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Executive Summary

» lIreland is in a highly unusual situation regardifigcal decentralisation: effectively, it has
had none since the late 1970s. Therefore, on apgthgtical scale or index Ireland lies at
the highly centralised end of the spectrum.

» The rating system of local government funding, i from Britain after independence in
the 1920s, was abolished in 1977/78. Since theh Idcal government has relied on grants
from central government for the bulk of its expaurei needs.

» The reduction in the number of councils, and almlitof local rates, coincided with a huge
surge in Irish public expenditure in the 1970s.sT$tiate of affairs swelled the national debt.
It is only since 1987 that serious progress beederia reducing this debt.

» Despite the economic improvements of the 1990d)ag not yet become politically
mainstream to call for a reform of the nation'steys of taxation. In the context of an asset
price boom this silence is understandable evedmeifesiconomic consequences are deleterious.

» The increased centralisation of revenue raising @®an Ireland has been complemented by
the simultaneous centralisation of expenditure slens. Since the 1970s councils without
taxation power have increasingly only administertb@ expenditure decisions taken in
Dublin and Brussels.

» Harmonisation of tax rates throughout the EU is @anttoversial topic within Ireland.
Ireland's relatively low rates of corporate taxatilhave encouraged inward investment and
any proposed increase in corporation tax due tonmamisation would reduce Ireland's
growth potential.

» There is little evidence to support the view thaths harmonisation would eliminate
distortions caused by transfer pricing as the emplrevidence suggests that transfer pricing
does not explain Ireland's productivity performance



» Politically there has been no serious move to moeland to a more decentralised tax base.
Ireland's political parties reflect public opinidhat prefers not to pay rates.

» Theoretical models of fiscal centralisation musketaaccount of the politics of moving
towards decentralisation. In the Irish case there aonsiderable forces for organisational
inertia. Overcoming these forces is currently bel/time willingness and ability of political
leaders within Ireland. If however the EU advocashifts towards decentralisation then the
situation would change.

'Europe owes its rise to a economic and intelldctentre to the competition among governmentals(ﬂ‘lit

‘The uncivic mentality of the [Irish] voter expeditie of government other than hand-outs, and/bting
in accordance with such expectations deservesttgayernments of which little can be expected.dat f

the Irish have probably got, on average, governsmismtewhat better than they deserfed:'.

'TA comprehensive local property] tax would offec@nsiderable potential for reducing reliance aroine
and expenditure taxes. We recognise the difficalltrevolved but we consider that such a tax could be
introduced in an efficient and fair manner, and ttsaintroduction could result in a much less adiittd tax
system and one which had much more favourable tiveeeffects®

1. INTRODUCTION
1.1. Background

It has been observed that while the respective ré¢tieal merits of fiscal
centralisation and decentralisation are debatdible,even more difficult to empirically
assess the degree of centralisation that exidfseimeal world. In particular, there is no
index of the degree of comparative fiscal autondimt exists. This report aims to
contribute to creating such an index by considetimg past and present structure of
taxation in the economic and institutional develepitrof the Republic of Ireland. In line
with the aims and objectives of the IREF this stedysiders the connections between
the degree of fiscal decentralisation and insttdl competition in the context of the
Republic of Ireland. At the outset it should nomdtiss be stated that the Irish Republic
over the last decade, when judged in terms of émralisation of tax and spending, has

! Frey and Eichenberger, 'FOCJ: Creating a Singtefgan Market for Governments', p.196.

2 Garvin, 'Democracy in Ireland: Collective Somnaimae and Public Policy’, p.43.

% The Industrial Policy Review Groug Time for Change: Industrial Policy for ti890s (The Culliton
Report), p.41.



been at the highly centralised end of the econosgpectrum. The extent of this
centralisation cannot be underestimated, and #atdlone is vital to understanding the
political economy of fiscal centralisation and d#calisation in the Irish case.

Table 1.1.1 illustrates how the level of and conipws of Irish tax revenue
changed in the period 1965 to 1996. The empiricalemnce demonstrates that Ireland has
long had a centralised tax system that has gotressiyely more centralised in recent
decades. It can be seen that during the periodstar income, profits and capital gains
made up just over a quarter of Ireland's totalliage in 1965. Yet by 1996 the same
category of taxation counted for 40.9 per centheftbx base. In terms of local taxation,
which falls under the rubric of taxes on property the OECD definition, the
centralisation of the tax base can be clearlytiaied. Whereas in 1965 15.2 per cent of
the nation's tax revenue derived from property sesirincluding the rates, by 1996 only
4.8 per cent did. Of course in the intervening desathe rates had been abolished in

Ireland.

Table 1.1.1. Details of Irish Tax Revenue, 1965-189

1965 1970 1975 1980 1985 1990 1993 1994 1995 1996

Total Tax 250 506 1196 3187 6762 9574 11716 13016 13589 14880
Revenue
Taxes on 64 137 359 1164 2333 3532 4703 5237 5316 6090
Income,

profits and

capital gains

Social 16 42 165 455 997 1421 1802 1883 1959 2004
Security

Taxes on - - - 7 158 125 236 216 164 166
Payroll and

workforce

Taxes on 38 62 116 168 270 448 488 580 613 712
Property

Taxes on 131 265 556 1393 3003 4049 4487 5094 5537 5909
Goods and
Services

Note. Details of Tax Revenue in Millions of Irisloimhds

* King, 'Local Taxation: Some Lessons From Eurgpd'11.



Source OECD Economic Outlogibecember 2001.

The empirical evidence in 1.1.1 is not an isolatase. There are many empirical
studies which all confirm that Ireland has an emdyrecord of fiscal centralisation. Out
of a 1991 survey of the fourteen member statehi@fGouncil of Europe, Ireland was
ranked at the very bottom of the rankings for locakponsibility> Moreover,
centralisation has also been the norm in termsvofyteld. In a 1993 study covering all
OECD members, only Greece and Italy had a lowee stad local tax yield as proportion
of GDP? Table 1.1.2. below confirms that compared to otreall unitary European
countries Ireland between 1973 and 1986 was alatively centralised in its tax base.
As will be shown later in this report this state aifairs has not been helped by the
abolition of local taxes in the late 1970s.

Table 1.1.2. Local taxes in Small Unitary EuropearCountries as a Percentage of
Total Tax Base.

1973 % 1986 %

Belgium 4.8 5.1
Denmark 28.1 27.3
Ireland 8.7 2.4
Luxembourg 12.8 11.7
Netherlands 1.4 2.2

Source: OECDRevenue Statistics of OECD Member Countfigis, 1988).

As will be examined in more detail later in thipogt, Ireland's local authorities
are funded via central government grants. Taxesefiie account for only a small
proportion of local revenue. This high degree stdil centralisation is a long-standing
one, between independence in the 1920s and lowargoent reform in the 1990s the
Republic of Ireland witnessed a successive reHidion of power away from local
government and towards central/national governm@ést.early as 1967 the Maud

committee on the Management of Local Governmefiritain having considered seven

® Hussey Ireland Today: Anatomy of a Changing Statel 00.
® King, 'Local Taxation', p.116.



countries, concluded that in Ireland 'Central aoinivas the most stringent of dlIBy
1978, uncoincidentally prior to a general electidhge process of centralisation
culminated as Ireland witnessed the abolition dfl@dal authority rate&.This policy
adjustment relieved all owner-occupied residergralperty from a politically unpopular
annual property tax. It must be reiterated thatas the political unpopularity of the rates
rather than any deliberate institutional plan tgustdthe relationship between local and
national government that accounted for abolifidrhe elimination of rates on residential
property was followed by legal action by agricudlumterests that removed the other
main source of revenue (farm rates) and this ma@geelopment left Ireland's system of
public finances even more centralised than it wahe time of the Maud repoff.In
1983 a residential property tax (RPT) was introducehe yield from RPT was very
modest (it was a mere IR £ 7.2 million in 1992).

It is also notable that between 1978 and 1992 iessef reports by a range of
official government bodies including the commissiam taxation, the Culliton
commission and reports by the National Economic &uatial Council (NESC)
repeatedly called for the restoration of a widebsdd form of local taxatior. The
official clamour for such a reform however dimirgéshas it soon became apparent that a
more localised version of taxation would coincidghwa boom in the property market.
The position in the economic cycle in Ireland tere has important implications for the
political acceptability of reforming the structuoé taxation. The high degree of home
ownership, Ireland has at 82 per cent the highegpgotion of home-owners in the
industrialised world, has important implicatioisin particular it means that any local
taxation linked to the value of housing is a podti non-starter in times of booming

house prices. The extent of Ireland's recent hgusoom should not be underestimated

" Hussey/reland Today p.97. Spatially speaking Ireland's system of goweent has long been centralised
in its capital (Dublin) to an extent not matcheddlyer European countries. In 1976 only a quaiter o
French civil servants were based in Paris, while tfairds of Irish civil servants had offices in Diab
Barrington, '‘Can There Be regional Developmentétahd ?',p.356.

8 The timing of elections to local government indrel is determined by central government. Thisesbét
affairs has ensured that central governments helageld local elections when national trends were
moving against the government. They were postpam&865, 1972, 1984 and 1990. There was virtually
no public protest. Ibid p.101.

° King, 'Local taxation', p.113.

19 HusseyIreland Todayp.98.

™ De Buitleir and ThornhilEMU and Irish Fiscal Policyp.56.

2 The Economist, 'Special Report: House Prices4.p.6



either. As Table 1.1.3 below demonstrates, in Weedecades since the abolition of rates
Ireland has witnessed the second biggest increab@use values in the industrialised
world. What is more, despite slowing economic gitowish house prices in 2001 grew
in real terms at more than twice the rate of thabal index. Dublin house prices in the
period 1980 to 2001 grew by 207 per cent (alseal terms)-2 This increase was more

rapid than any other city in the survey.

1.1.3.The EconomistHouse Price Index.

% Change 1980-2001 % Change % Change % Change in 2001

Nominal 1980-2001 in 2001 real
Real Nominal
Spain 726 124 15.4 11.4
Ireland 451 95 14.0 8.6
Britain 389 89 10.5 8.5
us 158 20 8.6 5.6
France 155 15 6.9 5.1
Global Index 148 19 5.4 3.2

Note: adjusted for consumer price inflation
SourceThe EconomistMarch 33" 2002, p.66.

More generally, the centralisation of getting, stieg and other powers in the
Ministries of Finance and of the Environment haae & number of Irish commentators to
declare that the Irish system of government isexibjo a chronic 'democratic deficit'.
This indeed was the assumption behind the Barnmgtonmittee, which comprised of a
group of experts concerned with examining the simecand functions (but not the
funding) of Ireland'’s local government. The comeats final report (published in March
1991) would have transformed the structures of gwrce in Ireland had they been fully
implemented. Yet in line with many other areasrhl public life, attempts at reform ran
up against the inertia associated with powerfutedeterests and little of the suggested
innovations were actually introduc&tThe actual legislation based on the report for

instance conspicuously failed to consider the issadack of financial power enjoyed by

13 H

Ibid, p.65.
14 Hussey/reland Today pp.95-98. Hussey notes that previous governmemosals for reforming local
government in a Government White Paper in 197 hvaeignment discussion paper in 1973, a government
undertaking in 1987 to reform the system of localeynment all came to nought.



local government’ This unsatisfactory situation led one distingugshpolitical
commentator in 1993 to write of Ireland's systentoghl government and finance that it
was 'neither local nor governmett',

Ireland's economic status as a small open econa@syad a profound impact on
the conduct of fiscal policy. More precisely, it has ensured that in terms nfléxels
Ireland's more politically prudent policy makersv@ahad to be careful to balance
international competitiveness with political demsrfdr improvements in government
provided services. The pursuit of competitivenessessarily involves restraining tax
levels, while acceding to political demands oftequires higher tax revenues. Thus, even
if the composition of the tax yield has been farrenoentralised than in many other
states, policy makers mindful of the economics jaoidics have repeatedly had to ensure
that Irish tax levels did not veer to far out afdiwith other states. Since the abolition of
rates they have had to steer this course withraradwork of centralised fiscal policy. As
will be shown later in this report, when policy neak have opted for excessive public
expenditure growth, the results have been adverderig-run economic growth.

Ireland's high and rising level of openness torirdgonal trade also means that it
is probable that the heavy centralisation of reeeraising/expenditure making decisions
in Dublin is especially inefficient. Central govemant's reliance on taxing consumer
expenditure and incomes rather than local propagsgns that its tax base is concentrated
on a relatively mobile factor of production (labptather than an immobile one (land). It
is probable that Ireland’'s enduring tradition ofignation, and more recent 'brain drains’,
may be connected to the centralised nature ofaration. Irish workers, regardless of
their level of skills and educational backgroundyé been encouraged migrate towards
lower taxed labour market8 By 1991 the British workers take home pay aftentas 6
per cent higher than Ireland's for a single worked 4.5 per cent for a married drie.
Many high earners left Irish shores in the 19884, this skewed income distribution and

undermined native entrepreneurship. It is prob@lvke can only say probable because of

5 The final act was instead concerned with the tinofielections and altered planning legislation.

18 Ibid, p.95.

" Reynolds, 'Introduction’, p.1.

18 rish workers have been historically highly mobiketween ROl and GB. There is an extensive economic
history literature on this very point.



the absence of empirical studies) that overallttaesition away from property taxation
since the 1970s has been on balance detrimentiaé tattainment of both efficiency and
equity in Irelandf®

Any sophisticated discussion of centralisation awi@centralisation of
governmental expenditures, responsibilities andttar in the Irish case must recognise
firstly, the weight of influence that British rukled over the institutional frameworks that
Ireland inherited at independence (and has cordiriaeexperience in the intervening
eight decades) Secondly, despite the increased role of Europe, WK market
continues to play a vital role in shaping Irelaretenomic performance. Returning to the
high Irish propensity for emigration, there is sigant empirical and historical evidence
that Ireland has operated within a labour markeedag the whole of the British Isles.
The existence of a common labour market has mbanthe level of Irish real wages has
been affected by earnings trends in the UK econolinyollows therefore that the
autonomy of Irish governments in levying the ovieratome tax burden (and the related
ability to control migration flows) has to a largetent been further circumscribed by the
existence of a common labour market. Irish govemtmédree rode on Britain's fiscal
expansion as the pursuit in the UK of expensivertésian demand management and re-
distributive welfare policies in the pre stagflatiovorld of the 1950s, 60s and 70s
allowed Ireland's tax rates to rise in respondectads in the UK. Conversely, as tax rates
in the UK fell in the 1980s Ireland, burdened byage government debt, could not
benefit to the same extent in tax reduction.

This centralisation and the legacy of British rilas profoundly affected the
pattern of getting and spending public financeketand. The contemporary Republic of
Ireland inherited the system of statutory local eyovnent from Westminster's Local
Government Act, 1898. Nearly a century later, wiita exception of the changes brought

about by the creation of a county management systethe 1920s, Ireland still had

9 Moreover, Britain's highest rate of tax (40 pemtyevas 12 per cent below Ireland's. De Buitleid an
Thornhill, EMU and Irish Fiscal policyp.24.

20 pid, p.56., De Buitlier, 'Taxation and Irelandu@ok’, p.183.

2 The Irish tax system was inherited from the UK eBthe subsequent seventy years piecemeal
developments have occurred such as the introducfi®ay As You Earn (PAYE) in 1960 and Value
Added Tax (VAT) in 1972. Only in the 1974 budgeatdahe resulting Finance Act) did a unified syst&m
personal income tax emerge. In 1976 the Corpordt@nAct introduced corporation tax on company



virtually the same system of local government asinherited at the time of
independencé It is no exaggeration to say therefore, that tiestitutional economics
of contemporary Ireland still lives with the pertbfe influence of Victorian
Westminster. Another influence in the structurenstitutions in Ireland is the American
model of municipal affairs. The American model otdl government followed the
example of business. It was also introduced irair@lwhen independence occurred. Thus
Ireland’'s system of city and county managers was bo the 1920s: since then
professional full-time local managers have runltoal authorities in unison with elected
representatives. It is important to note that thelseted officials remain part-time and
virtually unpaid®®

Vested interests in Ireland benefited from the surg public expenditure that
occurred in the Golden Age, and this factor has affected public finance arrangements
in Ireland®* The inertia in reforming the level of fiscal caitsation in Ireland has in
particular been attributed to the considerable pewieat vested interests have exerted
and continue to exert in the Irish system of céraral local governmert. This is a
theme that will be returned to later in this reportsections 2, 4, 5 and 6 especially.
Reform of the Irish system of local government hexil now been focused on a
rationalisation of the number of local authoritiBetween 1920 and 1993 the number of
councils was reduced from 460 to fTCentral government has thus clawed back even
more political power as it has simultaneously camdominate economic activity. In this
connection the dual mandate, the rule which allsiting members of the Irish
parliament (TDs) to also sit in local councils, as salient influence on political

development.

1.2. Contents of Report

profits and in 1979 pay related social insurance imtoduced. The abolition of domestic rates @89
therefore stands in stark contrast to the intradonatf new taxes during the 1970s.

22 McNamara, 'Government Without Citizens: the Ifistperience’, p.312.

2 Husseylreland Today p.96.

% Hussey ably discussed the role of local governriretitis. Ibid, p.106.

% McNamara, 'Government Without Citizens', p.312.

% By 1993 there were 27 county councils (Tipperay two) 5 county borough (city) councils and 6
borough corporations, 49 urban district councitgj 80 town commissions.



The preceding discussion suggests that on anythetcal scale or index of fiscal
centralisation and decentralisation, Ireland migsoh the extremely centralised end of
the spectrum. The causes and consequences ob#gesvation are covered in this report
in the following format. In section 2 the histoli@ntext behind the dynamics of fiscal
centralisation and decentralisation in the Iriseecare briefly outlined. It is noted that
Ireland inherited at independence a centralisetesy®f finance and that over time this
degree of centralisation of revenue raising hasvgradt is also demonstrated that one of
the major implications of public expenditure growths to increase the power of central
government relative to local government in makingpenditure decisions. Section 2
concludes with a discussion of the public finanoglications of the high rates of
economic growth that Ireland witnessed in the 1980s further suggested that Ireland's
system of public finance has been characterisaddtiyutional inertia. Namely, when the
economy has grown strongly, as was the case i1986s, this has tended to inflate the
Irish housing market. These inflated asset priceamthat the introduction of any local
tax based on residential property values will bdtipally difficult to introduce and
implement. There is marginally more chance of mafag the system of public finance
when the economy starts to grow slowly, but evethig case the prospects should not be
exaggerated.

In section 3 the current state of fiscal centedies in Ireland is discussed in more
detail. It is noted that since the abolition ofesatn the late 1970s central government has
usurped many of the roles of local governments arvise provision. By way of
illustration, since the early 1990s specific grafitsm the national exchequer have
accounted for around 80 per cent of all the camtgbenditure undertaken by local
authorities. Because local authorities have nopgeddent rates to cover the remaining 20
per cent, they have had to introduce a seriestbérad hocwater, refuse collection and
service charges and charge for planning applicatidhere are currently wide areas of
the Irish economy for which lower levels of goveemwh have no real autonomy. For
central government the result of this rather usgattory state of affairs is that VAT and
income tax must bare the burden of paying for I@ealices. It will be shown that this

centralised state of affairs has emerged becaustheofpolitical wishes of senior
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politicians and civil servants. It is not how thgstem need operate in a formal legal
sense.

In section 4 the political economy of EU tax hamsation, and how it will affect
Ireland, is considered. Ireland's reliance on lates of corporation tax as a means of
stimulating inward investment has long been recgaghiby its academic, political and
business communities as a major source of its enmnoonvergence over the last three
decades with the major developed economies. Someneatators have argued that
much of this convergence is a statistical trick tu&ransfer pricing. Such commentators
suggest that tax harmonisation would hence befipstbecause it would allow a more
'rational’ regime of economic management to eme¥geit is suggested in section 4 that
this justification for tax harmonisation is spursouThe empirical evidence does not
suggest that transfer pricing has been an oversgobtonomic issue. In any case, any
further harmonisation of Irish corporation tax wabible in an upward direction. Any such
aleration would tend to damage the internationahmetitiveness of Ireland as an
industrial location. Public and political opinionithin Ireland is thus right to be
suspicious of this element of the EU's plans famuwaisation.

In section 5 the state of public and political mpn in Ireland on issues of
taxation is surveyed. Ireland has a very populdditipal system. The nation's political
leaders and the electorate are unusually vulnetabiefluence by each other. For this
reason, it is notable that there has been no sepolicy move towards a broadening of
Ireland's tax base via the creation of a more deaksed tax system. Irish political
parties in the last election (and currently) wened aare more concerned with
harmonisation of corporation tax and the nationseutain growth prospects. If a reform
of the public finances was politically popular thés no doubt that at least one of the four
major parties would have adopted this as officatypolicy.

In the final section of the report some theorétperspectives on the political
economy of fiscal centralisation (and centraliggtiare considered. It is noted that King's
model suggests that only when public opinion islimgl to tolerate a non-uniform
standard of services and democratic representatibndecentralised systems endure.
Frey and Eichenberger's model of decentralisasoalso discussed. It is suggested that

their model, regardless of its economic benefitslsfto acknowledge the political
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complexities of fiscal centralisation in the Iristase. Their model however has
similarities to parts of Irish political life suas use of referenda. This feature might be a
useful starting point for creating a blueprint foture institutional reform. It is concluded
that Ireland will not unilaterally adopt fiscal datralisation, regardless of its economic
merits, because the political costs are considerabin the other hand, if the EU
encouraged countries to shift away from harmorosatowards decentralisation then

Ireland would follow suit.

2. FISCAL POLICY AND DECENTRALISATION IN THE
REPUBLIC OF IRELAND: THE HISTORICAL LEGACY

2.1. Introduction

How far back in time need one go in order to ustderd a nation's economy?
Economic historians and economists are divided éetvthose who see recent events as
outweighing those of the remote past and those vién remote events as crucial to
understanding the economic present. Economists aétee the view that only the last
few years or decade at most is sufficient for exjg trends in contemporary economic
organisation. Yet a more historically groundedasrg term perspective may be necessary
however if, following Weber, one believes that siords 'ethos' is predetermined and that
only economic institutions compatible with this @thcan prosper and evolfeln terms
of the topic of the degree of fiscal decentralmatin the economy of Ireland there is no
escaping what Tony Blair termed, albeit taken franother Irish context, the "hand of
history”. History matters to the dynamics of decaligation. It must be borne in mind
that the system of local government largely datesifthe 1920s and the abolition of the
rates dates from the 1970s. As the situation has be&rgely unchanged for the last
twenty-five years it therefore is clear that thenamyics of fiscal centralisation in Ireland
requires some kind of historical analysis. In tbiofving section each of these aspects of

Irish economic history are drawn out and their icgtions for fiscal policy are outlined.
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2.2. A Brief Survey of Ireland's Fiscal Record 1921992

A survey of the Irish Republic's long-run economéformance was published in
The Economigh 1988. It included the following extract that gae the core of Ireland's

fiscal performance until the 1990s:

"Take a tiny, open, ex-peasant economy. Placexttdwor to a much larger one, from which it brokeag
with great bitterness barely a lifetime ago. Infits&ith a passionate desire to enjoy the samstiife as
its former masters, but without the same industhalitage or natural resources. Inevitable result:

extravagance, frustration, deft'.

As the introduction to this report indicated, lis®@ much else in the contemporary
Republic of Ireland, Irish attitudes to the apgilca of economic management and
institutions have been greatly influenced by thdugimg legacy of British rule. It is no
exaggeration to write that until fairly recentleliand's political independence was not in
any real sense paralleled by an intellectual inddpeece from British ways of conducting
economic policy. Moreover, Ireland's status as @rcaltural producer should not be
underestimated as a determinant of the structurts abx and expenditure system. The
reliance of successive Irish governments on adticall output and farming votes skewed
fiscal policy in certain directions. Cumann na n@al provided the first Free State
government between 1922 and 1832The new governments desire to establish
international diplomatic respectability and finaadccredibility while restoring domestic
political stability ensured that despite the atta@mt of political independence the scale
and scope of government intervention was not apscexpanded in the 1920s. In any
case, any possible radicalism was further tempbyethe government's reliance on the
votes of large scale farming interests. Conseqyeirittome tax accounted for only a
fifth of the total tax base in the first decaderadependence. At this early stage the vast

bulk of Irish taxation was derived from customscis® and indirect taxes, and in 1926

%" Bradley, 'The Two Economies of Ireland; an Anadyh.38.

% The Economist, January 1988 cited in Hus&reyand Today p.240.

% The Republic of Ireland was called the Irish F&ate until 1937 when it became Eire, it was only i
1949 that the current name was introduced. Throuigthis study | tend towards using the term Irelsmd
denote the Republic of Ireland.
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agricultural land was derated. This political ancbreomic settlement maintained a
balanced budget as it hindered the growth of taradind social welfare expenditure.

Only in 1932 with the election of a new Fianna Fgiernment in 1932 did the
structure of Ireland's fiscal system start to cleaagpreciably from the pre-independence
settlement. In line with the populist mood of theripd, a system of protectionist tariffs
and increased social welfare spending was initidtedt this should be interpreted as a
birth of Keynesianism in Ireland, it should be ribtbat balanced budgets still remained
the norm, and while public expenditure grew, so fitiel width and breadth of the tax
base. As late as 1946 Ireland's budget deficit sy a minuscule IR £16 million.
Hussey has concisely summarised the major inflieeloceeconomic policy-making in

the first three decades of political independence:

'In very many ways, Ireland followed a recognizaplest-colonial pattern: initial commitment to and
obsession about getting structures of self-govemnmgo place, a desire for economic self-sufficign
(accompanied by isolationism in many other facétsational life like censorship), no export-led romic

policies, all exacerbated by Ireland's geographamation as an island off an island off a contih&h

It is notable for any study of the dynamics of fiscentralisation to observe that
Ireland did not open up its markets to foreign cetitfpn until the 1960s and 1970s and
tariffs provided their highest level in 1956-7. Tgedual evolution to a more liberal
outward looking economic regime nevertheless wgzréowe to be a false dawn in Irish
economic performance. Rising prosperity sowed #exls of its own destruction as too
much money started to chase too few goods. Inwitk other developed economies
however, the boost in economic growth due to triokeralisation brought with it an
increased demand for a greater role for public cseexpendituré® For instance,
government educational expenditure ballooned ipaese to free secondary education in
1967. This new situation of public sector growthateed its peak (or nadir if you prefer)
in the spending spree of the late 1970s with a dti@mescalation in government

expenditure.

%0 Husseylreland Today p.241.
31 Bradley, 'The Two Economies of Ireland’, p.43.
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In Ireland, as with most other developed econontiesgevolution of the economy
during the heyday of the Keynesian welfare stats associated with an increase in
government involvement in economic activity. Thidemt was a long-run consequence
of political independence, but it was acceleratgdniore activist fiscal and social
policies. The total expenditure of public authesti(including transfers) rose relative to
GNP from less than 25 per cent in the mid 1920setarly 70 per cent sixty years later.
While there were sharp upward shifts in the rafipublic expenditure in the 1930s and
from 1947 to 1951, the really large increase hanlsence 1960, when it was 32 per cent.
More particularly, the period 1973-85, when theorabse from 42 per cent to 67 per
cent, stands out as the major shift in the fisnairenment>

Hussey, in line with the orthodoxy in Irish acadanand media, attributes the
economic progress made in the 1960s with the aftesrventionist economic policies
pursued by the Secretary of the Department of E@an.K. Whitaker and his Taoiseach
(prime minister) Sean Lemass. The author has els@vtlubbed as the 'big bang' the
perspective that Ireland's economic transformatian be traced back to Lemass and
Whitaker®® Hussey has expressed this mainstream view of feéis® dawn in Irish

economic development as follows:

‘Those optimistic days when Ireland began to seeastlike a place where its young could find wéok

life, when foreign investors crowded in to take abage of both generous tax incentives and a lively
young and literate workforce, when politicians joled over a well-ordered and growing economy were
halted by a combination of external economic uphbkawat the end of the decade, and the internal
weaknesses of resolve to deal with those problentepiendently...Irish ministers and trade unions, igvi
become accustomed to the prosperity of the 1968sfed to have it all-and more-in the 1970s, despit

clear evidence that it could not go 8h'.

Elsewhere the author has demonstrated that thestream or 'big bang' account

however seriously exaggerates the general rol®@wrgment intervention in stimulating

32 Kennedy, Giblin and McHugff,he Economic Development of Ireland in the Twem@entury p.87.
3 Likewise, again in line with the orthodox viewgeshas suggested that their retirement led to pisicy
makers being unable to respond to the economidertyms of the 1970s and 1988&e Brownlow,
Institutional Change in the Two Irelands, 1945-80:application of North's Institutional economics
3 Husseylreland Today p.243.

15



the economy and the specific role of Lemass andiaiéi in reforming the econoniy.
Returning to a recurrent theme of this paper, i@k inability to manage its
microeconomic, monetary and fiscal policies weresrahelmingly due to internal
political factors often associated with the largéerof lobbying in Irish political life. In
particular, despite the low revenue base, Irishcgahakers were keen to see promised
improvements in social welfare and health regasdtgfsthe implications on the public
finances. Ireland's unions and the electorate Wwetie committed to emulating the British
welfare state without attaining comparable levelsootput. Even pro-interventionist
accounts of Ireland's economic record now conchdethe persistent political demand
for equality in all social services with the Unit&chgdom and other advanced industrial
nations notwithstanding Ireland's historically IGDP per capita has been a mistdke.
The bungling attempt to mitigate effects of the silocks via expansionary
Keynesian policies was perhaps inevitable in atipali climate that had a tendency to
engage in spending sprees. The major financialezprence of these inept attempts at
stabilising the economy was to saddle the taxpafy&eland with a huge public debt. Of
special importance to this trend was the 1977 tharal circuses' general election. The
abolition of domestic rates, higher spending andemmrrowing were all part of the
victorious Fianna Fail campaign. Table 2.2.1 belbemonstrates that despite repeated
promises to put its financial house in order, théamal debt continued to grow into the
late 1980s. Furthermore, it was inevitable thatatieerse effects of this binge would be
followed by an equally painful attempt to cure themgover in the late 1980s. The failure
of Ireland's experiment in bread and circuses wtd.tlt is notable that unemployment
grew to 17% of the labour force in 1986 with netignation accounting for 1 per cent of
the populatiori’ The early 1980s saw the worst effects of econorsitklessness.
Inflation went to 21 per cent in 1981 and the auir@ccount of the balance of payments
deficit accounted for 15 per cent of GDP. The apteto restrain the twin (trade and
budget) deficits caused taxation as a share of &Djgmp by 9 per cent in as many
years® In such an environment altering the balance betwkal and national

% Brownlow, Institutional Change in the Two Irelands

% Husseylreland Today p.244.

3" Honohan and Walsh, 'Catching Up With the Irishé4gp.8.
3 |bid, p.8.
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responsibilities for fiscal policy would be ignoréecause of more urgent issues in the

public finances.

Table 2.2.1 National Debt as a Percentage of GNP/®D

Year GNP GDP
1982 94 87
1983 106 97
1984 114 103
1985 117 104
1986 128 114
1987 129 117
1988 128 113
1989 117 102
1990 110 98
1991 107 95
1992 101 91

Source: De Buitleir and ThornhiEMU and Irish Fiscal Policyp.9.

Table 2.2.1 above shows how national debt in @hatdb national income reached

a peak in 1987 but declined steadily before thatwme of the single European market in

1992. The binge in public sector spending due eaatiidiction of Irish politicians to pork

barrel spending was only curtailed by the introcuctof a new macroeconomic

framework in 1987. Honohan and Walsh have sumnthtlse key features as follows:

"The specific fiscal steps taken in 1987 were qoi@ventional: a temporary freeze on public sector

employment combined with (further) cutbacks in jpuldapital spending. The better external conditions

helped turn the automatic stabilizers around, est Bmigration and then a pick-up in labour demand
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lowered unemployment. Falling interest rates alslpdd and when the debt ratio started to fall thatjve

feedback became cumulative"'.

Nevertheless, the degree of improvement associatitld this new regime while
undoubtedly profound should not be exaggeralebable 2.2.2 shows that relative to
other European economies, Ireland’'s gross pubbt loigrden still remained a profound
problem as late as 1992.

Table 2.2.2 Gross General Government Debt as % of[3° 1992.

Country % of GDP

Belgium 130

Italy 104
Ireland 100
Greece 99
Netherlands 80
Portugal 67
Denmark 66
France 48
Spain 46
UK 46

Germany 44
EC Average 63

SourceFinancial Times 14" December, 1992.

The unfortunate legacy of Ireland's public expanditbinge in the 1970s was longer-
lived than any positive economic stimulus. By 1982 servicing of debt still consumed
71 per cent of all Irish income tax revenue. Theomiy of Irish economists now
concede that this debt servicing raised the buaddrish tax, altered the composition of
government spending away from improving the nadi@dcial welfare and adversely
affected the balance of paymefits.

On the revenue side, European integration may kawporarily helped reduce

the tendency of Ireland's profligate politicianspend more than the nation could afford.

%9 |bid, p.12.

“? The reduction in government borrowing that tockgel 1986-1992 was equivalent to a 6 Irish pence cut
in the standard income tax ate and 10 p on theat®p Had Irish debt relative to national income lmeen
reduced then by 1992 the standard tax rate would heen 33 per cent and the top rate 58 per cent.
Alternatively, health spending would have been dbqent lower or social welfare 20 per cent lower.
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On the other hand, however, the existence of amditifunds from Brussels may not
have mitigated this bad habit. In terms of the @ffen public spending, the character of
local government changed in some senses as a sesporEuropean factors. City and
county managers in Ireland's local government hseen their role transformed as
responsibility for developmental and environmematection and regional planning for
disbursement of EC structural funding have becoar¢ @f their daily functiof? The

changing scale of EU support to the Irish Republghown below in Table 2.2.3 below.

Table 2.2.3 Gross and Net Receipts from EU Budgd®epublic of Ireland, 1978-93.

Year Receipts Contributions to EU Net Receipts

(IREM)  budget (IR £M)
(IREM)
1978 410 46 364
1981 507 105 402
1984 867 203 664
1987 1100 255 845
1990 1741 283 1458
1993 2245 453 1792

Source: Department of Foreign Affairs, Dublin, Ssup, 'Fiscal realities: The Degrees
of Difference’, p.89

Table 2.2.3 of course does not tell the whole stifrthe importance of the EU to the
national economic picture. The relative impact afdpean funds can be illustrated in
terms of the equivalent proportionate additiondialt government revenue. In 1993, the
receipts of IRE2,245 billion from the European Uniepresented 22 per cent of Ireland's
total Government Revenue and 7 per cent of IrislPGNother words, these additional
European funds were the equivalent of the wholerast bill on the outstanding national
debt®

In the early 1990s, Ireland’'s budgetary health neeshnot only weak by the all to
weak standards of the European Commission/ Uniohitlalso was skewed away from

“1 De Buileir and Thornhil[EMU and lIrish Fiscal Policyp.10.
*2 Husseylreland Today p.99.
3 Simpson, 'Fiscal Realities: The Degrees of Diffiess, p.90.
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the norm in terms of where tax revenue was derfuath. Table 2.2.4 below illustrates
how Ireland's tax structures compared with the E€age in 1990. As the table below
suggests, Ireland relied little on social secudbntributions relative to other European
economies. To a certain extent this feature wasaidable given Ireland's poor record
on employment creation: without faster job creatioa tax base could not be increased.
Given that Ireland's income per capita remained bgvEuropean standards, it was more
surprising that by 1990 taxes on personal incomee weatively high. This unfortunate
state of affairs is probably largely explained Ine tcoexistence of a low stream of
corporate tax revenue and the absence of any rioaak property tax. The low income
per capita also coexisted with a relatively higharee on specific consumption taxes
(excises). This combination of low median incombBgh unemployment and high
consumption taxes not only was inefficient, butvés inequitable too, it tended to be

regressive in its impact on income distribution.

Table 2.2.4 Irish and EC Tax Structures as % of GDPL990.

Ireland EC Average

Total Tax Burden 37.2 40.8
Taxes on Income and Profits 13.7 14.1
Of which

Taxes on Personnel Income 11.9 10.8
Taxes on Corporate Income 1.8 3.1
Social Security Contributions 5.5 115
Taxes on Property 1.7 1.9
VAT 7.7 7.3
Excise Type Taxes 7.5 4.8

Source: De BuitleifEMU and Irish Fiscal Policyp.21.

Table 2.2.5 below illustrates in more detail thentls in Irish Corporation tax
relative to the rest of Europe. Despite the ditfies inherent in estimating comparative
corporation taxes it can still be noted that thendls in such taxation were upward
between 1975 and 1990. The underlying cause ofjitth of corporate taxation may
have been increased profitability in the 1980shasworst effects of the 1970s oil shocks
wore off and liberalisation allowed corporationsstoft production to lower cost centres.
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Table 2.2.5 Taxes on Corporate Income as a % of GDR975-90.

Country 1975 1990
Belgium 3.0 2.9
Denmark 1.3 1.6
France 1.9 2.3
Germany 1.6 1.8
Greece 0.9 2.1
Ireland 1.5 1.8
Italy 1.7 3.9

Luxembourg 6.2 8.2
Netherlands 3.4 3.4

Portugal n.a 2.6
Spain 1.3 3.0
UK 2.4 4.0
Average 2.3 3.1

Source: De Butleir and ThornhiEMU and Irish Fiscal Policyp.29.

2.3. The Celtic Tiger and After: Ireland's Fiscal Record 1992 to the Present

Table 2.3.1. Economic and Budgetary Indicators.

1997 1998 1999 2000 2001 2002

GNP 9.5 8.2 8.8 10.7 4.6 1.8
GDP 109 8.8 11.1 110 57 4.5
General Gov. Balance (%GDP) 1.2 2.4 2.1 4.4 1.6 -0.3
General Gov.Debt (%GDP) 65.0 549 493 393 36.7 34.1




Note % Volume Change (except where otherwise stated
Source: IBECEconomic Trends: Budget 2003 Analyfiecember 2002.

Table 2.3.1 above illustrates that Ireland's eoadnagoller coaster is now moving
into a dip. This downturn (whatever its final sgaleill have major implications for
reforming the tax system. In 2000 Ireland markesrthllennium by attaining the fastest
GDP growth of anywhere in the world and by 2001aind was still top of the OECD
growth league tabl& Yet by the time of December's budget all talk @eitic Tiger had
receded and been replaced by a more austere disecebnment. The budget announced
on December 8 2002 was conducted against the backdrop of ecatsrdebating the
relative probability of a "soft landing" versusteatd landing"*°As things turned out the
budget did not tackle the politically sensitiveussof public sector pay and conditions
(public sector employment in Ireland increased B)060 in the five years preceding the
budget) while it did focus on ensuring a soft laxgdi The budget failed to raise tax
credits in line with wage growth, and this will exeally contribute to an increase in the
burden of taxation. A shift towards indirect tawatiin the budget will also curb future
consumption. The budget unfortunately was simuttasly somewhat unfriendly
towards business: changes in capital allowancegeetithe incentive to invest, as did the
increased stamp duty on investment prop&f most direct relevance to this study, the
budget made no moves to decentralise the tax askct the option was not even
mentioned in the budget speech. This silence tsfleablic opinion on the issue, a topic
that will be elaborated on in section 5.

In this section the intention is to briefly outimnow Ireland's public finances were
transformed by the boom of the 1990s and to al$¢e that the surge in economic growth
was not accompanied by a reduction in Ireland's egel of fiscal centralisation. This
should not be understood as indicating that fideakentralisation would not have boosted
the Irish economy to an even greater degree. ldsiesgs worth noting the causes,

consequences and extent of the boom because thie Tger was accompanied by a

* O Grada, 'Is the Celtic Tiger a Paper TigerB1p.

“*Ireland's economics ministry, the Department oiFice for instance forecasts that GNP growth will
average 2.5% for the period 2002-2005. This istsutislly below the rates of GNP growth Ireland
experienced in the 1990s.

“¢ Ernst &Young,The Sunday Business Pgs3.
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swollen housing market that made introducing priypexes (or for that matter a return
to rates) a politically impossible course of actidine general consensus of the large
literature on the Celtic Tiger is that inflows @fréign investment into Ireland during the
1990s transformed the supply-side. It is moreovertlwnoting that the main engine for
attracting inward investment into the Irish Repaliilas undoubtedly been the generous
tax and subsidy package offered to potential inwavdstors. By most accounts it is one
of the most generous industrial incentive packag&¥estern Europé’

In particular the 10 per cent rate of corporatiar (now increased to 12.5 per
cent) has proved especially important in attractinffows of foreign investment.
Furthermore, relatively generous grant incentivesticularly for capital investment,
have also been a hugely important part of the stiryireland's rapidly changing
economic fortunes. On the other hand, there has beme reduction in the scale and
scope of grants since the 1980s. Assessing theotdisése incentives is difficult to say
the least. However, grants totalling IRE430 milliere paid to new inward investment
projects in the 1980s. In addition, the estimatedrtlief for all manufacturing industry
located in Ireland 1991 alone amounted to IRE6Q0Oami It is important to note that the
vast bulk of this public money went to new inwan¥eéstment project€ Despite this
consensus there are a number of competing perggean the exact mix of factors that
are needed to explain the rise and fall of thei€dliger. It is worth outlining these
explanations because the 'Celtic Tiger' phenoméasnattracted a huge general interest
in the applied economics literature. Yet it is algorth illuminating these competing
perspectives because they have different implicatidor the direction of fiscal
centralisation and decentralisation.

The popular media view of the Tiger has been thatas the product of wise
interventions by politicians and civil servants. dddition, it is generally believed that
Ireland had a uniquely well-qualified labour fortdeat made it a prime location for
inward investment. In this popular view of recenbmomic history, the introduction of
free secondary education in 1967 is seen as theegddng-run determinant of economic

development. MacSharry and White's best sellingaacThe Making of the Celtic Tiger

*” Hamilton, 'Inward Investment: Getting the BestrrBoreign Capital', p.213.
“8 |bid p.214.
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exemplifies this popular view of the sources ofdnel's economic renaissari¢dn their
discussion Ireland’'s economic miracle was the rediduccessive governments taking a
single-minded approach to improving macroeconomecfgpmance by investing in
educatiort® It has been consequently suggested that governspeniding on education
finally paid off in the 1990s.Yet Ireland’'s educatl record looks less impressive when
compared against the education systems of othentwest The International Adult
Literacy Test (IALS), which focuses on the literaifyschoolchildren old enough to be in
the labour force placed Ireland as being aheadlyf Bortugal of the ten EU economies
included® In other words, human capital inspired by stratemind wise government
intervention seems implausible as a convincing anaion of Ireland's economic
turnaround.

A second perspective on the phenomena of the grawmaround is encapsulated
by O Grada's claim that it was a once and for @lfjs in growth rates associated with
Ireland converging on its long run income le¥eHe suggested that Ireland for the
period 1950-1998 grew just as fast as an econorttyitgi 1950 income level might have
been expected. Thus just as Ireland had underspeetb its expected long-run growth
rates before the 1990s so it exceeded these maté#®ei1990S° Honohan and Walsh
provide a similar perspective on the issti@he current downturn in economic growth
then represents a reversion to the mean rather ahgenuine cause for concern. The
earlier mistakes that prevented Ireland convergitjer were maintaining protectionism
and excessive public expenditure. The long-run ganmts to growth included: an
attractive set of industrial subsidies, an undeleygal labour force, a stock of emigrants
willing to return, ample energy supplies and a ¢@wed administrative and
transportation infrastructur@ The bulge of inward investment in the 1980s amdfigcal
retrenchment of the period created a new economicament that allowed a boom to

emerge that allowed Ireland to make up lost grolirithe implications for the dynamics

9 MacSharry and Whit&he Making of the Celtic Tiger: the Inside Storyrefand's Boom Economy
*0 |bid, p.363.

1 O Grada, 'Is the Celtic Tiger a Paper Tiger', p.54

*2 |bid.

%3 |bid, p.52.

> Honohan and Walsh, 'Catching Up With the Leaders".

* 0 Grada, 'Is the Celtic Tiger a Paper Tiger?'3p.5

%% |bid, p.60.
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of fiscal centralisation of this analysis would theat the window for opportunity in

introducing tax reform can most easily be achiewdten the economy's growth is
slowing. Such a situation allows reform to occuthwut inflated asset prices making it
politically problematic.

A microeconomic perspective on the economic redmetiveen 1992 and the
present comes from Gallagher, Doyle and O'L&arynfluenced by Porter's Diamond
analysis of competitive advantage they examinedpthate and public sectors related
roles in stimulating competitive advantages. Gdlkag Doyle and O'Leary found that
foreign owned firms concentrated in the electronipharmaceuticals and financial
service sectors were disproportionately respondiidreland's manufacturing booth.
They additionally noted that Ireland in the lasbtdecades has had greater numbers at or
around the school leaving age than has been the icasther EU members. This
guantitative demographic dividend when combinedhwitproved educational standards
was according to Gallagher, Doyle and O'Leary vitakustaining the boom, but they
note this boost to the labour supply will not bestained. Overall they suggest that
sustaining future economic growth at rates of 5qeet or higher will require that a menu
of micro and macroeconomic policies be implementedgrevent obstacles to future
growth emerging. The avoidance of supply-side bo#tks and the continued attraction
of inward investment are areas of most concernhase authors, In terms of the
implications for fiscal centralisation Gallaghemyle and O'Leary's analysis implies that
the extent of new household formation, as the dchemvers of the 1990s become
homebuyers of the next decade, will shape the patdir fiscal decentralisation. As
home ownership grows so the designers of potetdiedntralised tax systems must note

the political implications of even greater housenevghip.

3. THE CURRENT STATE OF FISCAL DECENTRALISATION IN
THE REPUBLIC OF IRELAND

3.1. The Position of Fiscal Decentralisation in 129

*" Gallagher, Doyle and O'Leary, 'Creating the Cdliiger and Sustaining Economic Growth: a Business
Perspective'.
%8 |bid, p.77.
%9 |bid, p.78.
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The distinction introduced into the 1976 Layfielodmmittee on local government
finance in the UK is relevant to studying fiscakdetralisation in Ireland. The Layfield
committee distinguished between local governmerarice and responsibilities that were
localist and centralist in orientation. The fornmagproach to fiscal policy gives local
authorities tax raising and spending powers whiléhe latter central government retains
these levers and fiscal policy remains centraliddwe Layfield committee argued that
there should be a close link between the degreespionsibilities for expenditure that a
local authority enjoyed and the responsibility fax raising. In other words, the report
suggested that a government opting for a locatipt@ach should raise the proportion of
local spending financed by local taxes to arounidl dfatotal revenue requirements (by
means of a local income tax). A centralist approachild correspondingly imply that
local spending should be centrally financed wittesidual property tax for the réStin
the localist approach, these authorities themseliesaise the bulk of local government
expenditure. In stark contrast, the centralist favould imply that most of the money
would come from central government gratitsn the Irish case centralism in both tax
raising and spending was very much in force attithe of the emergence of the Single
European Market in 1992.By 1992 it had long been recognised that Irelasytem of
local government had very limited financial autoryonThe one major power that
councillors enjoyed in the early 1990s was not eseonomic, instead their one major
power was political. They constituted the majodfyoters for the Seanad Eireann (Irish
senatef?

By the early 1990s specific grants from the cergrxahequer accounted for a full
80 per cent of capital expenditure in local auttesi The remaining share of revenues
came from house-loan repayments, water and sechiaeges, refuse-collection charges,
planning applications and employees pension carttabs. In addition to this group rates
on commercial property should be includédn the early 1990s on the expenditure side

this revenue found its way into eight broad progras outlined in Table 3.1.1 below.

€0 King, 'Local Taxation', pp.103-104.
%1 |bid, p.106.

%2 |bid, p.103

8 Husseylreland Today p.104.

% Ibid, p.99.
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Well over half went to programmes 1 and 2, whichrevareas controlled by central
government. By the early 1990s the segments foclwho real local autonomy included
significant areas of Irish economy and society sash urban road transport, ports,
airports, agriculture, forestry, fishing, huntirgectricity, commerce, tourism, security,
police, justice, education, hospitals, personalltheand family welfare services. The
functions that local authorities did carry out mese areas were in any case very strictly

controlled by central governmefit.

Table 3.1.1 Local Government Expenditure by Sectofprogramme group) 1992.

Programme Group Expenditure Percentage (%)
(IRE)
1 Housing 231,120,659 20.09
2 Roads and Traffic 443,773,515 34.94
3 Water Supply and Sewage 122,232,734 10.62
4 Development Plans 30,743,810 2.6
5 Environmental Protection 141,780,986 12.32
6 Recreation and Amenity 97,853,876 8.50
7 Education 62,047,668 5.39
8 Miscellaneous 62,820,371 5.47
Total 1,192,373,619 100

Source: Husseyreland Today p.100.

This very political, financial and administrativeeakness of local government has
ensured that the issue of fiscal decentralisates ot been one much seriously studied
by Irish economists, economic and political hisiod or even for that matter political
scientists. Given the paucity of the literatureréfiere McNamara's 1993 article on the
degree of centralisation in Irish constitutionalistures provides a good starting point to
developing the recent history of fiscal centralmatin Ireland and a discussion of how
the current state of affairs can be altéfefior McNamara, Ireland's 'non-participatory’
forms of local and national democracy (with iteattant consequences for fiscal policy)
were to be contrasted with the Swedish example. &ftecita argued that elected

councillors for local government had little realws®y, and apart from a few charges

% |bid, p.100.
5 McNamara, ‘Government without Citizens'.
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levied by the Dublin Corporation in the early 1990gre consequently was little sense
in describing them as power brokéfsDespite public criticism of the propensity with
which Irish councillors engage in all expenses ffaict finding trips' there is little money
to be made form serving as a councillor. The usaiafje of motivations that have been
suggested include: personal satisfaction from sertw the community, enjoyment of
minimal power and prestige and creating a pubktfpim from which to build a political
career”® Another element of Irish public life has been tHagse councillors had little
input from the public other than at election times.

Yet according to McNamara this centralised stataftdirs was not how legally
Irish local government was formally constituted. Méanara outlined the actual formal

legal position as it stood in 1992 as follows:

Local Government Act, 1941, Part VIII
Local Government Act, 1955, Part V
Local Government (Planning and Development) Ac63,%ection 14

Local Government Act, 1991.

The first two Acts mentioned above allowed for teation of approved local councils
(ALCs). A local council established ‘for furtherintbe general social and economic
interests' of its inhabitants could be recognised ab county council as an ALC.
Moreover, counties had the legal power to delegatéhese ALCs any of their own
powers and duties that they considered would beretgulated or managed at the lower

level5°

According to McNamara the failure of Ireland's dbgovernment system to
evolve in the manner described by these Acts wastdan unfortunate combination of
public political apathy and ignorané®.

The 1991 Act strengthened the formal powers of cisiin Ireland. In particular
the 1991 Act granted local authorities represeoali and competence powers. Under

the banner of representational powers the locdicaity was allowed to represent the

7 Ibid, p.309.

% Husseylreland Today p.96.

%9 Mcnamara, 'Government Without Citizens', p.309.
0 1bid, p. 310
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interests of its constituents as it saw fit. Thenegal competence provision further
ensured that a local authority could in the languafjthe Act, 'engage in such activities
in accordance with the law...as it considers necgssardesirable to promote the
interests of the local community’. However, a loaathority could not replicate an
activity already being done by some other publidybd Likewise, the 1991 Act further
extended the ability of local authority to exparnsl powers. Under the 1991 Act the
central government could in addition transfer ariynction of a Minister of
Government...that in the opinion of the governmentld be effectively performed by
local authorities’?

McNamara categorised the theoretical existence favfnal legal powers
strengthening the power of local authorities withdhe willingness or ability to
implement these powers, with the Swedish case. ddednthat in Sweden there was a
great diversity in how Kommunes (Sweden's basid ohilocal government) were
actually organised. Yet, despite this diversitye tommon denominator was that there
was great deal more public participation in theictrres of local government than was
the case in Irelantf Apart from a brief mention of redirecting the edtional budget
towards civics, McNamara unfortunately did not dssthe role of taxation and spending
(at either national or local level) in his advocaalya less 'British' system of local
government. The possible linkages between a dedmsefi system of taxation and
greater autonomy in spending decisions are isduashis article does not discuss. In
other words, McNamara never seriously considered dbonomic elements of why
Swedes were more likely to participate in local gowment than people in Ireland. These
are serious drawbacks of McNamara's seminal andriapt article, especially when
viewed from a perspective of examining the possidsl for fiscal decentralisation within
the Irish Republic. These kind of issues will beamined more fully in the remaining

sections of the report.

3.2. The Position of Fiscal Decentralisation in 2@J3

" bid, p.310.
2 1bid, p.311.
3 1bid, p.311.
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The political economy of fiscal decentralisation 2002/3 is covered in more
detail in section 5. However for the moment it udfise to state that there has been no
meaningful shift towards restoring local governmdintance in Ireland. Fiscal
centralisation remains the politically rooted norfrable 3.2.1 below uses the Irish
Department of Finance's own figures. It demonsiréibat because there is no taxation
below the level of at the local level, so adjustitige future tax base to forecast
expenditure needs will ensure that VAT and incomeremain the major sources of tax
revenue in Ireland. The raising of the 12.5% rdtéAT in the last budget to 13.5% will
further add to existing price increases and thid vand to reduce international
competitiveness.

Table 3.2.1. Current Tax Receipts 2002 to 2005.

2002 Estimated 2003 Post-Budget2004 2005
Outturn estimate  (Euros Projection Projection
(Euros millions) millions)
Customs 133 141 144 147
Excise Duties 4,411 4,810 5,144 5,477
Capital Taxes 730 1,070 948 998
Stamp Duties 1,140 1,419 1,544 1,631
Income Tax 9,106 9,307 9,947 10,615
Corporation Tax 4,925 5,068 5,255 57,742
Value Added Tax 8,870 9,826 10,597 11,341
Agricultural 21 5 5 6
Levies
Tax Receipts 29,336 31,646 33,584
Non-Tax Receipts 2,173 1,003 640
Total Current 31,509 32,649 34,224
Receipts

Source: Department of Finance, Dublin.

4. EU TAX HARMONISATION AND ITS IMPLICATIONS FOR TH E
IRISH REPUBLIC

4.1. Tax harmonisation and Inward Investment
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Tax harmonisation has found its way into the teaits on European economic
integration. This literature has a range of impartenplications for the study of the
economic activity in Ireland. Harmonisation of taxoften presented in the literature are
removing obstacles associated with a diversityagfrates* It is suggested for instance
that nations with the lowest tax rates will not ajw be the nations with the most
efficient producer$® A more specific textbook argument suggested faoducing tax
harmonisation into the European Union (EU) is tevent the adoption of "beggar thy
neighbour" tax policies. It has been suggestedttifetdownward trend in taxation since
the 1980s and 90s provides evidence that "beg@gsr nieighbour" fiscal policies will
result in decreased revend&sSuch analyses of EU taxation ignore the possjbiliat
lower tax rates can act as a stimulus to productivert and tend to boost revenues
accordingly (the so-called Laffer effect). Whaimsere, the tax cuts that did occur in the
1980s and 1990s may have been due to a turn ipdiitecal business cycle rather than
representing a genuine Damascus conversion to sgonbberalism by previous
advocates of big government. It is notable thatRding Committee, the committee of
experts appointed to investigate the level of caafon taxation in the then EC ahead of
creating the Single Market, found no definite ewickethat corporate taxation was subject
to "beggar they neighbour effects"What the Ruding Committee did find however was
that there is some evidence that difference in@m®ion taxes 'distorted investméhtn
fact during the period 1965 to 1992 the overalhdren European corporate tax rates was
upward’® The Ruding Committee's recommendation of a mininB@rper cent rate of
corporate tax was therefore of direct relevandeeiand.

Harmonisation of tax rates has also been suggesteal remedy to the alleged
problems associated with transfer pricing. It iggested that harmonising taxes will
prevent corporations showing costs in those EU negrstates that offer grant aid, while

it is also claimed that harmonising taxes will afgevent profits being declared in low-

" Mulreany, 'Taxation: Ireland and the New Europel§.

S bid, p.16.

® De Buitleir and ThornhilEMU and Irish Fiscal Policyp.20.
" Ibid, p.20.

8 Mulreany, 'Taxation: Ireland and the New Europet4.
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tax member staté8.Proponents of tax harmonisation therefore sughestthe existence
of transfer prices distorts the recording of outuid profits and this implies that
recorded productivity levels can be illusory. Thesgible elimination of transfer pricing
associated with harmonising taxes raises imporssuies in the Irish case. Ireland since
the 1970s has had a strong potential for transfemng because of its low corporate tax
rate, dependence on inward investment and the tebdavhich affiliates in Ireland either
buy from or sell to foreign affiliates within theame firm. Advocates of tax
harmonisation have claimed that Ireland’'s undeglyhysical productivity and product
guality position have for instance been camouflaggdoreign firms reliance on transfer
pricing in relation to their Irish operatiofsBy way of illustration, it is asserted that
transfer pricing has tended to inflate the levelalue added in Irelantf.Nevertheless,
the statistical evidence from Ireland suggests tratsfer pricing is not a substantial
enough a problem to require the drastic measunamhonising tax rates.

Hitchen and Birnie's empirical research has exathitiee extent of transfer
pricing in their work on the determinant and leved$ Ireland's international
competitiveness. Hitchens and Birnie however ditidiecover any quantitative backing
for the claim that transfer pricing was responsfotelreland's productivity advantag®s.

In other words, Hitchens and Birnie's analysis ssggd that high Irish productivity was
not an illusion due to transfer pricifiy This evidence consequently suggests that the
supposed productivity and efficiency benefits of k@rmonisation to Ireland cannot rest
on eliminating transfer pricing as such accounfiagfors are not hiding an underlying
productivity gap.

Additionally, the textbooks do recognise that potential costsal® associated
with tax harmonisation. These costs may be relevaran analysis of the Irish tax
system. The major costs identified include redusaekreignty. Likewise, the scope for
attracting inward investment will be decreasedates have less choice in setting levels

of corporation tax. By way of illustration, any tmé harmonisation of corporate taxation

8 Mulreany, 'Taxation', p.16.

8 Foley, 'Interpreting Output Data on Overseas ItigydHitchens and BirnieThe Competitiveness of
Industry in Ireland p.68.

82 Foley, 'Interpreting Output Data on Overseas |trgus

8 Hitchens and BirnieThe Competitiveness of Industry in Irelapg.68-78.

8 |bid, p.75.
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would occur at a level above 12.5 per cent, sdriland a doubling or trebling of its
corporate tax rate (because of tax harmonisatioo)ldvprovide a major setback to
continued economic growth. As the Celtic Tiger emanes to an end and as major
industrial economies are starting to show signgsegkssion, harmonising taxes in an
upward direction could consequently jeopardiseahvdls hopes of securing a substantial
share of a dwindling range of inward investmenfgnts. In the case of the Republic of
Ireland this potential cost of tax harmonisationtwaighs the highly marginal and
debatable benefits associated with eliminatingstiempricing. A major political obstacle
to any Irish government accepting harmonisatiorta@es is thus the justified fear that
higher corporate tax rates will damage the abibfyIreland to sustain long-term

economic growth.

5. POLITICAL AND PUBLIC OPINION
5.1. Fiscal Decentralisation as a Public Policy Ojain

A few isolated academics have called for the inimtidn of some sort of local
taxation in Ireland. Donal De Buitleir, the leadingerhaps because he is the only,
economic expert on the structure of Irish taxatizess been an enthusiastic supporter of
fiscal decentralisatioff. The eminent political scientist Tom Garvin hasoataken this
view. Garvin has nevertheless suggested that timratisation of tax raising and
spending powers has burdened Ireland's nationatérgawent with the task of cycling
money around the country in response to lobbying @lectoral pressures rather than
social need? It is no coincidence that in a 1993 survey of stete of Ireland's fiscal
system De Buitleir was also deeply pessimistic &bitwe political willingness to

implement a proper system of local government foean

"The main problem with property taxation is theitpcdl unwillingness to introduce it [into Ireland}Vhile
from a technical tax point of view, a property taay be the best solution to the problem of redutaxg

rates to competitive levels while remaining withé@asonable constraints on public borrowing anddingi

8 Garvin, 'Democracy in Ireland'.
8 |bid, p.53.
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excessive reductions in public spending, it is \difffcult to see how politicians can be persuatiecthove

on it'¥’

Likewise,the report by De Buitleir, written with Thornhifior the Dublin based Institute
for European Affairs in the same year, was als@lyegessimistic about any attempt to
decentralise Ireland's system of taxation and edipere® In that report they advocated
a restoration of property tax because it wouldvalfor income and consumption tax
reductions and stable public expenditure levelslevkimultaneously keeping Ireland
within the Maastricht Treaty obligations on pubtiorrowing. It is worth noting in this
regard that De Buitleir and Thornhill mentioned thblems associated with Great
Britain's short-lived poll tax. In order to assuggelic opposition to the reintroduction
of a taxation levied on owner occupied residenti@lising the authors suggested that
income tax reductions should be introduced simelbaisly with the creation of a local
property tax. The authors bemoaned that local i@xawvould only be reintroduced if
Ireland's growth rate for the remainder of the decaas stagnaf.

Of course we have seen earlier in this study that'Celtic Tiger' phenomena
ensured that Ireland's economy soared for the reteaof the 1990s. With this booming
housing market so the hopes for a restored locddtitn based on property values
receded. At the time of writing in January 2003 bhgh economy has slowed from the
peak of the wide economic and narrow housing bdbis.thus worth therefore repeating
that the 1993 report suggested that sluggish ecmmngrawth in Ireland would make a
return of property taxation more likely, albeitoifly marginally. If this is the case, then
the improved prospects for fiscal decentralisati@y be one of the few isolated benefits
of Ireland's current economic downturn. Yet justrash governments will cling to low
rates of corporate tax, so they will also opposeraduction in their centralised power of

controlling taxing and spending decisions.

87 De Buitleir, ‘'Taxation in Ireland’, p.183.
8 De Buitleir and ThornhilEMU and Irish Fiscal Policyp.56
8 |bid, p.57.
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5.2. The Views of Irish Politicians and Public Opilon on Restoring Rates or

Creating a New Local Taxation

As should be clear by novreland has very populist political system. Thatas
say it is a political system in which political teaxs and the electorate are unusually
vulnerable to influence by each otfi&iThe Irish population is very close to its leaders.
For instance, Bertie Aherne, the current Irish Rridinister, regularly drinks in the pubs
within his north Dublin constituency. This very sémess means that both political
leaders and representatives are personally knovendegree that is unknown in larger
nation states. This situation ensures that Iridltigians are abnormally open to pressure
from their electors® The structure of the Irish tax system hence r&fleablic opinion,
even if it can be demonstrated that the fiscal &aork is unusually adverse in its
macroeconomic impact. The positions of Irish poitns outlined below are hence
reflective of public opinion. There has for instarieen no outpouring of public opinion
since the December budget calling for a more deaksed system of taxation. Tlsh
Timesbudget survey for 2002 a wide range of opiniondatdwe detected on reforming
the Irish fiscal system voters and business leadEngere was no call for a more
decentralised system of taxation within Irelandwduwer, as the economy languishes and
the housing market begins to stagnate, so a marentlalised system of taxation may
become politically possible as public opinion armhsequently the nation's political
leadership starts to re-evaluate the situation.

The dominant school of thought on tax harmonisa@on how it relates to
Ireland, amongst politicians, can be found in farrReime Minister, Albert Reynolds
comments on the Irish tax systéfmriting in 1991, he suggested it was inevitablat th
'moves towards economic and monetary union wilvitadly mean that more of our tax
code will come under review?. This Reynolds view implies that tax harmonisati®@an
inevitable consequence of European economic intiegrtaHowever, two further features

are of note. Reynolds however definitely drew thhee lat harmonisation of Irish

% Garvin, 'Democracy in Ireland’, p.44.

1 |bid, p.44.

%2 He wrote the comments in 1991 while still Irism&ice Minister.
% Reynolds, 'Introduction’, p.1.
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corporation tax, which suggests that if Ireland igeotway, admittedly a big if, then the
onus of future tax harmonisation will fall on VAThé excise dutie¥’ Furthermore,
Reynolds believed that tax harmonisation will evaily occur at a high rate of tax
because of voters desire for an interventionistegawent and extensive provision of
public services® A reintroduced lIrish rates or new local income teould of course
allow some cuts to be made in the rates of VAT exalse duties to be made. Politically
though this course of action this may be difficitimplement, not just because of the
political implications of altering local governmeiimtance, but also because the existing
high rates of VAT and excise duties on cigarettesl alcohol have large health
implications. So with harmonisation of income tamt nyet on the cards, and the
alternatives involving reduced rates of VAT haviognsiderable political difficulties
there will be profound political implications assted with any further shifts towards tax
harmonisation.

In terms of the views of Ireland’'s major politigarties, Fianna Fail, the major
party in Ireland's ruling coalition, is interestieddecentralisation of government offices,
inward investment and other amenities as partysdflational Spatial Strategy. However,
there is currently no mention in the party's web-sof the current government
introducing a more decentralised system of pubiarfce within Ireland. The party has
instead repeatedly reiterated Albert Reynold's medeof Ireland's low rate of corporation
tax. As has been already demonstrated, this defehireland's corporate tax system is
linked to the view that Ireland’'s economic growts Hargely been the result of inward
investment projects being attracted by a low taxrenment®® For example, the budget
speech in December 2002 made no mention of altérétand's tax base towards a more
decentralised system. The governing coalition'siojunpartner, the Progressive
Democrats, unsurprisingly makes no promises toteraamore decentralised system of
taxation within Ireland” In terms of the two main opposition parties FingeGand the
Irish Labour Party there is also silence on theassf reforming the Irish tax system.

Neither of these parties electoral manifesto diseds much less advocated, the

% hid, p.2.

% |bid. p.3.
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possibility of creating local taxation in Irelar@df course all the parties are united (and in

line with public opinion) in defending Ireland'sAlaate of corporation tax.

6. THE INSTITUTIONAL ECONOMICS AND CONSTITUTIONAL
POLITICAL ECONOMY OF IRISH FISCAL POLICY

6.1. Introducing Some Theoretical Considerations

In section 3 of this report the Layfield distirgti between localist and centralist
approaches was introduced. It was suggested tkatotimer approach implied a high
degree of fiscal decentralisation while the latemplied a low degree. Ireland at
independence and certainly since 1978 has optedhirlatter route. However, the
Layfield committee's exact reasoning on the instihal and economic merits of both
was not pursued in the 1976 report. Nor did thenteponsider how its findings would
relate to the Irish case. One instead needs to fodking's 1993 essay to get some
theoretical grasp of these issd& brief, King suggested that local governmentsusdh
either be regarded as agents of the central goverhand have little tax raising power
(as in centralisation) or be regarded as autonorbodges initiating their own policies
and having high degrees of decentralised tax pdWéting, having outlined the
theoretical features of the two respective appresctsuggested that the centralist
emphasis on central government grants funding lagtiorities (as has been the case in
Ireland since abolition of the rates) could onlyjbstified on two main grounds. Firstly,
he contended that a centralist approach would nsakse because central government
would only become aware of actual local needs ifised the finance itself. Secondly,
King warned that a 'democratic deficit' could ocfwoters saw little obvious connection
between their payment of local taxes and how thasa taxes were eventually allocated.
King indicated that the first factor would ensubait central government would take a

responsible view if fiscal policy was centraliséte noted that the second factor would

% King, 'Local Taxation'.
% Ibid, p.111.

37



also ensure that centralisation would prevent igalit confusion arising amongst
voters'®

King argued that the alternative of promoting flsdeacentralisation implied
accepting three main arguments for making a dilieétage between local authority
revenue and local taxatidfft First, he observed that allowing a range of loeales
would necessarily involve allowing local authorti® adjust the qualities and quantities
of their services in response to the wishes oflloosmunities-’?> Second, King noted
that a reliance on receiving grants (under fis@t@lisation) has historically allowed
local politicians to spend money unwisely and blaime resulting problems on ‘under-
funding'. Fiscal decentralisation would not in kisw suffer from this disadvantad®
Related to this observation, King additionally sgeted that local politicians,
bureaucrats and voters would take much greatervasinehe local public finances if the
money had been raised locally rather than the redud subvention received from the
centre!®

King's paper theorised that the localist or daedised form of public finance has
two main notional advantages of special interestist policy makers. King argued that
fiscal decentralisation offered the prospect of iohoand variety in public service
provision rather than the alternative of standatth® and uniformity offered by a
'monopolist' central governmeft The choice offered by fiscal decentralisation vdoul
in his view, allow institutional innovation and esqgmentation in the provision of local
public services® Such institutional experimentation, King hypotisesi, could involve
establishing a variety of competing models in etlooa law and order, transport and
standard of living issu€§’ King nevertheless recognised the importance oflipub
opinion in the process of moving from fiscal celsigtion to decentralisation (the topic
of past and current Irish public opinion on fisdatentralisation was discussed in section

5 of this report). He noted also that in some coest(he cited Germany, Japan and

190 pid, p.107.

1911t must be noted that King's arguments in favdifistal decentralisation imply that local taxe®sh
be ones were local authorities have some discreticsetting the tax rates.

192 pid, p.107.

193 pid, p.107.

194 bid, p.107.

195 pid, p.109.

198 |pid, p.109.

38



Austria as examples) such is the political supparuniformity in living conditions and

constitutional structures that there would be ditdlectoral advantage in any party
proposing diversity in local government services aaxes:’® Correspondingly only

where public opinion readily accepted differencetocal government provision between
various regional and sub-national areas would ipalisupport for fiscal decentralisation
be strong enough to allow it to be introduced. He following parts of section 6 the
implications for Ireland of trying to vary the qitgl of public services according to

revenue levels will be discussed in more detail.

6.2. Theoretical Aspects of Fiscal Decentralisatiothe Frey-Eichenberger model

Frey and Eichenberger's pioneering work on thecgire of European economic
integration is worth an extended discussion becdlsig analysis of the institutional
economics of public finance has large implicatiolos considering the possible
implications for Ireland of restructuring the rétetships between governmental urift.
Their starting point is that while the creationtloé Single European Market (SEM) since
1992 has been beneficial to the efficiency of thegpe sectors within the member states
economies, this has not been matched by trendseirpaiblic sector. This failure they
attribute to an absence of formalising competitmeiween governmental units at all
levels and the predominant focus on the harmooisaif standards and taxes that has
until now dominated the European economic projcThe current situation they term
All-Purpose Jurisdictions (APJ). Frey and Eichegkercontend that because APJ's relies
more than other forms of government on politicifotsbying for ever greater funds, so
public expenditure grows faster in the APJ thantimer systems of public finance. They
suggest that most efficiency problems within thélgusector and the related issue of
excessive public expenditure growth can be mitiyatg the creation of functional
overlapping and competing jurisdictions (FOCJ)short they suggest that these lowest

197 bid, p.109.
198 pid, p. 111.
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level political units, FOCJ, or communities, canfbamed, and that the granting of tax
levying powers to finance public services woulddle part of this process.

The FOCJ framework proposed by Frey and Eichembepgovides four key
characteristics for these proposed federal unitstly; they are functional, that is to say
that the new political units extend over areas rdefi by the tasks to be fulfilled.
Secondly, FOCJ are overlapping, because the camdspm governmental units extend
over different geographical areas. Thirdly, suchtsurcompete, individuals and/or
communities may choose what governmental unit thegt to belong to. Furthermore,
citizens have democratic rights to express thesfgoences directly via the ballot box.
Finally, these units are legally jurisdictions, theoposed units to be established are
governmental, and because these federal unitsféhereave enforcement power they
can, theoretically at least, levy taxes.

Frey and Eichenberger recognise that the potesffigiency benefits attributable
to greater competition between levels of governmaotuding cross-border competition,
provide economic benefits only by incurring politicosts:** It is these costs that they
recognise as being the major barrier to reformivgydtructure of government within the
world's developed economies. They suggest thdtldes politique’, by which they mean
the ruling political and administrative interests)l be opposed to a system of public
finance and local democracy that reduces their poglative to the electoraté? As will
be discussed below, and returning to one of themnfajdings of this report, while this
general analysis is correct there are other palitmd economic issues of relevance to

discussing the potential for reforming Ireland'sg@mmental system.

6.3. Implications for Ireland of the of the Frey-Echenberger Model

Regardless of the economic and political benefithe FOCJ framework and any
other proposal for fiscal decentralisation it isrthioconsidering just how such proposals
would relate to fiscal relationships within Irelaadd to Ireland's economic relationship

with Europe. The politics of these relationshipdl witimately determine the plausibility
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of reforming the institutional settlement in thepRblic of Ireland. What is more, these
political concerns will determine the possibilibyat there can be a transition from an APJ
into a FOCJ. Frey and Eichenberger's recognitioth@fpolitical obstacles to creation of
a FOCJ are important, but in the Irish case therespecific barriers that must be noted in
any discussion of the prospects for fiscal decésation. The existence of these
domestic hindrances to greater fiscal decentraisaheans that a substantial reform of
the Irish fiscal system will only be politically psible if it is initiated at the level of the
EU. On balance it must be concluded that the palitwillingness and ability does not
exist within Ireland to massively reform its fissaistem in any direction.

In terms of the functionality principle this is leason the economically sound
idea that spillovers should be minimised. This mguthat a particular public service
which benefits a defined geographical area sholiichately be financed by the people
who benefit from that service in that arédOf course the reality of the modern lIrish
economy is that the Greater Dublin region is thgire of the nation's prosperity and has
acted as magnet for inward investment and the btilthe nations best and brightest
workforce. So economically, a functional princigleuld play well in Dublin as a whole.
However, even within Dublin itself there are is bBugange of income levels co-
existing™** This 'patchwork of plenty' will continue to comgie any possible reform of
local government finance.

In other words, lobbying in the Irish case not ohigders the efficiency of the
APJ, it also makes it more difficult to effect ttiansformation from an APJ into a FOCJ.
To illustrate, the co-existence of disparate lewlgrosperity would give Irish politicians
from poorer wards an electoral incentive to ensgbat their constituents would benefit
from the wealth of nearby communities. Rather tlaafiebout style 'voting by feet'
process undermining this type of institutional reipthe more likely obstacle in the Irish
case is a 'dilution by Gerrymandering'. Alas thdeptal for Irish politicians to
manipulate the process should not be underestimae have for more than eighty
years jealously guarded the multi-member consttdi@snthat characterise the Dail

(parliament) and more recently it is also cleaytaee also in favour of retaining the 'dual

3 |bid, p.197.
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mandate’. For these kinds of reasons also a moeentore functional form of public
finance, will have to come from a European widemet.

To say the least, Frey and Eichenberger's bdiigf the threat of secession by
jurisdictions will mitigate the power of the certstiate seems rather fanciful in the Irish
case™'® There are no real secessionist groups within tieuBlic of Ireland, and more
importantly neither is there any likelihood of maed leaving the EU. Given the
popularity of the EU in the country as whole (ne&dt due to the sizeable subventions it
has received over the last three decades) them® igrospect of Ireland as a whole
exercising this option. One need only reflect amri-run of the Nice treaty in September
2002 to see just how impossible it is to envisagéahd in whole or part seceding from
the EU. The claim made repeatedly during the cagmphy the major political parties
that another 'no' vote would politically and ecomorisolate the Republic struck a
resounding cord with the Irish electorate throughthe country. Overall then, the
particular form that political economy within Irelé takes ensures that unilateral moves
towards institutional and fiscal competition aret rikely to come from domestic
politicians. Yet ultimately, relying on the EU tmitiate a shift towards a more
decentralised tax and expenditure system withilaice may well be a long shot because
of the EU's current obsession with harmonisation.

Above the pitfalls of the FOCJ framework in arslirisetting have been outlined.
It has been suggested that the political interestisin the Irish Republic will make
unilateral reform unlikely. However, there are anber of more hopeful indicators that
are is worth very briefly mentioning. In particularhat does chime between the Frey and
Eichenberger theoretical proposal and the curretfitigal economy of Ireland is the
reliance of both on referenda. The Irish peopleveek used to referendums because any
proposed constitutional reform needs the suppadtte@tlectorate if they are to be legally
binding. By way of illustration, the two referenda the Nice treaty was necessary
because it affected a range of constitutional ssueh as its constitutionally-enshrined
neutrality. In addition, the proposal that that ROD&ould allow areas of a given nation
state to join the public service provision of amsthation state is very reminiscent of O'

Mahony's advocacy in 1974 of a more fluid approtacthe provision of public services

15 Erey and Eichenberger, 'FOCJ', p.204.
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within the island of Ireland. In particular O' Mahoenvisaged that the Republic could
provide certain public services to parts of Nonthkeland with a nationalist majority®
While O' Mahony expressly viewed such a proposablésviating tensions between
Ireland north and south the economic implicationguMd be similar to the FOCJ
framework. Nevertheless, any moves in this directowards an all-Ireland system of
decentralised taxing and spending would have vesfopnd and uncertain financial and
political costs attached. Again it seems reasonfibleonclude that there is neither the
political willingness nor ability for Irish politians to unilaterally move towards this or

indeed any other form of decentralisation regaslt#éshe economic benefits.

7. CONCLUSION

Here in the conclusion to this study the aboveifigd in four key areas will be
summarised. They are: the current situation reggrdiscal decentralisation, the
dynamics of decentralisation, the implications off Eax harmonisation and an

Assessment of Public Opinion.

A) The Current Situation Regarding Fiscal Decengation

The current situation is the same as it has bewe s1977/78. Ireland has no
universal system of taxation at the sub-nationalleConsequently, Ireland's tax base is
levied and spent at the centre. Ireland's fiscatesy is thus heavily centralised and this
centralisation (rightly or wrongly) is accepted @3 the political spectrum as an
inevitable part of the economic environment. Anymdpe in the situation will require

political willingness and ability that until now $iaot existed.

B) The Dynamics of Decentralisation and Centralmat

1% pid, p.203. O' Mahoney, 'Economics, Governmeiot law'.
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The dynamics of decentralisation and centralisatitust be considered over a
longer time frame than a decade because the sydtémoal government that currently
operates in Ireland was established eight decaglesiad because the present system of
local government finance was initiated in 1977/T8e continued influence of these
historical factors is highly important for understiing the political economy of fiscal
centralisation and decentralisation in Ireland.esiglly it must be concluded that Irish
politicians have successively reduced the actualtdalay powers of local government,
regardless of the formal legal position of localgals. Local government because of
dual mandate operates as a training ground foriagpi Ds and provides another public
platform for actual TDs to communicate their megstgthe local electorate. This image
building factor is highly important in Irish polis because constituencies at general
elections are multi-member affairs elected by tingle transferable vote (STV) system
of proportional representation. Attempts at reforgnithe finance and structures of
relationships between the different layers of gowent in Ireland have come to naught
until now. Central government has clawed back #és&dual tax and spending powers that
local government might once have had. It can beloded that Ireland has been a highly
centralised system of local government over thgam, and if anything this trend has

accelerated in the last two decades.

C) Implications of EU Tax Harmonisation

The European Union is highly popular within IredatMembership of the EU has
been associated with Ireland's economic convergesrtethe major industrialised
European economies since the 1970s and the moemtr&eltic Tiger boom. lIrish
governments have been diligent in implementinghésenonisation of standards across a
whole swathe of areas of Irish economic and sddl European integration, and its
associated harmonisation has also enjoyed wida$aalic and business support. There
is a deep awareness within Ireland that the comvemsy since the 1970s has been
inextricably linked to trade liberalisation and theomotion of inward investment. A
major component of this trend towards greater opssiand growth has been low rates of

corporate taxation in Ireland. In response to Elhaeds, the Irish government has
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already been forced to standardise corporationfdevall sectors at 12.5%. The major
economic impact of future trends in tax harmondativould be a further upward
movement in Irish corporate tax rates. This is ohthe few issues where lIrish political
and business interests would be hostile to futtiaemonisation as it is widely felt that it
would create a disincentive to invest in Irelandlie@ to this there is now disquiet that
QMV may replace unanimity as the determinant ofifetEU tax policy. There is thus a
justified fear that a switch to QMV could become ffrojan horse that would undermine
one of business in Ireland’'s major competitive athges.

D) Assessment of Public Opinion

Restoration of a more decentralised tax baseeiarid is not yet a major issue in
the media or in business circles. The main issadsscal policy are mainly concerned
with the implications of the budget for sustainingh economic growth. The main issue
in Irish local government is the extent to whick tdual mandate’ (the practice by which
TDs are allowed to also it as local councillors)pkeor hinders creating coherent local
politics. The abolition of the rates in the late7@8 was politically popular, so any
attempt to restructure the fiscal responsibilipésational and sub-national government
will undoubtedly meet determined political resistanit is noteworthy that almost all the
(admittedly very few) academic experts that hawestigated the balance between local
and central government have advocated restoringeskimd of link between local
expenditure and taxation. The failure to implem#rgse recommendations, that have
often come from governmental reports, can ultinyabed attributed to the incentives of
senior political and civil service figures. Movitgwards a more beneficial form of fiscal
relationship between the centre and the localtitisrequire a political will that has not
been present within Irish government. On balancés probable that only prompting
from the EU to initiate fiscal decentralisation mmhove Ireland in that direction. Of
course that scenario remains improbable becauseUhiself is currently wedded to the
notions of harmonisation and centralisation. Ifdnel is to get a more transparent form of
fiscal policy that can increase efficiency and ioy@ public services it will require a
change at the European level.
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