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on corporate profitability in Ireland.  It is a very thorough piece of research, and the 
paper is written in a refreshing and interesting style - the latter aspect of the work 
being all too rare in the related literature.  The work constitutes an important and 
useful addition to the Irish literature on corporate profitability, which remains a very 
data-challenged area.  As the respondents have already given more considered and 
detailed comments on Jim's paper, I would like to confine myself to two points.  
They concern first, the treatment of causality in the paper and second, the 
relationship between micro and macroeconomic analysis.   
 
Section 3 of the paper is titled "Determinants of Corporate Profitability in Ireland", 
and although the author expresses the caveat that correlation analysis does not imply 
anything about causality, much of the subsequent discussion in this section (and in 
the concluding paragraph of the paper) contains statements that do imply causality.  I 
will give two examples of this.  First, the author discusses the pass-through of 
exchange rate changes to prices, and states that the finding of a high correlation 
between the exchange rate and export prices implies near zero pass-through.  
Second,  the author states that the maintenance of wage indexation policies 
throughout the 1970s and early 1980s contributed to the poor performance of 
profitability.  Neither of these statements follows from correlation analysis, rather a 
careful causality study would be required in each case in order to verify or falsify the 
statements.  My point here is not to attempt to undermine the thorough research that 
has gone into the paper, but to suggest that a more appropriate wording of the 
arguments would make them more convincing. 
 
The paper focuses both on the microeconomics of investment and the 
macroeconomic perspective.  One section considers variables such as capacity 
utilisation, concentration ratios, exchange rates, the output gap and GDP when 
analysing manufacturing profitability, while another section considers variables such 
as factor inputs and relative prices.  I believe the two approaches could usefully be 
brought together to arrive at a more complete set of possible explanatory variables in 
the analysis of manufacturing profitability.  Overall, I reiterate that Jim Nugent's 
paper is a welcome addition to our understanding of an important issue in Irish 
economics.  
 
Mr. Joe Durkan: My comments are almost entirely in relation to the data and are as 
follows: 
 

• The treatment of royalties is not clearcut. The change with ESA95 is not the 
only consideration. Royalty payments have risen very sharply since 1990 
from £357 million (debit) and this has increased to £2729 million by 1997 -  
much faster than profits of multinationals.  Part of this is tax driven, mostly 
as US laws  tax royalties  at a much lower rate than profits.  Hence the 
profit figures used to determine the level of gross profits pre-1990 are not 
directly comparable.  A simple solution would be to add the royalties since 
1990 to the profits figure and redo the calculations based on the proportions 
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retained since. Perhaps also see if there is any trend. 
• The private investment figure used includes housing.  In Ireland, housing is 

almost entirely household wealth, so there is no counterpart in profits to 
housing investment.  The data on investment separates out dwellings 
(though this includes both public and private we do have separate  
information on the mix) so dwellings can be taken out.  An alternative 
would be to include rent in the profit figure, but the rent figure still looks 
low, even after the recent adjustment. 

• It would be interesting to look at  the capital/output ratio over the period, 
and to examine the incremental capital/output ratio (ICOR), using  five 
year  moving averages. 

• Measures of concentration are possibly less valuable in a very open 
economy, and could be combined with import penetration data.  This is not 
ideal, as even with a very high degree of concentration and little imports the 
major firms’ pricing behaviour may be wholly influenced by the possibility 
of  imports. 

 
I would like to join with the other speakers in thanking Jim for a stimulating paper. 
 
 


