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C o n s id e r a b le  co n tro v e rsy  s u r ro u n d s  th e  m a g n i tu d e  o f  p ro f its  o f  fo re ig n  
o w n e d  c o m p a n ie s  in  I re la n d . R e c e n t la rg e  re v is io n s  to  p ro fits  in  th e  
N a t io n a l  In c o m e  A cc o u n ts  m a y  b e  d u e  to  p re v io u s  u n d e re s t im a te s  o f  th e  
p r o f i ts  o f  fo re ig n  o w n ed  c o m p a n ie s . S e c o n d ly  th e re  h a s  b e e n  so m e 
d e b a te s  as  to  th e  e x te n t to  w h ic h  th e  p ro f its  o f  fo re ig n -o w n e d  c o m p a n ie s  
r e f le c t  th e  a r tif ic ia l sw itc h in g  o f  p ro f its  to  I r e la n d  o r  p ro f i t  sw itc h in g  
t r a n s f e r  p r ic in g  (p s tp .) .1 T h is  p a p e r  e x a m in e s  th e  c o m p o n e n ts  o f  n o n -  
f in a n c ia l  c o m p a n ie s  ( N F C ’s) a g g re g a te  p ro f its  in  th e  N a tio n a l  A c c o u n ts  
d iv id e d  in to  secto rs a c c o rd in g  to  o w n e rsh ip  ty p e , th a t  is; p u b lic  
c o m p a n ie s  in  the  p r iv a te  sector, S e m i-s ta te  c o m p a n ie s , c o o p e ra tiv e s  a n d  
a  r e s id u a l  la rg e ly  c o n s is tin g  o f  th e  p ro f i ts  o f  fo re ig n  o w n e d  c o m p a n ie s . I f  
a l l  p ro f its  o f  fo re ig n  o w n ed  c o m p a n ie s  a r e  d u e  to  th e  u se  o f  p s tp  to  sw itch  
p r o f i t s  to  I re la n d , th is  f ig u re  g ives a  c ru d e  e s t im a te  o f  th e  m a x im u m  
p o s s ib le  m a g n itu d e  o f  t r a n s fe r  p r ic in g . A lte rn a tiv e ly  a  g iv e n  f ra c tio n  o f  
e s t im a te d  m u lt in a t io n a l c o m p a n ie s  (M .N .C .s )  p ro f i ts  c o u ld  b e  a t t r ib u te d  
to  th e  u se  o f  tr a n s fe r  p r ic in g . A lth o u g h  it is a lso  p o ss ib le  th a t  so m e 
c o m p a n ie s  t r a d in g  in  th e  d o m e s tic  m a rk e t  u se  t r a n s f e r  p r ic in g  to  sw itch  
p r o f i t s  aw ay  fro m  I r e la n d  (S te w a rt, 1985 ).2 H e n c e  th e  a g g re g a te  size o f  
M .N .C .  p ro f its  is a  re su lt o f  so m e c o m p a n ie s  s w itc h in g  p ro f its  to  I r e la n d  
a n d  o th e r  c o m p a n ie s  sw itc h in g  p ro f its  aw ay f ro m  I re la n d .

The Variability of Aggregate Profits and Size of Non-Financial Profits

S u c c e ss iv e  issues o f  th e  N .I .E . A c c o u n ts  p u b l is h  re v ise d  f ig u re s  fo r  
a g g r e g a te  t r a d in g  p ro fits . T ab le  1 show s p ro f its  fo r  th e  y e a r  1979 w ere  
in i t ia l ly  re v ise d  d o w n w a rd s  f ro m  I R £ 9 4 0  to  I R £ 8 2 5  m illio n  a n d  th e n  
s u b s e q u e n t ly  in c re a se d  to  IR £ 1 0 0 8  m illio n . H o w e v e r  th e  la rg e s t re v is io n  
f o r  a n y  y e a r  w as fo r  1981 (p u b lis h e d  in  1984). P ro f i ts  as  in it ia l ly  p u b lis h e d  
a m o u n te d  to  IR £ 8 7 0  m illio n , w ere  th e n  re v ise d  to  IR F 1 2 6 0  m illio n  ( + 4 4  
p e r  c e n t)  a n d  th e  m o s t re c e n t f ig u re  is IR £ 1 3 7 0  m illio n .

* T h e  a u th o r  is a le c tu re r in  F inance at the School o f  Business S tud ies, T r in i ty  C ollege, D u b lin . H e  

w ishes to  acknow ledge h e lp fu l co m m en ts  fro m  A n d re w  S o m e rv ille , D e rm o t M cA leese, and  A la n  
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a n d  G e n e ra l W orkers U n io n , and especially  J o h n  B la ckw e ll o f  the  E n v iro n m e n ta l P o licy  C en tre , 

U n iv e rs i ty  C o llege, D u b lin . A n y  e rro rs  and  om iss ions th a t re m a in  are  the a u th o r ’s re s p o n s ib ility  

a lo n e .

IBAR — Irish Business and Administrative Research, Volume 9, 1988, pp 46-58

46



TH E SECTORIAL DISTRIBUTION OF CORPORATE PROFITS 47

Table 1: Aggregate Trading Profits o f Companies1

IR £  m illio n
1975 1976 1977 1978 1979 1980 1981 1982 1983  1984

Y e a r
P u b lis h e d

1978 34-5.4 4 6 1 .0

1979 3 4 5 .6 4 98 .1 6 3 0 .0
1980 3 5 3 .0 5 0 2 .2 6 2 5 .5 749 .0
1981 3 50 .4 4 9 5 .7 6 6 7 .3 789 .7 9 4 0 .0
1982 3 50 .4 5 0 1 .9 6 6 0 .2 762 .8 8 6 5 .0 8 4 0 .0
1983 35-0.4 5 0 1 .9 6 6 0 .2 7 2 0 .6 8 2 5 .3 8 0 0 .7 8 7 0 .0
1984 3 75.6 537 .1 7 21 .7 8 6 5 .8 1 008 .2 9 4 0 .8 1 2 5 9 .6  1 3 9 3 .0
1985 3 75 .6 537 .1 7 2 1 .7 8 6 5 .8 1008 .2 9 7 3 .6 1 303 .7  1 3 3 8 .2  1 7 8 1 .0

1986 3 7 5 .6 537 .1 7 21 .7 8 6 5 .8 1 008 .2 9 7 3 .6 1 3 6 9 .5  1 5 1 1 .2  1 7 8 4 .6  2 1 0 7 .0

1987 3 7 5 .6 5 3 7 .1 7 2 1 .7 8 6 5 .8 1 008 .2 9 7 3 .6 1 3 6 9 .5  1 5 2 0 .8  1 7 8 8 .1  2 2 3 1 .1

'D e f in e d  as p ro fits  before in te re s t and  tax. Source—  N a tio n a l Incom e A cc o u n ts  T a b le  A . l ,  i te m  4, 

va rio u s  years and  PJational In co m e  and E xp e n d itu re  1986, T a b le  1.

F o r th e  y e a r  1981 d a t a  re v is io n s  h av e  in c re a se d  a g g re g a te  p ro f i ts  a s  a  p e r  
c e n t  o f  G .N .P . f ro m  8 .2  to  11.6 a n d  m o s t re c e n tly  12.6. A l th o u g h  a n  
in c re a s e  in  a g g re g a te  p ro f its  is u n lik e ly  to  h av e  re su lte d  in  a n  in c r e a s e  in  
G .N .P . as  p ro f i t  o u tf lo w s a lso  in c re a se d .

T h e  a g g re g a te  p ro f it  f ig u re s  sh o w n  in  T ab le  1 a re  d e r iv e d  f ro m  ta x  r e tu r n s  
s u b m it te d  to  th e  R e v e n u e  C o m m iss io n e rs .  A g g re g a te  p ro f i t  f ig u re s  in  th e  
N a tio n a l  A c c o u n ts  in c lu d e s  t r a d in g  p ro fits  o f  th e  S e m i-s ta te  c o m p a n ie s .3 
I n  a d d i t io n  a  m e a s u re  o f  t r a d in g  p ro fits  b y  d o m e s tic  b a n k s  a n d  o th e r  
f in a n c ia l  in s t i tu t io n s  is in c lu d e d  in  a g g re g a te  p ro fits . T h is  a m o u n t  is n o t  
s e p a ra te ly  id e n tif ie d  in  th e  N a tio n a l A c c o u n ts  b u t  h a s  b e e n  e s t im a te d  in  
th is  p a p e r  a s  d e s c r ib e d  in  fo o tn o te  2 to  T ab le  2. I f  t r a d in g  p r o f i t s  o f  
f in a n c ia l  c o m p a n ie s  a r e  s u b tr a c te d  f ro m  a g g re g a te  t r a d in g  p r o f i t s  a n  
e s t im a te  o f  t r a d in g  p ro f its  a t t r ib u ta b le  to  n o n - f in a n c ia l  c o m p a n ie s  
(N .F .C .s)  is o b ta in e d .  T h is  f ig u ré  is sh o w n  in  T ab le  2. E s t im a te d  t r a d i n g  
p ro fits  o f  N .F .C  s a lso  in c lu d e s  t r a d in g  p ro f its  o f in s u r a n c e  c o m p a n ie s  
w h ic h  la rg e ly  c o n s is t  o f  th e  d if fe re n c e  b e tw e e n  p r e m iu m  in c o m e  a n d  
c la im s. T h is  f ig u re  is n e g a tiv e  fo r  m o s t o f  o f  th e  y ea rs  1975-84  b u t  s in c e  
1980 th is  f ig u re  h a s  b e c o m e  in c re a s in g ly  la rg e  a n d  n e g a t iv e .4 T h e  n e x t  
se c tio n  d isc u sse s  so m e  p o ss ib le  re a so n s  fo r  th e  v a r ia b il i ty  o f  a g g r e g a te  
t r a d in g  p ro f i t  d a ta .

Possible Revis ions to Non-Financial Trading Profits.
T h e  m o s t im p o r ta n t  r e v is io n s  to  a g g re g a te  tr a d in g  p ro f i ts  a r e  l ik e ly  to  
o c c u r  b e c a u s e  o f  c h a n g e s  in  th e  re c o rd e d  p ro fits  o f  f o re ig n  o w n e d  
c o m p a n ie s . R e c e n t  c h a n g e s  to  T r a d in g  P ro f its  in  th e  N a t io n a l  A c c o u n ts  
h a v e  b e e n  a t t r ib u te d  to  “ a  re v ie w  o f  s a m p lin g  m e th o d s .”  H o w e v e r ,  th e r e  
m a y  b e  o th e r  re a s o n s  w h y  a g g re g a te  p ro fits  m ig h t b e  r e v is e d .  T h e  
fo llo w in g  p o in ts  se t o u t  so m e  p o ss ib le  w ay s  in  w h ic h  t r a d in g  p r o f i t s  a s
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T a b le  2: Profits o f  N .F C .s  fo r  1 9 7 5 -8 4  as Published in 1 9 8 7 1

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984
A g g re g a te
T r a d in g
P ro f its 375 .6 537.1 721 .7 8 6 5 .8 1008 .2 9 7 3 .6 1 3 6 9 .5  1 520 .8  1788 .1  2 231 .1

T r a d in g  
P ro f i ts 2 o f  
F in a n c ia l  
C o m p a n ie s 55 .6 77 .2 110.8 122.0 1 2 3 .0 159.1 2 0 8 .4 2 2 3 .9 2 7 2 .0 2 7 3 .0

T r a d in g  
P ro f i ts  o f  
N .F .C .s 320 .0 4 6 4 .9 6 1 0 .9 7 43 .8 8 8 5 .2 8 1 4 .5 1161.1 1 296 .9  1516.1 1958 .1

P u b lis h e d  in  1985 fo r  the years 1975-77.

2T h is  represents the sum  o f  the  p re -ta x  p ro fits  o f  p r iv a te  sector b an ks, b u ild in g  societies, State ow ned  
b anks, le a s in g  com panies and the surp lus o f  c re d it u n io n s . D o m e s tic  p ro fits  o f  p r iva te  sector banks 
w ere taken  as be ing  equal to the p re -tax  p ro fits  o f  the B ank o f  Ire la n d  and A ll ie d  Ir is h  Banks, 
A ssu m in g  th a t the  p ro fits  earned abroad o f  b o th  these banks a p p ro x im a te  dom estic  p ro fits  o f  o th e r 

‘ banks. P re -ta x  p ro fits  o f  the b u ild in g  societies w ere taken  as b e in g  equa l to  to ta l in co m e  less in te res t 
p a id  a n d  m a na g e m en t expenses as pub lished  in  the  a n n u a l R e p o rt o f  the R e g is tra r o f  B u ild in g  
Societies, p lu s  G o ve rn m e n t in te res t subsidies. T h e  su rp lu s  o f c re d it u n io ns  is p ub lished  in  the 

A n n u a l R e p o r t o f  the R e g is tra r o f F rie n d ly  Societies. P re -ta x  p ro fits  o f  S tate ow ned  banks w ere 
ta ke n  fro m  th e  A n n u a l reports  o f  the  In d u s tr ia l C re d it  C o m p a n y , the A g r ic u ltu ra l C re d it  C o m p a n y  
a n d  th e  T ru s te e  Savings Banks and  to ta l p re -tax  p ro fits  o f  leasing  com panies wee assumed to  be 

s lig h tly  la rg e r than  the p re -tax  p ro fits  o f  G u inness Peat A v ia t io n  fo r  1975-80 and d ou b le  those o f  
G .P .A .  fo r  1981-84, in  o rd e r to  take account o f  o th e r le as ing  a c tiv itie s  based at S hannon and  the 

le a s in g  a c tiv it ie s  o f W a n g  and  o th e r n o n -b a n k in g  com panies.

d e f in e d  in  th is p a p e r  m a y  d if fe r  f ro m  a g g re g a te  t r a d in g  p ro fits . In  
a d d i t io n ,  th e se  p o in ts  show  h o w  p ro f its  p u b l is h e d  in  th e  a n n u a l  re p o r ts  
o f  p u b lic  c o m p a n ie s , S e m i-s ta te  c o m p a n ie s  a n d  c o -o p s  m ig h t b e  a d ju s te d  
to  m a k e  th e m  c o m p a ra b le  w ith  t r a d in g  p ro f its  in  th e  N a tio n a l
A c c o u n ts :  —
(1 )  T h e  m o s t re c e n t N .I .E .  A c c o u n ts  s ta te  th a t  th e  d e p re c ia t io n

p ro v is io n s  u se d  in  e s t im a tin g  a g g re g a te  p ro f i ts  “ a re  in  m o s t cases  
th e  w e a r  a n d  te a r  a n d  o th e r  d e p re c ia t io n  a llo w a n c e s  fo r  in c o m e  ta x  
p u r p o s e s  (a d ju s te d  a p p ro x im a te ly  fo r  fre e  “ d e p r e c ia t io n ”  e tc .)  as 
d is t in c t  fro m  e i th e r  th e  d e p re c ia t io n  p ro v is io n s  o f  th e  e n te rp r is e s  
th e m se lv e s  o r  d e p re c ia t io n  e s t im a te s  a t  r e p la c e m e n t  c o s ts .” 5 T h e  
p r o b le m  is h o w  a c c u ra te  a re  th e se  d e p re c ia t io n  e s tim a te s ?  B e c a u se  
o f  a c c e le ra te d  c a p ita l a llo w a n c e s , d e p re c ia t io n  p ro v is io n s  fo r  ta x  
p u rp o s e s  a r e  lik e ly  to  b e  c o n s id e ra b ly  la r g e r  th a n  d e p re c ia tio n  
p ro v is io n s  b a s e d  o n  h is to ric  co s t a c c o u n ts ,  o r  e v e n  r e p la c e m e n t  cost 
i f  t r a d in g  p ro fits  in  th e  N a tio n a l  A c c o u n ts  a r e  n o t fu lly  a d ju s te d  fo r  
a c c e le ra te d  d e p re c ia tio n  a llo w a n c e s  (b e c a u se  fo r  e x a m p le , o f
u n d e r r e c o rd in g  o f  th e  v a lu e  o f  ta x  a l lo w a n c e s  b y  th e  R e v e n u e
C o m m is s io n e rs )  d e p re c ia t io n  u s e d  to  e s t im a te  a g g re g a te  t r a d in g  
p ro f i ts  will b e  o v e rs ta te d  a n d  t r a d in g  p ro f i ts  w ill b e  u n d e r s ta te d ;6 A  
s im ila r  p ro b le m  m a y  a r ise  in  r e la t io n  to  o th e r  ta x  a llo w an c es  su ch  
a s  s to c k  re lie f  w h ic h  h a v e  b e e n  d e d u c te d  f ro m  p ro fits  in  o r d e r  to  
e s t im a te  ta x a b le  p ro fits ;



A  seco n d  p o ss ib le  d if fe re n c e  b e tw e e n  p ro fits  in  th e  N .I .E .  A c c o u n ts  
a n d  p u b li sh ed  p ro f i ts  o f  p r iv a te  a n d  p u b lic  se c to r  c o m p a n ie s ,  a n d  c o ­
o p s a rise s  f ro m  v a r ia t io n s  in  th e  a c c o u n tin g  t r e a tm e n t  o f  c a p ita l  
g ra n ts .  Si nee 1974 m o s t c o m p a n ie s  h av e  c re d ite d  a  p o r t io n  o f  c a p ita l  
g ra n ts  re c e iv e d  to  p ro fits . A  sm a lle r  n u m b e r  o f  c o m p a n ie s  d e d u c t  a  
p o r t io n  wf c a p ita l g r a n ts  rece iv ed  f ro m  the  a n n u a l  d e p r e c ia t io n  
p ro v is io n , th u s  in c re a s in g  a n n u a l  p ro fits  ( I n s t i tu te  o f  C h a r t e r e d  
A c c o u n ta n ts ,  1974). B o th  o f  th ese  a d ju s tm e n ts  c o u ld  h a v e  th e  e ffec t 
o f  in c re a s in g  a g g re g a te  p ro fits  in  th e  N a tio n a l I n c o m e  A c c o u n ts .  
S in ce  th e  r e c e ip t  o f  a  c a p ita l g r a n t  is n o t  d ire c tly  r e la te d  to  t r a d in g  
p ro fits  theire is a  g o o d  a r g u m e n t  fo r o m it t in g  th e m . I f  a n y  c a p i ta l  
g ra n ts  c r e d ite d  to  t r a d in g  p ro fits  a re  re m o v e d  th is  w o u ld  h a v e  th e  
effect o f  r e d u c in g  a g g re g a te  t r a d in g  p ro fits  in  th e  N .I .E .  A c c o u n ts ;

T h is  p a p e r  a s su m e s , how ever, th a t  c u r r e n t  g r a n ts  a r e  in c lu d e d  in  
t r a d in g  p ro f its  in  th e  N .I .E . A cc o u n ts  as th ey  a r e  in  th e  p u b l is h e d  
a c c o u n ts  o f  p u b lic  a n d  p r iv a te  se c to r  c o m p a n ie s  a n d  co -o p s . C u r r e n t  
g r a n ts  f o r  c o m p a n ie s  in  th e  p r iv a te  se c to r  w o u ld  la rg e ly  r e la te  to  
t r a in in g  g ra n ts  a n d  e m p lo y m e n t su b sid ies  a n d  in  th e  p u b lic  s e c to r  
w o u ld  c o o s is t o f  g r a n ts  to  C .I .E . a n d  m o re  r e c e n t ly  A e r  L in g u s ;

P ro f its  off a s so c ia te d  c o m p a n ie s  a re  ex c lu d e d  in  th is  p a p e r  in  o r d e r  
to  av o id  d® a b le  c o u n tin g .  To th e  e x te n t th a t  th e  N .I .E .  a c c o u n ts  re ly  
o n  p ro f i t s  d a t a  f ro m  in d iv id u a l  f irm s  r a th e r  th a n  c o n s o l id a te d  
a c c o u n ts  th is  p r o b le m  d o es  n o t a rise . T h e  N .I .E . A c c o u n ts  e x c lu d e  
d iv id e n d s  f ro m  t r a d in g  p ro fits  a n d  th is  h a s  th e  e ffec t o f  a v o id in g  
d o u b le  cow n tin g ;

I t  is a lso  a s s u m e d  in  th is  p a p e r  th a t  e x p e n d itu re s  c la s s if ie d  as  
“e x t r a o r d in a r y ” a re  ex c lu d e d  fro m  tr a d in g  p ro fits . I n  r e c e n t  y e a rs  
th e  a g g re g a te  v a lu e  o f  th e se  ite m s is lik e ly  to  be n e g a t iv e  d u e  to  p la n t  
c lo su re s  an d  r e d u n d a n c y  costs. P o sitiv e  “ e x t r a o r d in a r y ” i te m s  c o u ld  
re su lt  fro :*  c a p ita l g a in s  o n  fixed  assets . E x p e n d i tu re s  la b e l le d  as  
“exceptiouual” a re  a s s u m e d  to  b e  in c lu d e d  in  c a lc u la t in g  t r a d i n g  
p ro fits . I n  s.ome cases  th e  d is t in c t io n  b e tw e e n  “e x t r a o r d i n a r y ” i te m s  
a n d  “ e x c e p t io n a l” ite m s  is q u ite  a rb i t r a ry  a n d  th is  m a y  le a d  to  
in c o n s is te n c ie s  in  p u b lis h e d  a c c o u n ts  fo r  e x a m p le  in  r e la t io n  to  
fo re ig n  ex d h a n g e  g a in s  o r  losses;

A  p a r tic u l air p r o b le m  w h ic h  m o s tly  affec ts  S e m i- s ta te  c o m p a n ie s  
re la te s  to  t lie a c c o u n t in g  t r e a tm e n t  o f  ex c h a n g e  r a te  lo sses  o r  g a in s  
o n  f o re ig r  c u r re n c y  b o rro w in g . F o r re c e n t y e a rs  m o s t S e m i- s ta te  
c o m p a n ie s  e x p e r ie n c e d  e x c h a n g e  ra te  losses. T h is  p r o b le m  d o e s  n o t  
a r ise  to  (Die s a m e  e x te n t a m o n g s t d o m e s tic a lly  o w n e d  p r iv a te  
c o m p a n ie s  b e c a u s e  o f  low  fo re ig n  b o rro w in g . S e m i- s ta te  c o m p a n ie s  
fo llow  d iv e rse  p ra c tic e s  in  d e a lin g  w ith  ex c h a n g e  r a te  g a in s /lo s s e s  in  
th e ir  a c c o u n ts ,  p a r t ic u la r ly  fo r  th e  e a r l ie r  y ea rs  e x a m in e d . I n  s o m e
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ca se s  th e  a c c o u n tin g  t r e a tm e n t  o f  fo re ig n  e x c h a n g e  g a in s /lo sses  
d e p e n d e d  o n  th e  p u rp o se  o f  fo re ig n  b o r ro w in g  (A e r  L in g u s )  o r  
e x c h a n g e  r a te  g a in s/lo sses  o n  fo re ig n  b o r ro w in g  m a y  o n ly  be 
r e c o g n ise d  o n  re d e m p tio n  o f  d e b t ( I r is h  S tee l u p  to  1982, C .I .E .) .  I f  
r e a lis e d ,  fo re ig n  ex c h an g e  losses a re  so m e tim e s  t r e a te d  as a n  
a l lo c a tio n  o f  p o s t ta x  p ro fit  (N .E .T . u p  to  1980, A er L in g u s )  a n d  less 
f re q u e n t ly  as a n  ex p e n se  in  m e a s u r in g  p ro f i t  (N .E .T . p o s t 1980, B o rd  
n a  M o n a , B o rd  G a is  E ir e a n n ) .  A s fa r  as w as p o ss ib le  fo re ig n  
e x c h a n g e  g a in s  o r  losses h av e  b e e n  o m it te d  f ro m  t r a d in g  p ro f its  in  
th is  p a p e r. T h e  effect o f  t r e a t in g  fo re ig n  e x c h a n g e  lo sses as  a n  
e x p e n s e  in  e a rn in g  p ro fits  fo r  all S e m i-s ta te  c o m p a n ie s  w o u ld  b e  to  
r e d u c e  th e ir  a g g re g a te  t r a d in g  p ro f its  c o n s id e ra b ly , fo r  e x a m p le , th e  
t r a d i n g  p ro fits  o f  th e  E .S .B . fo r  1982 w o u ld  b e  re d u c e d  b y  IR £ 4 5 .9  
m il l io n .  F o re ig n  ex c h an g e  losses c o u ld  a lso  b e  v ie w e d  as p a r t  o f  o v e r­
a ll f in a n c in g  costs a n d  h e n c e  in c lu d e d  in  t r a d in g  p ro f i ts  as  N .E .T . 
d o e s  s ince  1980, how ever, as fa r  as w as p o ss ib le  fo re ig n  e x c h a n g e  
lo sses  h av e  b e e n  o m it te d  f ro m  f in a n c in g  costs in  th is  p a p e r ;

(7 )  F in a l ly  several a d ju s tm e n t  w ere  r e q u ir e d  to  a r r iv e  a t  a  c o m p a ra b le  
m e a s u r e  o f  t r a d in g  p ro fits  fo r  th e  E .S .B . T h e  s u rp lu s  o r  d e f ic it as 
p u b l is h e d  by  th e  E .S .B . u s in g  c u r r e n t  a c c o u n t in g  p ra c tic e  is d e f in e d  
as  o p e ra t in g  su rp lu s  less a  p ro v is io n  fo r  r e p a y m e n t  o f  b o r ro w in g . 
I n te r e s t  rece iv ed  o n  s in k in g  fu n d  in v e s tm e n ts  is n o t  in c lu d e d , a n d  
th e r e  is n o  a d ju s tm e n t to  th e  d e p r e c ia t in  p ro v is io n  fo r  an y  
s u rp lu s /d e f ic it  a r is in g  f ro m  th e  sa le  o f  asse ts . I n  o r d e r  to  a r r iv e  a t a  
c o m p a ra b le  d e f in itio n  o f  t r a d in g  p ro f i ts  o n e  ite m  c u r r e n t ly  c lassified  
a s  a  n o n -o p e ra t in g  ite m , th a t  is in te re s t  o n  s in k in g  fu n d s  w as a d d e d  
to  th e  o p e ra tin g  su rp lu s , a n d  in te re s t  r e c e iv e d  o n  s in k in g  fu n d s  w as 
d e d u c te d  f ro m  in te re s t p a y m e n ts  to  o b ta in  a  f ig u re  fo r  n e t  in te re s t 
p a id .  T ra d in g  p ro fits  w ere  th e n  d e f in e d  as  o p e r a t in g  s u rp lu s  p lu s  n e t 
in te r e s t  p a id .7 T h e r e  m a y  also  b e  a  ca se  fo r  a d d in g  so m e  o th e re  
n o n - o p e r a t in g  ite m s  to  t r a d in g  p ro fits , fo r  e x a m p le , c re d its  a r is in g  
o n  d isp o sa l o f  assets , a n d  n o n - re p a y a b le  su p p ly  c o n tr ib u tio n s .

T h e  n e x t  se c tio n  g ives so m e  e s tim a te s  o f  th e  s ize  o f  p ro f its  fo r  p u b lic  
c o m p a n ie s  in  th e  p r iv a te  secto r, S e m i-s ta te  c o m p a n ie s , co -o p s  a n d  a 
r e s id u a l  w h ic h  w o u ld  la rg e ly  co n s is t o f  th e  p ro f its  o f  M .N .C .s , b a s e d  o n  
th e  p r e v io u s  p o in ts .

Aggregate Profits by Sector
T a b le  3 show s a g g re g a te  t r a d in g  p ro f i ts  o f  n o n - f ln a n c ia l  c o m p a n ie s  
d iv id e d  in to  fo u r  secto rs: P u b lic  c o m p a n ie s  in  th e  p r iv a te  se c to r; S e m i­
s ta te  c o m p a n ie s ; co -ops; a n d  a  re s id u a l w h ic h  w o u ld  co n s is t la rg e ly  o f  th e  
t r a d i n g  p ro fits  o f  M .N .C .s  a n d  p r iv a te  d o m e s tic  c o m p a n ie s , su c h  as 
D u n n e s  S to re s , R o c h es  S to re s , a n d  A n g lo - I r is h  M e a ts .  P u b lic  c o m p a n ie s
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Table 3: Aggregate Profits by Sector1
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IR £  m illio n

1»75 1976 1977 1978 1979 1980 1981 1982 1983 1984
A g g re g a te  
T r a d in g  
P ro f its  o f  
N .F .C .s  
T r a d in g
P ro f its  of: 3 2 0 .0 4 6 4 .9 6 1 0 .9 7 4 3 .8 8 8 5 .2 8 1 4 .5  1161 .1  1 2 9 6 .9  1 5 1 6 .1  1 958 .1

P u b lic
C o m p a n ie s 2 6 2 .2 79 .3 104.1 123.8 165.3 143 .4 1 3 7 .4 1 2 3 .0  1 0 0 .5  9 9 .6

J e f fe r s o n  
S m u rf i t  in  
I r e la n d n .a . n .a . n .a . n .a . 7.1 8 .8 5 .0  4 .9  9 .4

C e m e n t-  
R o a d s to n e  in  
I r e la n d  
T a r a  M in e s 3 

T o ta l 5 2 .2 7 9 .3 104.1

1.3

125.1

15.3

180 .6
11.2

161.7

4 .1

1 50 .3

1 3 .9  2 0 .7  5 0 .2  

1 4 1 .9  1 3 5 .9  1 7 0 .9

S e m i-s ta te 4
C o m p a n ie s 3 0.7 4 8 .8 6 4 .9 6 1 .9 8 0 .5 8 4 .5 1 4 1 .4 2 0 9 .5  2 6 9 .3  3 8 9 .7

C o -o p s 5 20.5 4 6 .9 6 5 .5 74.1 6 8 .2 5 6 .9 5 1 .7 5 5 .9  4 2 .5  5 3 .9

R e s id u a l 2 0 6 .6 2 8 9 .7 3 7 6 .4 4 8 2 .7 5 5 5 .9 5 1 1 .4 8 1 7 .7 8 8 9 .6  1 0 6 8 .4  1 3 4 3 .6

R e p a t r ia t io n  
o f  P ro f i ts5 
D iv id e n d s  a n d  
in te re s t 2 0 6 .4 2 1 9 .0 2 5 8 .0 3 6 1 .7 4 9 8 .7  6 5 8 .6  9 8 2 .7

P r o f it s  o f  a ll com pam ies have been d e fin e d  as p re -tax  p ro fits  + net in te re s t p a ym e n ts  —  p ro f its  o f  
associated co m pa n ie s  —  ca p ita l g ran ts  cre d ite d  to  incom e. C om panies whose a c c o u n tin g  ye a r ends 
betw een J a n u a ry  1st and J u n e  3 0th  w ere  assigned to  the preceed ing  ca le n da r year. C o m p a n ie s  w hose 
a c co u n tin g  ye ar ends between J u ly  1st and D ece m b e r 31st w ere a ttr ib u te d  to  th e  c u r re n t ca le n d a r 
year. M o s t co m pan ies  y e a r e nd  is D ecem ber 31st. A  s im ila r  p rocedure is fo llo w e d  in  th e  C en su s o f  
In d u s tr ia l P ro d u c tio n  (C ensus o f  In d u s tr ia l P ro d u c tio n , C .S .O . 1985 p . v i . )  a nd  is also used in  the  
c o m p ila tio n  o f  aggregate p ro f its  in  the  N . I .E .  A cco u n ts . F o r a d iscussion o f  th is  p ro b le m  in  re la tio n  
to  U .K .  d a ta  see R . M a u r ic e  (e d .)(1 9 6 8 ), p .218 and  C e n tra l S tatistics O ffic e , (1 98 5 , L o n d o n )  p .94. 
C h o o s in g  J u n e  30th. a lso d id  n o t re su lt in  any p rob lem s re s u ltin g  fro m  o s c illa tin g  ye a r ends (B a r ro n , 
1986).

2T h is  ca tegory  excl u des J e ffe rso n  S m u r fit  fo r  1976-84 and C e m e n t-R o ad s to n e  fo r  1983-84. T h e  
n u m b e r o f  co m pan ies  in c lu d e d  u n d e r th is  hea d in g  w as:—  115, 110, 103, 99, 96, 95, 87, 8 2 , 77, a n d  
72, fo r  the  years 1^7 5 to  1984 respective ly .

'^C onverted  fro m  U  .S. d o lla rs  a t the  ra te  ru lin g  in  D ecem ber each year.

4As fa r  as was possib le  p ro fits  o f  S em i-sta te  bodies are show n e xc lu d in g  fo re ig n  exchange  ga in s  o r  
losses. T h e  d a ta  re la tes to  the  fo llo w in g  Sem i-sta te  co m pa n ie s :—  A e r L in g u s /A e r  L in te ,  B o rd  G a is  
E ire a n n , B and  I ,  B o r d n a  M o n a , C . I . E . ,  E .S .B ., I .N .P .C . ,  Ir is h  S h ip p in g , Ir is h  Steel, I r is h  S u g a r, 
N .E .T .  and A n  Post and B o rd  T e le co m  fo r  the  year 1984, T h e  a m o u n t g ive n  in  a P a r lia m e n ta ry  
Q u e s tio n  o f  15th F e b ru a ry  1985 was used w here  in te res t paym ents were n o t d isclosed in  th e  accou n ts . 

5T h is  has been e s tim a ted  b y  c a lc u la tin g  the ra tio  o f  tra d in g  p ro fits  to sales fo r  e ig h t la rg e  co-ops 
(A v o n m o re , B a lly c lo u g h , C o rk  M a r ts / I .M .P . ,  G o ld e n  V a le , K e r ry  C o -o p , M itc h e ls to w n , N o r th  
C o n n a u g h t F a rm e rs , W a te rfo rd  C o -o p ) and a p p ly in g  th is  ra tio  to  aggregate sales o f  a ll co -ops. T h is  
la tte r  in fo rm a tio n  x^ais d e rive d  fro m  the  A n n u a l R e p o rt o f  I .C .O .S . fo r  th e  years 1976-85. 

6Source: N a t io n a l In c o m e  and  E x p e n d itu re  1986, C .S .O . D ecem ber 1987, p .34.
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in  th e  p r iv a te  se c to r  re fe rs  to  n o n - f in a n c ia l  p u b lic  c o m p a n ie s  w ith  so m e 
e x c e p tio n s , fo r ex a m p le  R .T .D ., J e f fe r s o n  S m u rf i t  fo r  th e  p e r io d  1976-84, 
a n d  C e m e n t-R o a d s to n e  fo r 1983-84, as  th e  b u lk  o f  th e  p ro f its  o f  th ese  
c o m p a n ie s  w ere  e a rn e d  o u ts id e  I r e la n d  fo r  th e se  p e r io d s . T h e  t r a d in g  
p ro f its  o f  J e ffe rso n  S m u rf i t  e a rn e d  in  I r e la n d  w ere  h o w ev e r p u b lis h e d  fo r  
th e  y e a rs  1980-84 a n d  C e m e n t-R o a d s to n e  fo r  1983-84  a n d  th e se  a m o u n ts  
a re  sh o w n  se p a ra te ly  in  T ab le  3. T h is  se c to r  a lso  in c lu d e s  c e r ta in  
s u b s id ia r ie s  o f M .N .C .s  th a t  a re  p u b lic  c o m p a n ie s , fo r e x a m p le , C a d b u ry , 
I r is h  S h e ll, an d  E sso .8 In  a d d i t io n  th e  t r a d in g  p ro fits  o f  T a ra  M in e s  
( C a n a d ia n  o w n ed  d u r in g  th e  p e r io d  e x a m in e d )  a re  in c lu d e d  se p a ra te ly  
fo r  th e  y e a rs  1978 (w h e n  p ro d u c t io n  c o m m e n c e d )  to  1984.

T a b le  3 show s th a t  t r a d in g  p ro fits  o f  p u b lic  c o m p a n ie s  in  th e  p r iv a te  se c to r  
re a c h e d  a  p e a k  in  1979 ( in  n o m in a l  te rm s )  a n d  h a v e  fa lle n  c o n tin u o u s ly  
s in c e  th e n .  T ra d in g  p ro fits  o f  S e m i-s ta te  c o m p a n ie s  h av e  r is e n  th r o u g h o u t  
th e  p e r io d  b u t  w ith  so m e  f lu c tu a tio n  f ro m  y e a r  to  year, a n d  h av e  g ro w n  
r a p id ly  s in c e  1980, re f le c tin g  th e  p ro f its  o f  B o rd  G a is  E ir e a n n ,  a n d  also  
so m e  in c re a s e  in  t r a d in g  p ro fits  o f  o th e r  S e m i-s ta te  c o m p a n ie s . P ro f its  of 
th e  co -o p s  a re  e s tim a te d  to  h av e  r e a c h e d  a  p e a k  in  1978, a n d  have 
f lu c tu a te d  b e tw e e n  IR £ 4 2  a n d  54 m il l io n  s in ce  th e n .  F in a lly  th e  re s id u a l 
sh o w ed  r a p id  g ro w th  b e tw e e n  1975 a n d  1979, fell in  1980, a n d  g rew  
ra p id ly  b e tw e e n  1980 a n d  1981 a n d  a g a in  b e tw e e n  1982 a n d  1984. T ab le  
3 a lso  sh o w s an  a s so c ia te d  g ro w th  in  th e  r e p a tr ia t io n  o f  p ro f its ,  d iv id e n d s , 
a n d  in te re s t .  T h e  n e x t se c tio n  c o n s id e rs  h o w  a c c u ra te ly  th e  re s id u a l 
re f le c ts  th e  tr a d in g  p ro fits  o f  M .N .C .s .

How Accurate is the Residual as an Estimate of M.N.C. Profits?
T h e  size  o f  the  re s id u a l is a  fu n c tio n  o f  h o w  t r a d in g  p ro f its  in  th e  N .I .E  
a c c o u n ts  a r e  d e fin e d , c o m p a re d  w ith  t r a d in g  p ro f i ts  fo r  th e  th re e  se c to rs  
e s t im a te d  in  th is  p a p e r. T h e  size o f  th e  re s id u a l is a lso  a  fu n c tio n  o f  th e  
size  o f  p ro f its  o f  f in a n c ia l c o m p a n ie s  in c lu d e d  in  th e  N .I .E .  A c c o u n ts  
c o m p a re d  (w ith  th e  e s tim a te  o f  p ro f its  o f  f in a n c ia l  c o m p a n ie s )  in  th is  
p a p e r  a n d  w h ile  th e  e s tim a te  in  th is  p a p e r  is lik e ly  to  b e  b ro a d ly  a c c u ra te  
a  d if fe re n c e  o f + o r  -  10 p e r  c e n t fo r  1984 w o u ld  a d d  o r  s u b tr a c t  IR £ 2 7  
m il l io n  to  ‘re s id u a l p ro f i ts ’. A g g re g a te  t r a d in g  p ro f its  in  th e  N .I .E . 
A c c o u n ts  a re  d e f in e d  as p re - ta x  p ro f its  p lu s  in te re s t  p lu s  r e n t  p a id  a n d  
e x c lu d e  in te re s t,  r e n t,  a n d  d iv id e n d s  re c e iv e d  a n d  in d ire c t  tax es. T ra d in g  
p ro f i ts  as  m e a s u re d  in  th is  p a p e r  d e p a r t  f ro m  th e  N .I .E . d e f in i t io n  in  a  
n u m b e r  o f  d if fe re n t w ays. F irs t  o f  a ll th e re  is n o  a d ju s tm e n t  fo r  r e n ts  p a id  
o r  re c e iv e d . M o st n o n - f in a n c ia l  c o m p a n ie s  a r e  lik e ly  to  b e  n e t p ay e rs  o f  
r e n t ,  a l th o u g h  th e  in c lu s io n  o f  c e r ta in  p r o p e r ty  c o m p a n ie s  m a y  re d u c e  
th is  d iffe ren ce . S e c o n d ly  n o t  all p u b l ic  c o m p a n ie s  d isc lo se  in te re s t  
p a y m e n ts  (b o th  in  th e  p u b lic  a n d  p r iv a te  se c to rs) . B o th  o f  th e se  fac to rs  
m e a n  th a t  t r a d in g  p ro fits  as m e a s u r e d  in  th is  p a p e r  m a y  b e  lo w er th a n



t r a d in g  p ro f its  as  m e a s u r e d  in  th e  N a tio n a l A cco u n ts . H o w e v e r  th e r e  a r e  
a lso  so m e  fa c to rs  w h ic h  m a y  re su lt in  a n  o v e re s tim a te  o f  t r a d in g  p ro f i t s  
a s  m e a s u re d  iir th is  p a p e r , fo r  ex a m p le , th e  in c lu s io n  o f  t r a d in g  p r o f i ts  o f  
su b s id ia r ie s  in c o rp o r a te d  a b ro a d . T ra d in g  p ro fits  o f  th e  c o -o p s  m a y  a lso  
b e  o v e re s tim a re d  as n o t  all co -ops a re  likely  to  h a v e  th e  s a m e  r a t io  o f  
t r a d in g  p ro fits  to  sa les as  th e  co -o p s ex a m in e d . I n  p a r t i c u la r  t r a d i n g  
p ro f its  o f  th e  m a r ts  a n d  co -o p s  e n g a g e d  in  w h o le sa lin g  as  a  p e r c e n ta g e  o f  
sa les, a r e  lik e ly  to  b e  b e lo w  th o se  o f  th e  co -ops e x a m in e d . O n  b a la n c e  it 
is lik e ly  th a t  th e  e s tim a te s  o f  p ro fits  o f  in d iv id u a l c o m p a n ie s  in  th e  p r iv a te  
se c to r  a re  sm a lle r  in  th e  N a tio n a l In c o m e  A cc o u n ts  c o m p a re d  w ith  p ro f i t s  
o f  p r iv a te  s e c to r  c o m p a n ie s  as m e a s u re d  in  th is  p a p e r, a n d  th a t  e s t im a te s  
o f  p ro fits  o f  S e m i-s ta te  c o m p a n ie s  a re  la rg e r  in  th e  N a tio n a l  I n c o m e  
A c c o u n ts  c o m p a re d  w ith  e s tim a te s  in  th is  p ap e r. T h e  n e t  e ffec t o f  th e s e  
fa c to rs  is like ly  to  b e  a n  u n d e r -e s t im a te  o f  th e  size o f  th e  r e s id u a l ,  th a t  is 
th e  p ro fits  o f  A I.N .C .s  a n d  o th e r  p r iv a te  c o m p a n ie s . N e v e r th e le s s  th e  
re s id u a l is u se fu l in  p ro v id in g  a n  in d ic a t io n  o f  th e  t r e n d  o f  a g g r e g a te  
M .N .C . p ro fits  i n  I r e la n d  o v er tim e .

R e s id u a l p ro f i ts  m a y  a lso  b e  c o m p a re d  w ith  n e t  p ro fits  o f  U .S . a n d  U .K . 
c o m p a n ie s  o p e r a t in g  in  I r e la n d  w h ich  w o u ld  a c c o u n t fo r  th e  b u lk  o f  
fo re ig n  d ire c t  in v e s tm e n t. T ab le  4 show s p ro fits  a f te r  ta x  o f  U .S . a n d  U .K . 
f irm s  in  I r e la n d  fo r  th e  p e r io d  1975-84  as p u b lis h e d  b y  th e  U .S . a n d  U .K . 
G o v e rn m e n ts . T h is  d a t a  sh o u ld  b e  t r e a te d  w ith  c a u tio n . T h e  m o s t  r e c e n t  
e s tim a te  o f  th e  n e t in c o m e  o f  U .S . c o m p a n ie s  in  I r e la n d  fo r  1984 w a s  
re v ise d  d o w n w a rd s  f ro m  $961 m illio n  to  $514 m illio n . T h e  b u lk  o f  th e s e  
re v is io n s  r e la te d  to  th e  C h e m ic a l  a n d  A llied  P ro d u c ts  s e c to r  ( f r o m  $451 
to  $104 m il l io n ] . T h e r e  a re  a  n u m b e r  o f  d iffe ren ce s  in  th e  d e f in i t io n  o f  
p ro fits  in  th is  d a t a  a n d  th e  d e f in i t io n  u se d  in  th e  N a tio n a l  A c c o u n ts ,  fo r  
ex a m p le  th is  d a t a  is p o s t- ta x  w h e re a s  th e  N a tio n a l  A c c o u n ts  p r o f i ts  d a t a  
is p re - ta x  a n d  In c lu d e s  in te re s t  p a y m e n ts . P ro f its  o f  U .K . o il c o m p a n ie s  
a re  e x c lu d e d  f ro m  th e  U .K . d a ta . B o th  se ts o f  d a ta  a lso  in c lu d e  p r o f i t s  o f  
U .S . a n d  U .K . b a n k s  o p e r a t in g  in  I r e la n d  a n d  also in c lu d e  in te r e s t  a n d  
d iv id e n d  r e c e ip ls  w h ic h  a re  o f  im p o r ta n c e  fo r in s u ra n c e  c o m p a n ie s .  B o th  
th e se  fa c to rs  w o u ld  te n d  to  in c re a se  a g g re g a te  p ro fits  o f  U .S . a n d  U .K . 
f irm s  c o m p a re d  w ith  t r a d in g  p ro fits  o f  N .F .C .s  sh o w n  in  T a b le  3 . T h e  
m a x im u m  p o ss ib le  d if fe re n c e  th is  c o u ld  m a k e  fo r 1984 is a p p r o x im a te ly
IR £ 1 8 2 .9  m il l io n  ( IR £ 9 9 .4 1  a n d  71.9 m illio n  fo r  1983 a n d  1982
re sp e c tiv e ly ) , c o n s is t in g  o f  th e  su m  o f  u n d e r w r i t in g  lo sses o n  n o n - I r i s h  
in s u ra n c e  c o m p a n ie s  p lu s  n e t  e a rn in g s  o f  U .S . a n d  U .K . b a n k s  a n d
in s u ra n c e  c o m p a n ie s  p lu s  so m e  o th e r  ac tiv itie s  in c lu d e d  u n d e r  th is
h e a d in g  in  U .S . a n d  U .K . s ta tis tic s . F o r 1984 IR £ 1 2 4  m il l io n  o f  th e  
IR £ 1 6 2 .9  m il l io n  w as d u e  to  n o n - b a n k in g  f in a n c ia l a c tiv itie s  o f  U .S . 
c o m p a n ie s  in  I r e la n d .  A s a  re su lt  th is  d a ta  is n o t  d ire c tly  c o m p a r a b le  w ith  
t r a d in g  p ro fits  iin th e  N .I .E .  a c c o u n ts . N ev e rth e le ss  it is p o s s ib le  t h a t  i f  
b o th  th ese  a m o u n ts  w e re  e x c lu d e d  a n d  in te re s t  p a id  a n d  c o r p o r a te  ta x
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T a b le  4: N et Earnings o f  U.S. and U.K. F irm s Compared'with ‘Residual’ Profits

I R £  m il l io n 1

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984
1 N e t
E a rn in g s 2 o f  
U .S .
C o m p a n ie s  71.2 106 .9  1 57 .0  149 .0  191.1  2 0 9 .0  3 3 0 .2  4 4 3 .9  6 6 8 .7  5 1 8 .0

2 N e t
E a rn in g s 3 o f  
U .K .
C o m p a n ie s  48 .7  5 9 .0  6 4 .6  8 6 .0  9 6 .4  9 9 .2  1 3 3 .0  108 .5  7 2 .2  76 .7

3 T o ta l  119.9 1 65 .9  2 2 1 .6  2 3 5 .0  2 8 7 .5  3 0 8 .3  4 6 3 .2  5 5 2 .4  7 4 0 .9  5 9 4 .7

4 L e s s :—  N e t 
e a rn in g s  o f  
U .S .  a n d  
U .K .
c o m p a n ie s  
a l r e a d y  
in c lu d e d  in
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r e s id u a l 8 .4 7.1 1 5 .6 15.4 18.1 18.6 18.9 10.3 12 .8 14.2

5 N e w  T o ta l 111.5 158 .8 2 0 6 .0 2 1 9 .4 2 6 9 .4 2 8 9 .7 4 4 4 .3 542.1 728.1 5 8 0 .5

6 R e s id u a l
( fro m  T a b le  3) 2 06 .6 289 .7 3 7 6 .4 4 82 .7 559 .1 5 1 1 .4 8 1 7 .7 8 8 9 .6 1 0 6 8 .4  1 3 4 3 .6

7 D if fe re n c e 95.1 130 .9 170 .4 263.1 2 8 9 .7 2 2 1 .7 3 7 3 .4 3 4 7 .5 3 4 0 .3 763.1

1 Borh S te r lin g  a nd  the U .S . d o lla r  w ere converted  in to  Ir is h  P ounds at the average m a rke t ra te  in  
D e ce m b e r o f  each year.

2D e fin e d  as the  U .S . parents e q u ity  in  the net in co m e  (a fte r  fo re ig n  incom e ta x ) o f  th e ir  fo re ig n  
a ffilia te s  p lus n e t in te rest received on in te rc o m p a n y  accounts, less w ith h o ld in g  taxes on d iv id e n d s  and 
in te re s t. T h e  d ro p  in  net incom e o f U .S . com panies in  Ire la n d  in  1984 is due to  data  rev is ions. As 
o r ig in a lly  p ub lish ed  net incom e o f  U .S . com panies in  Ire la n d  a m o u n te d  to  IR £ 9 2 9 .2 . See S urvey 
o f  C u r re n t Business, J u n e  1986, p .34 and A u g u s t 1987 p. 78.

'^E x c lu d in g  o il com panies. D e fin e d  as U .K .  com panies share o f  overseas subsid ia ries and  associated 
co m pa n ie s  n e t p ro fits  + in te res t received + n e t p ro fits  o f  b ranches overseas and a fte r d e d u c tin g  
d e p re c ia tio n  and  overseas ta x  on  d iv id e n ds .

S o u rc e :—  Business M o n ito r ,  M A 4 ,  L o n d o n : H .M .S .O ;  S u rvey  o f  C u r re n t Business, D e p a rtm e n t 
o f  C o m m e rce  o f  the U .S .

p a y m e n ts  w ere  a d d e d  in , th a t  a g g re g a te  t r a d in g  p ro f its  o f  U .S . a n d  U .K . 
c o m p a n ie s  o p e ra t in g  in  I r e la n d  w o u ld  b e  h ig h e r  th a n  th e  f ig u re s  sh o w n  
in  T a b le  4. H o w ev er th e  re s id u a l c a lc u la te d  in  T a b le  3 w h ic h  c o n s is ts  o f  
th e  t r a d in g  p ro fits  (p re - ta x  p ro fits  p lu s  in te re s t  p a y m e n ts )  o f  b o th  U .S . 
a n d  U .K . c o m p a n ie s  as  well, as o th e r  fo re ig n  o w n e d  c o m p a n ie s  (G e rm a n , 
S w iss , I ta l ia n ,  J a p a n e s e ,  e tc .) a n d  p r iv a te  c o m p a n ie s  w h ic h  a re  
d o m e s tic a lly  ow ned , sh o u ld  b e  c o n s id e ra b ly  h ig h e r  th a n  th e  a g g re g a te  n e t  
e a r n in g s  o f  U .S . a n d  U .K . c o m p a n ie s . T a b le  4 ro w  7 show s th is  to  b e  th e  
ca se , th o u g h  fo r so m e  y ea rs , fo r  e x a m p le  1980 a  r a th e r  la rg e r  d if fe re n c e  
b e tw e e n  re s id u a l p ro f its  a n d  p ro f its  o f  U .S . a n d  U .K . c o m p a n ie s  m ig h t b e  
e x p e c te d .

F in a lly  ‘re s id u a l  p r o f i ts ’ c a n  also  b e  c o m p a r e d  w ith  a n  e s t im a te  o f  th e  
p ro f i ts  o f  fo re ig n  o w n e d  f irm s  fo r  1983 d e r iv e d  f ro m  su rv e y  d a ta  ( I .D .A .
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1985 , p . 13). T h e  I .D .A .  su rv e y  e s tim a te s  p ro fits  o f  m a n u f a c tu r in g  f irm s  
a t  I R £ 7 9 0  m illio n  fo r 1983 . I f  p u b lis h e d  p ro fits  o f  U .S .  a n d  U .K .  o w n e d  
m a n u f a c tu r in g  f irm s  fo r  1983 o f  IR £ 6 1 6  m illio n  a r e  s u b t r a c te d  a n  
e s t im a te  o f  o th e r  fo re ig n  o w n e d  m a n u fa c tu r in g  f irm s  p ro f its  o f  I R £ 1 7 4  
m illio n  is o b ta in e d .9 H e n c e  if  to ta l p ro fits  o f  U .S .  a n d  U .K .  f irm s  fo r  
1983 o f  IR £ 7 4 1  m illio n  a re  a d d e d  to  o th e r  fo re ig n  o w n e d  m a n u f a c tu r in g  
f irm s  p ro fits  a n d  a n  e s tim a te  o f  in te re s t p a id  b y  all m a n u f a c tu r in g  f irm s  
o f  IR £ 5 0  m illio n  is in c lu d e d  ( I .D .A .  1985, p . 3) a n  e s t im a te  o f  t r a d in g  
p ro f its  o f  fo re ig n  f irm s  o f  IR £ 9 6 5  m illio n  is o b ta in e d .  A s  a l r e a d y  
m e n tio n e d  th is  to ta l  in c lu d e s  p o st ta x  p ro fits  o f  U .S .  a n d  U .K .  f in a n c ia l  
f irm s  b u t  e x c lu d e s  ta x  a n d  in te re s t  p a y m e n ts  o f  U .S .  a n d  U .K .  n o n -  
m a n u f a c tu r in g  f irm s  a n d  a lso  ex c lu d e s  t r a d in g  p ro f its  o f  o th e r  fo re ig n  - 
o w n e d  f irm s , fo r  e x a m p le  im p o r tin g ,  d is t r ib u t io n ,  a n d  m in in g  
c o m p a n ie s . T h is  to ta l is lo w e r  th a n  ‘re s id u a l p ro f i ts ’ o f  I R £ 1 0 6 8  m il l io n  
w h ic h  m ig h t b e  e x p e c te d  b e c a u s e  th e  la t te r  f ig u re  in c lu d e s  t r a d in g  p ro f i t s  
o f  I r is h  o w n e d  p r iv a te  c o m p a n ie s , b u t  th e  tw o  f ig u re s  a re  su f f ic ie n tly  
c lo se  to  su g g e s t th a t  ‘r e s id u a l  p ro f i t s ’ m a y  b e  s lig h tly  u n d e r e s t im a te d .

T h e  I .D .A .  s u rv e y  e s t im a te d  th a t  20 -25  p e r  ce n t o f  m a n u f a c tu r in g  f irm s  
p ro f its  a re  r e ta in e d  in  I r e la n d  a n d  th e  size o f  ‘re s id u a l p r o f i t s ’ c o m p a r e d  
w ith  p ro f it  o u tf lo w s  fo r  1983 (T a b le  3) is c o n s is te n t w ith  th is  e s t im a te .  
H o w e v e r ,  as n o te d  in  a b o v e  a n d  e le sw h e re  (S te w a r t,  1985 , p .  1 8 5 ), th e  
d is t in c t io n  b e tw e e n  c u r r e n t  a n d  c a p ita l flow s fo r  M . N . C . s  m a y  n o t  b e  
r e le v a n t,  so th a t  to ta l o u tf lo w s  in  a n y  o n e  y e a r  m a y  b e  s u b s ta n t ia l ly  la r g e r  
th a t  o u tf lo w s  o f  d iv id e n d s  a n d  in te re s t fo r  th a t  y e a r .

Residual Profits as a Percentage of G.N.P., Exports and Aggregate 
Profits
T ab le  5 show s th e  r e s id u a l  as a  p e rc e n ta g e  o f  G .N .R , e x p o r ts  a n d  
a g g re g a te  t r a d in g  p ro f i ts  fo r  th e  y ea rs  1975-84. ‘R e s id u a l  p r o f i t s ’ 
a m o u n te d  to  b e tw e e n  5 .8  a n d  9 p e r  c e n t o f  G .N .P . fo r  th e  p e r io d  
1 9 7 5 -8 4 .10 I f  it is a s s u m e d  th a t  all th e  ‘r e s id u a l’ is d u e  to  th e  u s e  o f  p s tp  
T ab le  5 show s th a t  e x p o r ts  a r e  o v e re s tim a te d  by  b e tw e e n  11 a n d  14.9 p e r  
c e n t, fo r th e  p e r io d  1975-84 , a lth o u g h  th e  effec t fo r  p a r t i c u la r  s e c to rs  is 
like ly  to  b e  m u c h  la rg e r , fo r  e x a m p le  th e  ch e m ic a ls  a n d  p h a r m a c e u t ic a ls  
se c to rs  w h e re  a  la rg e  p r o p o r t io n  o f  th e  p ro fits  o f  U .S . c o m p a n ie s  in  
I re la n d  a rise . A g a in  i f  it is a s su m e d  th a t  all th e  r e s id u a l  is d u e  to  p s tp  
a g g re g a te  t r a d in g  p ro f its  a r e  o v e r-e s t im a te d  by  a  c o n s id e ra b le  m a r g in  
v a ry in g  f ro m  52 to  60 p e r  c e n t ov er th e  p e r io d  1975-84 . I t  is u n r e a s o n a b le  
to  a s su m e  th a t  a ll th e  r e s id u a l  a rises  th ro u g h  th e  u se  o f  p s tp . T h e  r e s id u a l  
is a n  e s tim a te  o f  t r a d in g  p ro fits  a n d  h e n c e  in c lu d e s  in te re s t  p a y m e n ts  
w h e re a s  p s tp  is lik e ly  to  b e c o m e  re f le c te d  in  p r e - ta x  p ro f its .  F o re ig n  
o w n ed  c o m p a n ie s  m ig h t  b e  e x p e c te d  to  h av e  p ro f it  r a te s  a t  le a s t  o f  th e  
sa m e  m a g n i tu d e  as  I r i s h  o w n ed  c o m p a n ie s  o r  g r e a te r  t h a n  I r is h
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c o m p a n ie s  d u e  to  m a rk e t pow er. S p ec ia l fa c to rs  c o u ld  a lso  c a u se  fo re ig n  
o w n e d  f irm s  to  h av e  p ro f it  ra te s  o r  v a lu e  a d d e d  in  I r e la n d  ab o v e  th e  
a v e ra g e  fo r  s im ila r  sec to rs  in  o th e r  c o u n tr ie s  ( H o n o h a n ,  1985). F o r 
e x a m p le , a  re p o r t  o n  th e  f in a n c ia l sy s te m  by  th e  N a tio n a l  E c o n o m ic  a n d  
S o c ia l C o u n c i l  (1984, p .7) sta te s  th a t  p ro f its  o f  fo re ig n  o w n e d  c o m p a n ie s  
m a y  b e  h ig h e r  th a n  in d ig e n o u s ly  o w n e d  c o m p a n ie s  b e c a u s e  (a ) n o t  all 
co s ts  a r e  in c u r re d  in  I re la n d  a n d  (b )  fo re ig n  f irm s  o p e ra te  in  m o re  
p ro f i ta b le  m a rk e ts . H o w e v e r in  re la t io n  to  th e  f irs t p o in t  M .N .C .s  c o u ld  
u s e  p s tp  to  sw itch  p ro fits  aw ay f ro m  I r e la n d  to  th e  c o u n try  w h e re  costs 
a r e  in c u r r e d  as in  th e  case re la t in g  to  im p o r t  p r ic e s  in to  th e  U .K . b y  th e  
S w iss  p h a rm a c e u tic a l  f irm  H o ffm a n  L a  R o c h e  (A d a m s , 1984, p .23 ). In  
r e la t io n  to  th e  se co n d  p o in t,  m o st t r a d e  b y  M .N .C .s  in  I r e la n d  is lik e ly  to  
b e  in tr a - f i r m , a n d  th is  ra ise s  th e  q u e s tio n  o f  to  w h a t  e x te n t  a n d  w h y  th e  
I r is h  p la n t  is th e  m o s t p ro fita b le  in  a  s e q u e n c e  o f  o p e ra tio n s .

T a b le  6: Residual Profits as a Percentage o f  G .N .P , Exports and Aggregate Profits

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

G .N .P . 5 .4 4 6 .2 7 6 .7 3 7 .3 9 7 .2 8 5 .6 8 7 .5 3 7 .1 4 7.91 9 .1 7

E x p o r ts  o f  
g o o d s  a n d  
S e rv ic e s 12.76 13 .46 13 .36 14.31 1 4 .1 2 11 .02 1 4 .8 6 13.83 1 3 .78 13 .7 5

A g g re g a te
T r a d in g
P ro f i ts 5 5 .0 0 5 3 .9 4 5 2 .1 4 5 5 .75 5 4 .1 4 5 2 .5 3 5 9 .7 1 5 8 .5 0 5 9 .7 5 6 0 .2 2

S ource : N a t io n a l Incom e and  E x p e n d itu re , 1983 and 1984 a n d  1986. 
D u b l in :  S ta tio n a ry  O ffice  1985 and 1987.

I f  o n ly  h a l f  o f  o n e  q u a r te r  o f  re s id u a l t r a d in g  p ro f its  a re  d u e  to  p s tp  
a g g r e g a te  p ro fits  r e m a in  c o n s id e ra b ly  o v e re s t im a te d  a n d  e x p o r ts  a r e  a lso  
o v e re s t im a te d .  H o w e v e r  as in d ic a te d  e a r l ie r ,  G .N .P .  m a y  n o t b e  a ffe c te d  
to  th e  s a m e  e x te n t b e c a u s e  it is lik e ly  th a t  h ig h e r  d e c la re d  p ro f its  in  
I r e la n d  h a s  re s u lte d  in  a n  in c re a se d  o u tf lo w  o f  fu n d s . T a b le  6 sh o w s th e  
e ffec ts  o n  G .N .P .  e x p o r ts  a n d  a g g re g a te  p ro f i ts  fo r  1984 , if  it is a s s u m e d  
th a t  p s tp  a c c o u n ts  fo r  v a ry in g  p r o p o r t io n s  o f  a g g re g a te  p ro f its  a n d  
ig n o r in g  a n y  b a la n c e  o f  p a y m e n ts  e ffec ts  o f  h ig h e r  d e c la re d  p ro f its  o n  
s u b s e q u e n t  p ro f i t  o u tflo w s.

T a b le  6: The E ffect o f  Varying Rates o f  ‘Profit S w itch ing ’ on G .N .P .
Exports and Aggregate Trading Profits fo r  1984

P ercen tag e  o f  R esidual T ra d in g  P ercen tage due to Pstp
P rofits A ssum ed to be due to

th e  use of Pstp  G .N .P . E xports  A ggregate Profits

50 4 .6 6 .9 30.1

25 2.3 3 .4 15.0
10 0 .9 1.38 6 .02
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Conclusion
A g g re g a te  t r a d in g  p ro f i ts  o f  n o n -p u b lic  M .N .C .s  in  I r e la n d  w e re  
e s t im a te d  a s  a  re s id u a l by  s u b tr a c t in g  p ro fits  o f  o th e r  s e c to rs  f ro m  
a g g re g a te  p ro fits . T h is  re s id u a l w o u ld  la rg e ly  c o n s is t o f  th e  p ro f i t s  o f  
M .N .C .s  o p e r a t in g  in  I r e la n d  b u t  a lso  in c lu d es p ro f i ts  o f  p r iv a te  I r is h  
c o m p a n ie s . T ab le  5 show s th a t  e s tim a te d  p ro fits  o f  M .N .C .s  v a r ie d  
b e tw e e n  52 p e r  c e n t a n d  60  p e r  c e n t o f  ag g re g a te  t r a d in g  p ro f i t s  d u r in g  
th e  p e r io d  1975-84 . T ab le  6 show s th a t  if  on ly  a f ra c t io n  o f  th e s e  p r o f i ts  
a r e  d u e  to  p s tp  th is  w o u ld  h av e  a  c o n s id e ra b le  effect o n  a g g re g a te  t r a d i n g  
p ro fits . E x p o r ts  w o u ld  a lso  b e  a ffec ted  as e s tim a te d  p ro f i ts  o f  M .N .C .s  
a c c o u n te d  fo r  b e tw e e n  11 a n d  14.9 p e r  c e n t o f  e x p o r ts  b e tw e e n  th e  y e a rs  
1975 a n d  1984.

FOOTNOTES
(1) F o r a d iscussion  o f  p ro f it  s w itc h in g  tra n s fe r p r ic in g  see Stewart 1985 and  1977.

(2 ) In  th is  contex t i t  is in te re s tin g  to  note  th a t the A n n u a l R eport and A cco u n ts  o f  Y o u g h a l C a rp e ts  

L td . fo r  the y e a r 1971-73, c a rr ie d  a note s ta tin g  th a t the G ro u p ’s ta x a tio n  p o s itio n  w as u n d e r  
n e g o tia tio n  w ith  the Ir is h  and  U n ite d  K in g d o m  Revenue A u th o r it ie s  poss ib ly  re s u lt in g  in  a 
fu tu re  tax  lia b ility . A t  th is  tim e  Youghal C arpe ts  had m a n u fa c tu r in g  p la n t in  b o th  Ire la n d  a n d  
the  U .K . a n d  s u b s ta n tia l in te r-s u b s id ia ry  tra d in g .

(3 ) T h e  exam ples g ive n  are the  E.S.B., C e n tra l Bank, B o rd  na M o n a  a n d  C .I.E ., N a t io n a l In c o m e
and  E x p e n d itu re , 1985, D u b lin :  S ta tio n e ry  O ffice , 1986, p.2.

(4 ) T h e  u n d e rw r it in g  loss a m o u n te d  to  IR £  m il lio n  32.1, 38.8, 73.6, 97.1 a n d  63.7 fo r  th e  years
1980-1984 respectively. See D e p a rtm e n t o f  In d u s try , Trade, C o m m e rce  and  T o u r is m , A ssu ra n ce  
C om pan ies , va rio u s  issues, Tab le  21 fo r 1980-84.

(5 ) N a tio n a l In co m e  and E x p e n d itu re , 1985, D u b lin : S ta tio ne ry  O ffic e , 1986, p.63.

(6 ) In  th e  U .K . data, on  aggregate tra d in g  p ro fits  is also p rov id ed  by th e  In la n d  R evenue. A c c o rd in g  
to  M o o re  and Jones (1980) p ro f its  in  the U .K . are underestim ated  because o f  a la rg e  p ro p o r t io n  
o f  t ra d in g  p ro fits  are n o t taxed due  to  d e p re c ia tio n  allowances a nd  stock re lie f, a n d  hence  are  
o fte n  not recorded. P ro fit  figu re s  m ay then be subsequently ad justed  u s in g  o th e r d a ta  sources. 
A cc o rd in g  to  S ch e re r (1980, p .282) a s im ila r  p rob lem  affects p ro fits  d a ta  p ro d u ce d  b y  th e  U.S. 
In te rn a l Revenrue Service.

(7 ) M a n y  o f  the d if f ic u lt ie s  th a t a rise  in  in te rp re tin g  the accounts o f  S em i-s ta te  c o m p a n ie s  w o u ld
not arise i f  the re co m m e n d a tio n s  o f  N.E.S.C. 1985, p.57 were im p le m e n te d .

(8 ) A  fu ll lis t o f  these com panies is co n ta in ed  in  S tew art, 1987, pp.40-44. In  a d d it io n  th e  p ro f its  o f  
C astle to w n  were in c lu d e d  fo r  the  years 1981-84, Power C o rp o ra tio n  fo r  82-84, P r in te c h  fo r

1981-84, O g ilv y  a n d  B u tle r  fo r  1984, and S uperw ood H o ld in g s  fo r  1982-84.

(9 ) T h e re  m ay also be d iffe rences in  the way p ro fits  are measured in  th e  U.S. da ta , th e  U .K .  d a ta  
and  the  I .D .A . Survey. F o r exam ple, i t  is assumed the I.D .A . su rvey  refers to  p re - ta x  p ro f its  
(a lth o u g h  no d e fin it io n  is g ive n ), w h ile  p ro fits  are m easured a fte r ta x  in  the  U.S. a n d  U .K .  da ta . 
A lth o u g h  th is  d iffe re n ce  is n o t l ik e ly  to  be im p o rta n t as corpora te  ta x  paym e n ts  a re  l ik e ly  to  be 
neg lig ib le .

(10) H o n o h a n  (1984) e s tim a te d  th a t pstp  accounted fo r  4.5 per cent o f  G .N .P . in  1979 c o m p a re d  w ith  

an u p p e r b o u n d  estim ate  o f  7.3 p e r cent in  th is  paper.
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