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Abstract:

This thesis examines and analyses the first industrial policy initiative undertaken in independent
Ireland. The Trade Loans (Guarantee) Act, 1924, allowed the state to guarantee loans borrowed by

firms for their business development, and thereby aimed to promote industrial employment.

The thesis describes the background and development of the scheme up to 1940. Industrial finance
encountered a difficult start in 1924-5. The problem was solved first by direct state involvement,
followed by a public-private remedy which was unsuccessful. Industrial finance was then reviewed in
1932-3 resulting in significant amendments to the legislation. In addition, the ICC was established as

a state initiative to provide industrial financing services.

| describe the operation of the scheme and | construct a database from the published archival and
administrative records. The database contains records of 108 firms with loans approved to the value
of £1,473,250. By interrogating the database, | show the distinctive features of the firms and their
locations, the financing institutions from which they borrowed, and the employment generated
during the term of the loans. | also show that a quarter of the loans defaulted costing the state over

£330,000.

| conclude that the loan guarantee scheme went through an experimental pilot phase under Cumann
na nGaedheal followed by a development phase under Fianna Fail with a three-fold increase in the
number of loans approved. Furthermore, there was a corresponding development in the state’s
involvement in providing industrial finance with the eventual establishment of the ICC. | conclude
that this was an Irish solution to the so-called Macmillan Gap — the particular problem of raising

long-term finance for small enterprises.

Finally, | conclude that the loan guarantee scheme made a greater contribution to the development

of industrial finance than its modest and short-term contribution to new employment.
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Chapter1: Introduction and Summary

The immediate aftermath of political Independence was an unsettled period in world trade and in
the economy of Britain on which Ireland was still dependent. The new Department of Industry and
Commerce had no blueprint to address unemployment; the rhetoric of Arthur Griffith had not been
translated into industrial policies. The Fiscal Inquiry Committee (1923) did not recommend recourse
to protective tariffs as a means of supporting industry, and following this outcome, the Trade Loans

(Guarantee) Bill 1924 was proposed “for an experimental period”.

The loan guarantee scheme was first proposed to the Executive Council in October 1923. The
resulting legislation was passed by both houses of the Oireachtas ten months later, in spite of strong
opposition from the Department of Finance. The major influence on the legislation was the Trade
Facilities Act, passed in Britain in 1921 to address widespread industrial unemployment resulting
from the post-war slump in world trade. In Ireland, the Trade Loans (Guarantee) Act, 1924, was
aimed at generating industrial employment to counterbalance the dependence on agriculture. Both

measures provided for the state to guarantee funds borrowed by firms.
J.M. Keynes described the Trade Facilities Act in Britain in 1924 in the following terms:

... the assistance given is limited to helping the borrower to borrow more cheaply
than he would otherwise - say, at 5 per cent, instead of 6 or 6% percent. This is all
there is in it. It is a modest subsidy. It is not a risk sharing or risk-shouldering
scheme. It helps private enterprise to carry through projects which private
enterprise undertakes unaided, but which are just at the margin of profit.

The Trade Loans (Guarantee) Act did not operate in the same manner in Ireland because of
differences in the final legislation, the different stage of industrial development, and the lack of

access to the necessary industrial finance in Ireland.

This thesis evaluates the evolution, operation and impact of this loans guarantee scheme from its
beginning up to 1940. The work draws on data from a range of archival sources, such as published
reports and material from administrative records. During the period 1924-1940 the scheme
approved guarantees for 108 firms, a total of 125 loan proposals, with an aggregate value of
£1,473,250. The scheme had a number of features making it suitable for analysis using a database

approach.

! Keynes (1972) p. 231-32, letter to the Nation and Atheneum, 7 June 1924.
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Chapter two describes the background to the emergence of the scheme. The Department of Industry
and Commerce was newly established since independence and sought unsuccessfully for some
measures of tariff protection for Irish industry in submissions to the Fiscal Inquiry Committee (FIC).
At the same time, the Commission on Agriculture (1923) cited the British Trade Facilities Act when it
recommended that “the credit resources of the state should be placed” at the disposal of private
capital in support of the Dressed Meat Industry.” This suggestion was also favoured by the Minister
for Agriculture in correspondence with the Minister for Industry and Commerce.? These factors
prompted the Department of Industry and Commerce to propose an adaptation of the British
legislation for Irish circumstances. A further modification was later added to accommodate the

outcome of the Commission on Prices, which also reported in 1923.%

The chapter shows how the loan guarantee scheme began operating in spite of the unexpected
refusal of the commercial banks to provide credit, even with a state guarantee. This resulted in the
state-owned National Land Bank being the only lender to the scheme in the first year. | show how
the Government agreed to invest share capital in a trust company, the Industrial Trust Company of
Ireland Ltd. (ITCI), which was set up as a private sector initiative to enable the scheme to work. This
situation was endorsed when the Banking Commission of 1926 recommended a new approach to

providing industrial credit through the ITCl which was by then already registered.

The chapter describes how the operation of the scheme in the early years was limited by the
prohibition in the legislation from giving guarantees on loans for working capital. Efforts to
circumvent the exclusion were investigated by the Comptroller and Auditor General and discussed
by the Dail Public Accounts Committee. The Department of Industry and Commerce defended their

actions successfully before the committee and was supported by the advice of the Attorney General.

However, it will be shown that the loan guarantee scheme stagnated from 1927 onwards. This may
have been due in part to the inability of the scheme to accommodate the need for working capital
facilities, or to the lack of an active role on the part of the banks. In June 1929, Minister Patrick
McGilligan expressed the view that access to finance was not the main cause for the lack of progress.
Nevertheless, the scheme was renewed each year, in spite of the declining number of successful

applicants. Between July 1929 and October 1932 there were no further applications approved.

2 Commission on Agriculture (1923), Main Report, paras. 79-82, 50-52; Minority Report paras. 48-51, 87-8.
3 UCDA, McGP, P35b/2 p.7 (undated) ca. 1923.

* Commission on Prices (1923).

> Industrial Trust Company of Ireland Limited (Acquisition of Capital) Act, 1926.
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The scheme did not imitate the British Trade Facilities Act which was aimed at pump-priming
established industrial activity with fresh capital. In Ireland, the anticipated start-up of new industrial
activity on a more modest scale did not materialise. Effectively, the first phase of the scheme was a

failed experiment.

Chapter three describes the changes to the scheme following Fianna Fail’s election at the beginning
of 1932. In May of that year, the government received a proposal from John Colbert, chairman of the
Agricultural Credit Corporation (ACC), recommending the extension of the powers of that
organisation to provide industrial finance. An interdepartmental committee was given the task of
reviewing the implementation of the proposal and was allowed the “liberty to submit alternative
proposals”.® When the report was presented in March 1933, the Cabinet agreed to incorporate the
committee’s recommendations in an amended Trade Loans Act. In the course of the cabinet
discussion following the committee’s report, Sean Lemass set out for his Cabinet colleagues his ideas

on the different levels of financing needs in industry and how they should be served. He

recommended the establishment of the Industrial Credit Corporation for this purpose.

The chapter shows how the implementation of the 1933 Act marked the beginning of a second
phase of the loan guarantee scheme under the amended Act. The prohibition on working capital was
ended, a lower eligibility threshold for borrowers was introduced, and the validity of the Act was
extended to five years, instead of an annual renewal. The new Act provided that the scheme applied
to “manufacturing undertakings”, with a definition of that term. In addition, a further amendment to
the scheme followed in 1934 to include housing developments within its scope. This was done by

defining house building as a manufacturing activity.

The chapter identifies from the records the two events which improved access to finance for
industry. First, the Irish Banks Standing Committee agreed with the Department of Finance that the
banks would provide loans more readily to clients benefitting from the government’s guarantee
scheme. The second was the establishment in 1933 of the Industrial Credit Company for the purpose
of providing industrial financing services, including making loans available to industrial enterprises.
On the negative side, the ITCI was in difficulties and went into voluntary liquidation in September
1933. | argue, therefore, that the Cabinet decision to continue the guarantee scheme with significant
changes marked a new phase in the operation of the scheme because of the nature and extent of
the changes. | therefore treat the period up to the implementation of the 1933 amending legislation

as phase | and period thereafter as phase Il.

® Committee on industrial finance (1933) terms of reference.

3



The scheme then provided access to finance for new firms established under the self-sufficiency
policies of the 1930s and also some firms established to meet the sub-supply needs of the housing

initiatives of the period. Most of the firms’ products were protected by tariffs or quota restrictions.

The chapter draws on the review of the operation of the loan guarantee scheme by the Commission
of Inquiry into Banking, Currency and Credit (CIBCC) which was established in 1934 and reported in
August 1938. The government allowed 1933 legislation to lapse after its five-year term expired in
June 1938, pending considerations of the Commission’s report. Contrary to the recommendation of
the Commission that the scheme should be discontinued, a bill was introduced to the Dail for its
renewal in December 1938 and it was passed into law in March 1939 for a further term of five years.
No significant amendments were made in the renewed legislation, but the Department of Industry
and Commerce agreed with the Department of Finance a more rigid adherence to a set of guidelines
for the future operation of the scheme. The records show that there was a three-fold increase in the
number of loans approved in phase Il of the scheme. However, the number of firms benefitting from
the scheme had already reached a peak in 1936 and thereafter the number of loans approved

declined. That decline continued after the renewal of the Act in 1939.

Chapter four examines the features of the loan guarantee scheme which make it suitable for analysis
using a database approach. These features include the consistency of procedures which operated
and the records laid before the Oireachtas documenting the decisions reached during the period
1924-1940 (and later). These records provide the data for constructing the database which are used

to analyse different aspects of the scheme and its impact.

The scheme followed broadly the procedure which was established in the British Act of 1921.” This
entailed the initial stages of an application for a guarantee and an assessment procedure resulting in
either approval or rejection. A key aspect adopted from the British schemes was the requirement to
report regularly to the Oireachtas the approval of guarantees and the costs to the Central Fund
when guarantees were required to be honoured. The reports and annual statements generated for
this purpose are primary sources of data. Further data is available from records generated when
loans were guaranteed; for example, loan agreements including the details of the lending

institutions.

The chapter describes these primary sources and the contribution of their records as data sources
for the database. The data extracted from these records fall under two main categories. The first of

these is data relating to the firms involved, including their names and locations, as well as business

’ Trade Facilities Act, 1921 (11 & 12 Geo. 5.) Ch. 65.



activities and company registration details. The second category is the set of records and data
relating to ‘events’. These are decisions related to individual loans. There are different types of
events. The event which applies to all firms in the database is their first approval for a loan
guarantee. Decisions to guarantee loans were reported quarterly to the Oireachtas. The data in the
report include details such as the amount of the loan, interest rate and the proposed term. A
number of firms applied for, and were approved for additional loans. These events were also
reported quarterly with similar details. Another type of event occurred when a firm defaulted on a
loan (or loans). These events were reported annually to the Oireachtas in annual statements which
provide the relevant data. These loan default events correspond with the year-end reporting of the
state’s contingent liability arising from the scheme. A final set of data, recording the employment

impact of the scheme, have been sourced from departmental administrative records.

The chapter describes the administrative procedures followed in the operation of the scheme and
the types of records generated from that process. In summary, there were 108 firms approved for
guarantees during the period from 1925 until 1940. These firms were involved in 131 individual loan

approval decisions (events).

The database is constructed using MySQL which is database management software. The data was
first organised into a series of data tables using Microsoft Excel. The data tables have the
appropriate coding to meet the software’s requirements. The tables contain records in each row and
the attributes of the records are presented in the columns of the tables. The database can be
queried to provide structured answers in the form of output tables which are considered in the

following chapter.

Chapter five surveys the key features and patterns which the database can demonstrate. A thematic
approach is taken under the three main headings of firms, finance, and employment impact. The
results are presented in tabular form with explanatory comments. The scheme reached a turning
point with the introduction of the amendments to the legislation which was passed in 1933. The
period up to this implementation is designated as phase | of the scheme, and thereafter as phase II.
The banks agreed at the end of 1932, within fixed terms, to support the loan guarantee scheme. The

implementation of that agreement coincides with the beginning of phase Il.

Limited data is available on employment; nevertheless, general conclusions are drawn about the
impact of the scheme. Comments are made on individual tables, drawing also on the matrix of

events and the activities of the firms, as shown by the database and other primary sources



consulted. The peak of employment attributed to the scheme was in 1936 when 66 firms had loans

remaining under guarantee. The aggregate employment in those firms was then 5,790.

A summary of loans guaranteed in the period 1925-40 is shown in Table 1-1.

Table 1-1: Summary of loans guaranteed, 1925-40

Amount
£

Gross amount of first loans approved 1,391,250
Additional loans approved 82,000
Gross amount of principal approved for guarantee 1,473,250
Loan agreements not concluded or otherwise withdrawn (74,500)
Reductions in the amount of loan principal (32,539)
Net total of loan principal borrowed 1,366,211

The chapter describes how the renewal of the legislation in 1939 did not change the scope of the
scheme significantly compared with the amendment in 1933. | draw the conclusion that the scheme

reached its peak in 1936-7 and was in a mature and declining phase beyond that date.

Chapter six reviews the loan guarantee scheme from the evidence generated by the database and
synthesises conclusions drawing on related literature. Overall, | conclude that the development of
the guarantee scheme brings into focus the evolution of industrial finance in Ireland at this early
stage of industrial development. Previous chapters have described the period 1924-40 in terms of
two phases. In this chapter the database and contemporary records make it possible to distinguish
between the operational features and the outcome of the scheme during each of the two phases.
Earlier records also show how the transition between the two phases was a catalyst for change in

industrial financing.

A key conclusion is that the loan guarantee scheme was instrumental in highlighting the need for,
and bringing about new financing channels for industrial credit. This result was more significant than

the modest achievements towards its original goal of generating greater industrial employment.

The poor performance of the scheme in phase | can be attributed to the lack of preparation and the
consequent difficulties in resolving the key issue of access to industrial finance. By contrast, phase Il
began with the recognition of the need for, and the later establishment of, a designated specialised
institution for industrial finance, the ICC. Lemass had gathered experience of the scheme before his
appointment as Minister for Industry and Commerce and that familiarity enabled him to include it

within his policies for manufacturing industry.



Literature provides support to explain the series of events in the early years of the scheme when it
was necessary to turn to the state-owned National Land Bank, and in turn the public-private ITCI.2
The change came about shortly after the Macmillan report diagnosed the so-called Macmillan gap, —
the particular problem of raising long-term finance for small enterprises. However, there is no
evidence that the sequence of changes in Ireland in 1932-3 was influenced by that report. The
solution found in Ireland with the establishment of the ICC, a state sponsored initiative, was
different from the eventual, and later, solution in Britain where a more complex set of outcomes

took longer to reach, and the British solution was largely within the private sector.’

| conclude that the modest achievements of the scheme were due to its nature as a measure aimed
at supporting individual industrial initiatives or manufacturers, rather than a programme for
particular sectors of industry. Essentially, it was a pump-priming measure which assumed that the
momentum, once gathered by the individual firms, would be maintained. The analysis shows,
however, that a significant number of firms defaulted on their loans which I interpret as not
achieving the necessary momentum to sustain the business. In addition, a disproportionate number
of firms with multiple loans were in the default category. This leads to the conclusion that the

insufficient scrutiny of the applications allowed doubtful cases to pass.

The Department of Finance expressed reservations about the operation of the scheme when its
renewal was under discussion in 1938-9. The conclusion from the database examination is that their
criticism was justified. Further research is needed to make a judgement on the subsequent years up

to 1954, when the scheme ceased.

Chapter seven deals with my final conclusions which cover three broad areas derived in the first
place from the systematic examination using the database, and in addition, the wider sources

available in the archive material, published records of the scheme and in related literature.

A first conclusion is that we can identify two distinct periods in the scheme. The early period under
Cumann na nGaedheal can be characterised as an experimental phase. The database analysis shows
that, before Fianna Fdil came to office, the scheme had only modest achievements to show; the
number of firms availing of the scheme was small; a significant proportion was engaged in rescuing
or restarting previous enterprises; a higher proportion of those approved for guarantee withdrew
and did not proceed, and in the final years, approvals dried up completely. This period served as a

pilot phase after which the experiment could have been either abandoned, or modified.

® Colbert (1938), Lee (1969), McGowan (1988-9), © Grada (1994).
% Frost (1954), Thomas (1978), Kindleberger (1984).



The second period, phase Il, can be characterised as a development stage when there was a
threefold increase in the number of loans approved. This is largely due to the protection given by
tariffs and quotas introduced as part of the self-sufficiency policies. In addition, there was easier and
more attractive access to finance. The commercial banks had agreed to lend in the case of state
guaranteed loans at an agreed rate of interest below the normal bank lending rate. Other factors
included Lemass’s experience of the scheme since his entry to the Dail in 1927 and his dominant role

in determining Fianna Fail’s economic policy, especially his emphasis on manufacturing industry.

The second conclusion resulting from my analysis of the database is that there was an evolution of
industrial finance coinciding with the development of the loan guarantee scheme. The early state
involvement in financing the scheme in 1925 through the National Land Bank was an unplanned
participation hastily rescued by the private sector establishment of the ITCl in which the state took a
minority shareholding. A major cause of the scheme’s poor performance in phase one was due to

the unattractive interest rate charged, in contrast with the “modest subsidy” *°

applicable in the
Trade Facilities Act in Britain. When Lemass was appointed Minister in 1932, he used the scheme to
encourage the establishment of new manufacturing firms, and to assist established firms. He
recommended that “the state must step in” to establish the ICC and thereby consolidated the state’s

involvement in specialist financial services.

The third conclusion concerns some inconsistencies and contradictions in the operation of the
scheme particularly in the second phase. One example is the amendment to the legislation which
allowed the minister to grant loans with conditions to be agreed with his counterpart in Finance. Yet,
when the occasion arose (in the case of the Peat Fuel Company™), a different course was taken and
grants-in-aid were paid with conditions attached. There is also the curious parallel development of
the state sponsored Turf Development Board which was registered in the same month as the Peat

Fuel Company.

During both phases of the scheme, directors were appointed by the government to the boards of
private firms. The purpose of these appointments remains unclear, and there is only one case of a
report from these directors in the exercise of their role. Lemass was also ambiguous about the role
of the private sector in the hasty amendment of the scheme in 1934 which redefined house building

. .. 12
as a “manufacturing activity”.

10 Keynes, op. cit.

A company case note on the Peat Fuel Company is included in Appendix IlI.

 Thereis a company case note in Appendix Ill on the Irish Homes Company, for whose proposal the
amendment was necessary.



The practice of giving state guarantees did not die out with the demise of the loan guarantee
scheme. On the contrary, the State Guarantees Act, 1954, was not a logical development of a state
industrial policy, but rather a measure to rectify the practices which developed during the
“Emergency” period when a number of state sponsored supply companies were given guarantees

for their trading activities.

The loan guarantee scheme was an exceptional measure in 1924. Its direct impact was marginal
even in the short term, but the procedure of the state providing guarantees continued for decades
and survives in different forms to the present.” Further research is needed to paint a complete
picture including the other important aspects of development, those of technical progress and

expansion of trade.
Appendices:
Three appendices are attached to complete the Thesis.

Appendix | supplements the set of tables and figures in Chapter 4. They include extracts from the
completed data tables for firms and for events. Tables are also included for full sets of primary codes

for the sectors and for the purposes for which the loans were borrowed.

Appendix Il contains a set of tables and figures supplementing those in Chapter 5. They are
categorised in the three groups of firms, finance and employment. The appendix also contains tables

of government appointed directors and receivers appointed to companies with loan guarantees.

Appendix Il contains company case notes on seven companies which demonstrate the diversity of
different aspects of the how the loan guarantee scheme was applied. The companies range from
cases which did not proceed after approval, to cases with different additional funding histories;

some were successful and others less so.

 The Credit Guarantee Act, 2012 and the Credit Guarantee (Amendment) Act, 2016.
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Chapter 2:  Origins and early development of the loan guarantee scheme

2.1 Introduction

This chapter describes the origins and the early stage development of the loan guarantee scheme
beginning with the proposal which was first recommended to the Executive Council in October 1923.
The resulting legislation was passed by both houses of the Oireachtas ten months later, in spite of
strong opposition from the Department of Finance. The major influence on the legislation was the
Trade Facilities Act passed in Britain in 1921 to address widespread industrial unemployment,
whereas in Ireland, the Trade Loans (Guarantee) Act, 1924, was aimed at generating new industrial
employment. Both measures provided for the state to guarantee loans borrowed by firms for the

purpose.

The chapter then describes the background to the emergence of a loan guarantee scheme. A critical
feature was the central role played by the newly established Department of Industry and Commerce
which proposed the scheme. The department had been unsuc