolous laws
within their jurisdiction, especialy those that hinder market entry or are burdensto smal
businesses. (National Economic and Socid Council, p. 48) In addition, Revenue has
made an effort to reduce the red tape involved with tax payments by consolidating taxes,
cregting ectronic payment options, and maintaining high leves of customer service.
(Quigley)

In summary, the Irish government is openly committed to attracting business and
making foreign companies as comfortable as possble by kegping taxes and regulations at

abare minimum.

TheEu: Trade, Taxes, And Inflation

The low cost way to support European customersisfroma single site.

This enables over heads, inventory, and accommodation costs to be

minimized. Dell pioneered the trend by centralizing European logistics

and customer support in Ireland, which offers one of the lowest cost and

most flexible working environments in Europe.

Michad Déll, President and Chief Executive, Dell Computers.

Ireland’ s decision to join the EU and later the European Monetary Union (EMU)
has been athird crucid factor in attracting foreign investment. Today 47 percent of
Ireland’ s exports are destined for the EU, and only 21 percent are destined for the U.K.

(Centrd Statitics Office) While becoming part of this larger entity has undoubtedly
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helped to attract FDI, Irdland’ s robust rate of economic growth may be difficult to sugain
due to some of the leveling policies of the EMU.

Ireland has often experienced economic cycles that do not correlate with those of
other mgjor EU countries. For example, in the past two years Irdland’ s economy has
been rapidly growing, but the rest of Europe has been experiencing growth dowdowns.
Smilarly, while Irdand’ s unemployment has been low, other parts of Europe have
experienced high unemployment. Another difference has been the inflation rate; fagter-
growing periphery countries such as Irdland and Spain have had higher rates of inflation
(5.6 percent in Irdland in 2000), while the EU core economies such as France and
Germany, which make up 55 percent of the EMU economy, have had inflation rates of
around 1.5 percent. (Lynn, p.2).

These economic factors produced an expansionary monetary policy for the EU
that benefited the core countries, but that acceerated Irdand’ s inflation problem. The
generd attitude of the EU has been that Ireland should adhere to the common monetary
policy and handle the resulting inflation problem interndly. In fact, European Monetary
Affairs Commissioner Pedro Solbes warned thet if inflation in Ireland isto be dedlt with,
it should be through Irdland’ s fiscal policy and not through monetary policy from the
ECB. (Lynn, p. 3) However, even the use of fisca policy is being threatened by EMU
membership. Fisca harmonization, which would force dl EMU countries to have the
same tax structure, would undermine Irdland’ s competitive tax advantage. Unfortunately
for Irdland, this strategy is being actively pursued by severd influentiad members of the
EMU community. For instance, when asked abouit fiscal harmonization within the EMU,

European Centrd Bank council member Eugenio Domingo Solans stated:
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There has to be harmonization, though not uniformization of taxesin

Europe. It'sakey eement of European economic and fiscd integration.

It's essentid that there not be fisca distortionsin Europe. Currently, tax

trestment of savings sumbles over fisca redoubts that aren’t transparent.

We have to diminate the digtortions in income tax trestment of

savings....l think progress of plans for tax harmonization are desirable.

(Lewis, p.1)

Proponents of fiscal harmonization within Europe argue that different tax
gructures within different sates of the EMU will simulate tax wars because labor and
capitd can move fredy within the EU. Workers and invessments will go where taxes and
government regulations are less burdensome, leading to tax competition that could hurt
the fiscal sructure of countries with high levels of government spending, such as France
and Germany, who both have a strong influence on EU policy-making. (“Leve-headed”)
Harmonization proponents dso argue that different schemes of taxation and regulation
add to the cost of doing business across borders, a problem that could be avoided if
governments have conforming codes of taxation and regulation. France has been the
magor promoter of tax harmonization, proposing alegaly enforcesble tax code, which
would diminate the current tax irregularities that have enticed companies to cross the
borders. (“Taxidermy”)

Not surprisingly, low tax countries, such as Irdand and Spain, argue that tax
competition is not harmful, but is rather an effective means of lightening tax burdens.

They argue that Since any country can lower taxes, countries with low taxes do not have

an immutable unfair advantage!? (“Taxidermy”) Furthermore, implementation of fiscal

' Interestingly, thisis exactly what seems to be happening in Europe. In 2000, Finland
was the only OECD country to report an increase in tax rates, while France, Germany, Ireland,
Japan, Poland, Czech Republic and the UK continued cutting tax rates. Germany has scheduled
tax cuts over the next few years that will drop the corporate tax rate to below 40 percent.
(“KPMG Corporate Tax...")
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harmoni zation would aso discourage other countries, such asthe UK, from joining the
EMU. (“Britain, Out of Harmony Again”)

In 1997 EU member gtates drew up a“Code of Conduct on Business Taxation,”
with Irdland playing a sgnificant role in its drafting. The tresty addresses unfairness and
harmful competition by identifying areas where tax levels are ingppropriatdy low ina
specific industry within the member state, thereby influencing the location of business.
The OECD has aso tried to help Europe come to a solution regarding this matter, by
publishing areport in 1998 that focused on harmful tax competition, which made the
digtinction between low tax rates and harmful tax competition. The OECD report clamed
that low tax rates were not harmful in and of themselves, but were so when combined
with other unfair legidative or adminigrative feetures, such aslack of trangparency in
disclosing tax information and lack of information exchange. The report concluded that
low tax rates done were not unfair and that fiscal harmonization or minimum tax levels
would not be appropriate. (Revenue, p.73) Despite this report, tax harmonization is il
on the table for the EMU.*® Thisis not an immediiate concern for Irdland, but it may be
soon because its membership inthe EMU  will force it to comply with whatever tax

decisions are made.

High Tech Services. Attaining Global Competence
One of the key factors deciding the economic success of FDI in small, open

economies such as Irdand is the country’ s ability to learn from and adapt to the research

* The EU has aready interfered with Irdland’ s fiscal affairs. On February 13, 2001, the
European Commission officially reprimanded Ireland for loosening its fiscal policy. Ireland had
not broken any rules of the Maastricht treaty, yet the commission still felt the need to try to
influence Ireland’ s fiscal policy. (“Irdand’s Euro-sins’)
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and development of others. (O’ Hagan, pp.204-206) The IDA is now targeting investors
who will locate their high value-added processes and research and development (R&D) in
Ireland. A recent survey has shown that firms that fit these criteria provide better qudity
employment and are more committed to the Irish economy. (Cassdy, p. 19)

One way to do thisis by expanding “backward linkages,” in which foreign
subsidiaries purchase goods and services from localy owned suppliers. (Battat, Isaiah,
and Shen, p.1). Backward linkages have been increasing since service intensve
industries such as PC producers have located in Ireland. (Durkan, pp.13-18) Developing
backward linkages has advantages for both the foreign company and the host country.
The host country benefits from the increase in economic activity, the increase in income,
the trandfer of technologica and the management skills, and internationd recognition as
loca companies improve their products and services to meet internationa standards.
MNCs benefit because more interaction and information exchange with the loca services
sector means chegper, higher quality products.

Ireland, along with Taiwan, Singapore, and South Koreg, is one of the few
countries to develop officid programs designed to encourage backward linkages. In 1983
Ireland established the Nationa Linkage Program (NLP), whose missonisto assst
domestic vendors in becoming competitive, reliable suppliers of goods and servicesto
large buyers, both domesticaly and internationally. The NLP aso works asa
matchmaker by researching potentid linkage opportunities between Irish suppliers and
MNCs. Thusfar, the NLP has been a success in Irdland with over 200 foreign effiliates
and 83 suppliers participating in the program. Since its foundation, Irish suppliers have

seen their sdlesincrease by 83 percent, productivity by 36 percent, and employment by
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33 percent. (Battat, pp.30-31) It isestimated that for every job in software there are one
or two more jobsin support services. (Burke, “FirmsBask...”) The government aso
estimates that the service sector will bring in 260, 000 new jobs into the economy by
2010. (Y edtes, “Both Sides Try....")

Enterprise Irdland, a government organization respongble for asssting in the
development of Irish companies, is dso working towards increasing Irdland’ s domestic
market share of high-tech manufacturing with its “ Commercidization of Research and
Development” program founded in 1996. The program involves funding and resources
for campus start-up companies within Ireland, ranging from marine technology to web-
based genedlogicd tracing. Already the program has funded 38 hedlthy companies that
employ about 400 people. Enterprise Irdland hopes that these companies will mimic the
success of other former campus companies such as lona Technologies, founded in 1991
by three computer scientists from Trinity College. lonais now ahigh tech multimillion

dollar company listed on the NASDAQ Exchange. (* Skills Shortage...”)

Conclusion

Ireland does not have the large population, high levels of loca capita, or
abundant natural resources necessary to promote intense capitaism or large nationd
industries that can compete at agloba level. But Ireland does not need these things to be
successful. Ireland has used what it does have -- alow tax rate, the English language, EU
membership, a highly educated population, and plenty of job openings— to attract the
foreign investment necessary for strong economic performance. When Ireland’ s golf

courses, friendly pubs, beautiful scenery, and itstraditionsin music, literature, and the
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theatre are added to this list of commercid incentives, foreign companies do not have to

be asked twice to locate there.
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Abstract
U. S. foreign direct investment has been akey factor in Ireland’ s recent economic
growth. Irdand s high skilled- low cost |abor force, government tax and regulatory
incentives, and EU integration are often cited as the primary incentives for U.S.
invesment. Thisarticle discusses the relevance of each of these factorsin Irdand’s past

and future growth.
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