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THE CELTIC CHIMERA: IRELAND’S TAX 
POLICIES STARVE THE PUBLIC SECTOR  
AND THE POOR
Ireland has been at the forefront of moves to bring the offshore model into the heart of the onshore economic system. 
It is also suffering disproportionately from the impact of austerity. These two facts are connected. 

The Irish model of rock-bottom business 
XE\EXMSR�LEW�FIIR�LYKIP]�MR¾YIRXMEP��-R�VIGIRX�
years, corporate tax rates have been slashed 
across Europe. [T]he average rate in the EU has 
fallen from 38 percent in 1996 to 26 percent 
in 2006.

Inspired by the Celtic Tiger, many Eastern 
European nations have … installed both low 
GSVTSVEXI�XE\IW�ERH�WMQTPI��¾EX�VEXI�XE\IW�SR�
individuals.�

Edwards even argued that Ireland proved 
XLEX�XLIVI�[EW�RS�TEVXMGYPEV�VIEWSR�JSV�E�
REXMSR�XS�IHYGEXI�MXW�[SVOIVW�FIGEYWI�MX�
GSYPH�MQTSVX�WOMPPIH�[SVOIVW�XLEX�SXLIV�
REXMSRW�LEH�TEMH�XS�IHYGEXI�

It’s become fashionable to argue that increased 
government spending on education is the 
key to success for countries like Ireland. I’m 
skeptical. For one thing, booming economies 

today can attract high-skill workers from global 
labor markets. In Ireland, brain drain has been 
replaced by brain gain as smart people from 
across Europe are drawn into the country’s 
growing industries.�

8LI�'EXS�-RWXMXYXI�[EWR´X�EPSRI�MR�MXW�
IRXLYWMEWQ�JSV�XLI�-VMWL�ETTVSEGL��-R������
.IER�'PEYHI�8VMGLIX��XLI�4VIWMHIRX�SJ�XLI�
)YVSTIER�'IRXVEP�&ERO��GMXIH�-VIPERH�EW�XLI�
±QSHIP²�JSV�REXMSRW�IRXIVMRK�XLI�)9��

[T]he process of transformation that [Ireland] 
began over four decades ago has become a 
model for the millions of new citizens of the 
European Union. The new Member States of the 
EU have had to confront economic challenges 
whose magnitude and long-term importance 
are similar to those that faced Ireland when you 
began your work. Thanks to Ireland’s economic 
success, to which you devoted your life, we can 
FI�GSR½HIRX�XLEX�IGSRSQMG�VIJSVQ�[SVOW���

8VMGLIX�GMXIH�-VIPERH�EW�LMW�HI½RMXMZI�TVSSJ�
SJ�XLI�GSVVIGXRIWW�SJ�XLI�X[S�QEMR�TSMRXW�
SJ�LMW�XEPO���8LI�WYFWXERGI�SJ�XLIWI�TSMRXW�
MW�E�WXETPI�SJ�XLI�WXYQT�WTIIGL�SJ�IZIV]�

6ITYFPMGER�GERHMHEXI�JSV�XLI�TVIWMHIRG]�MR�
XLI�9�7���8LI�½VWX�TVMSVMX]�MW�XS�HIVIKYPEXI�
ERH�VIHYGI�[SVOIV Ẃ�VMKLXW���

[O]ne has to consider the astonishing 
experience of Ireland, which recovered from 
TSSV�IGSRSQMG�ERH�½WGEP�GSRHMXMSRW�MR�XLI�
mid-1980s to an impressive pace of economic 
EGXMZMX]�ERH�WSYRH�½WGEP�TSWMXMSR�MR�RS�QSVI�
than a decade. In addition to a favourable 
QEGVSIGSRSQMG�IRZMVSRQIRX�ERH�XLI�FIRI½XW�
derived from participation in the European 
Union, the economic recovery was grounded on 
far-reaching home made structural reforms in 
the labour, capital and product markets.

8LI�WIGSRH�TVMSVMX]��MW�XS�GYX�KSZIVRQIRX�
WTIRHMRK��;EWLMRKXSR�'SRWIRWYW�
WX]PI�EYWXIVMX]��[LMGL�8VMGLIX�GEPP�±½WGEP�

Ireland adopted its distinctive corporate 
MRGSQI�XE\�TSPMGMIW�EW�TEVX�SJ�ER�MRXIKVEXIH�
strategy based on the ‘Washington 
'SRWIRWYW´�TSPMGMIW�QEHI�MRJEQSYW�MR�0EXMR�
%QIVMGE��8LMW�RISPMFIVEP�WXVEXIK]�VIWXVEMRIH�
wage increases and starved the public sector 
SJ�JYRHW�F]�WLEVTP]�VIHYGMRK�VIZIRYI�JVSQ�
taxes, particularly corporate income taxes. 
-VIPERH Ẃ�TSPMGMIW�ETTIEVIH�XS�[SVO�JSV�WSQI�
XMQI�ERH�-VIPERH�[EW�LEMPIH�EW�XLI�±'IPXMG�
8MKIV�²��

-R������XLI�'EXS�-RWXMXYXI Ẃ�HMVIGXSV�SJ�XE\�
TSPMG]�WXYHMIW��'LVMW�)H[EVHW��I\TPEMRIH�XLEX�
-VIPERH Ẃ�WYGGIWW�HIVMZIH�JVSQ�³E�WIVMIW�SJ�
LEVH�LIEHIH�HIGMWMSRW�XLEX�WLMJXIH�-VIPERH�
JVSQ�FMK�KSZIVRQIRX�WXEKREXMSR�XS�JVII�
QEVOIX�KVS[XL�́ �%GGSVHMRK�XS�)H[EVHW��XLI�
OI]�XS�-VIPERH Ẃ�WYGGIWW�[EW�³MXW�I\GIPPIRX�XE\�
GPMQEXI�JSV�FYWMRIWW´��%RH�XLI�FIRI½XW�SJ�XLMW�
approach were spreading throughout the 
GSRXMRIRX�

“Irish tax policies have spread the rot to other nations by 
inducing a race to the bottom.”

Jean-Claude Trichet, 
admirer of the Irish 
model. Here seen 
facing right. (CC by 
3.0, Euku) 
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GSRWSPMHEXMSR²
���8VMGLIX�RSXIW�XLEX�-VIPERH�
LEW�HSRI�FSXL�ERH�MW�XLI�'IPXMG�8MKIV�
FIGEYWI�MX�LEW�JSPPS[IH�FSXL�TSPMGMIW�����

In this respect, the dramatic acceleration of 
output in Ireland in the post 1987 period can 
be associated with a vigorous and successful 
TVSNIGX�SJ�½WGEP�GSRWSPMHEXMSR�WXEVXMRK�MR�������
This programme was based on tight expenditure 
control via subsidy cuts, social security reform 
and a streamlining of the public sector and 
control of public expenditure. 

8VMGLIX�JYVXLIV�EVKYIH�XLEX�-VIPERH�TVSZMHIH�
TVSSJ�XLEX�EYWXIVMX]�GSYPH�IRLERGI�KVS[XL��
TEVXMGYPEVP]�MJ�MX�[IVI�EWWSGMEXIH�[MXL�PEVKI�
GYXW�MR�XE\IW�

Ireland’s experience … clearly shows how 
TSPMGMIW�KIEVIH�XS�½WGEP�GSRWSPMHEXMSR�HS�RSX�
necessarily entail contractionary effects on real 
aggregate demand and economic activity. [I]in 
spite of the tightening policies undertaken, the 
VEXI�SJ�KVS[XL�WLS[IH�E�WMKRM½GERX�MRGVIEWI�MR�
VIPEXMSR�XS�TVIZMSYW�]IEVW��?7AMKRM½GERX�FYHKIX�
consolidation based on spending reduction 
IRLERGIH�XLI�PSRK�XIVQ�½WGEP�WYWXEMREFMPMX]�
and increased the policy credibility of a more 
favourable tax regime.

&IGEYWI�-VIPERH�EHSTXIH�XLI�IYVS�MX�RS�
longer has a sovereign currency, which 
I\TSWIW�MX�XS�XLI�I\XSVXMSR�SJ�XLI�±FSRH�
ZMKMPERXIW²�MJ�MX�VYRW�E�PEVKI�FYHKIX�HI½GMX���

%W�E�VIWYPX��SRGI�XLI�GVIHMX�ERH�TVSTIVX]�
FYFFPIW�GSPPETWIH�MX�[EW�JSVGIH�XS�GYX�
expenditures on health and employment 
[LIR�XLI]�[IVI�QSWX�RIIHIH��-J�-VIPERH�
really collected corporate income tax at the 
WXEXIH�VEXI�SJ�����	�XLI�-VMWL�IGSRSQMWX�
(EZMH�1G;MPPMEQW�IWXMQEXIW�MX�[SYPH�LEZI���
billion euros greater annual income and Irish 
WYJJIVMRK�[SYPH�FI�KVIEXP]�VIHYGIH��-RWXIEH�
[I�LEZI�WIIR�XLI�VIXYVR�SJ�[MHI�WGEPI�
Irish emigration, including recent university 
KVEHYEXIW�¯�XLI�REXMSR Ẃ�XVIEWYVI��*EV�JVSQ�
MQTSVXMRK�XEPIRXIH�[SVOIVW�EW�MR�XLI�'EXS�
-RWXMXYXI�JERXEW]��XLI�GSYRXV]�MW�I\TSVXMRK�
them.

-VMWL�XE\�TSPMGMIW�LEZI�RSX�SRP]�PIJX�-VIPERH�
unable to provide appropriate health 
services and provide the jobs that would 
OIIT�-VMWL�YRMZIVWMX]�KVEHYEXIW�MR�-VIPERH�¯�
they have spread the rot to other nations by 
MRHYGMRK�E�VEGI�XS�XLI�FSXXSQ��0MIGLXIRWXIMR�
LEW�VIGIRXP]�ERRSYRGIH�TPERW�JSV�E�����	�
EGVSWW�XLI�FSEVH�GSVTSVEXMSR�XE\�VEXI��
I\TPMGMXP]�XS�QEXGL�-VIPERH Ẃ��1SVI�VIGIRXP]�
XLI�9RMXIH�/MRKHSQ�LEW�FIIR�SJJIVMRK�
reduced rates.

-R�JEMVRIWW��XLI�9/�MW�EQSRK�XLI�KVIEXIWX�
tax havens in the world given the notorious 
'LERRIP�-WPERHW�XLEX�ITMXSQM^I�XLI�³GETXYVIH�
WXEXI´���-VIPERH�MW�E�QYGL�WQEPPIV�TVSFPIQ�
XLER�XLI�9/��FYX�MX�LEW�EHHIH�QEXIVMEPP]�XS�
an already severe problem.

William K. Black is Associate Professor of  
Economics and Law, University of  
Missouri-Kansas City.
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“Ireland is a much smaller problem than the UK, but it has 
added materially to an already severe problem.”


