
ree? 
ets 

Mis 

% 

atone 
Efe 

eee 
eee 

+ 
ee, 

i v
e
s
 

ieee 

é 
Te 

tifa 
eh 

+ NS; 

 



a
e
 

4 

7 

a 

ra 

4 
4 
2 

J 

Wg
 
ij
ot
s 
a
e
 

.r
 

p
e
e
 

-_ 
a
 

TH 

 



This book should be returned to the Library, 
DEPARTMENT OF AGRICULTURE AND FISHERIES, Agri- 
culture House, Kildare Street, Dublin 2, not later 
than the last date marked below. 

    ean Ge s 
PLEASE return books promptly; other members 

may be waiting for them. 

      
PT i ERICEIRA Ea SN aE



Digitized by the Internet Archive 

In 2022 with funding from 

Kahle/Austin Foundation 

https://archive.org/details/irishdepartmento0000fann



The Irish Department of 

Finance 1922-58



 



The Irish Department of 
Finance 1922—58 

Ronan Fanning 

  

Institute of Public Administration 

Dublin



© Ronan Fanning 1978 

The author has been granted access to certain official documents and permission 

for the publication of quotations therefrom by the Minister for Finance, and, in 

certain instances, by other Ministers. The author alone is responsible for the state- 

ments made in this book and the views expressed therein. 

All rights reserved. No part of this book may be reproduced by any means elec- 

tronic or mechanical, including photocopy, without permission in writing from the 

publisher, except by a reviewer, who may quote brief passages in a review to be 

printed in a newspaper or magazine. 

Published by 

Institute of Public Administration 

57/61 Lansdowne Road, 

Dublin 4 

Ireland 

ISBN 0 902173 82 0 

Printed in Ireland by 
Cahill (1976) Ltd. East Wall Road Dublin



Foreword 

Preface 

Prologue 

Abbreviations 

Chapter One: 

Chapter Two: 

Chapter Three: 

Chapter Four: 

Contents 

x1 

Xili 

XVil 

Xx1 

The Historical Background 1919-22 1 
i. The Treasury Remembrancer and Treasury 

(Ireland) 1 
i. The Department of Finance under the First 

Dail and Second Dail 1919-22 13 

The Department of Finance under the Pro- 
visional Government of 1922 30 

i. The Establishment of the Provisional Govern- 
ment 30 

i. Problems of Staffing 36 

ii. Early Policies 43 

iv. The Financial Provisions of the 1922 Con- 

stitution 5h 

v. The Impact of the Civil War 53 

The Search For Stability 1923-24 59 

1. Reorganisation and Recruitment 59 

ii. The Establishment of National Credit 80 

iii. The Shaping of Policy 98 

iv. The Campaign for Retrenchment 105 

Anglo-Irish Financial Relations 1922-26 120 

i. Anglo- -Irish Financial Relations and_ the 

Treaty 120 

ii. The Treasury and the Department of Finance 122 

iti. The Agreement of 12 February 1923 133 

iv. The Compensation (Ireland) Commission 138 

v. The Agreement of 3 December 1925 155 

vi. The Ultimate Financial Settlement of 19 

March 1926 168 

Vv



Chapter Five: 

Chapter Six: 

Chapter Seven: 

Chapter Eight: 

Chapter Nine: 

Chapter Ten: 

Consolidation 1925-31 175 

i. New Horizons 175 

ii. Some Committees and Commissions 192 

ili. The Crisis of 1931 206 

New Masters: The Department of Finance in 

the Thirties 216 

i. The Change of Government 216 
ii. Civil Service Pay: The “Cuts Committee’ 223 

iii. The Brennan Commission 240 

iv. The Impact of the Economic War 244 

v. The Crisis in Agriculture 258 

vi. The 1937 Constitution and the end of the 

Economic War 265 

Anglo-Irish Financial Relations: The Econ- 
omic War 1932-38 276 

i. The Crisis of 1932 276 
ii. The Coal-Cattle Pacts 289 
ii. The 1938 Agreement 297 

The Department of Finance and the Emer- 

gency 308 
i. The Coming of War 308 

ii. The Fear of Invasion 327 

ii. New Directions 347 

Towards the Post-War World: The Depart- 

ment of Finance in the Forties 357 
i. The Central Bank Act of 1942 357 
u. The Link with Sterling 374 
iii. The Aftermath of War 384 
iv. The Dollar Crisis of 1947 397 

The Department of Finance and the First 
Inter-Party Government 405 
i. The European Recovery Programme 411 
u. The Anglo-Irish Economic Discussions of 

June 1948 423



ii. The Use of European Recovery Programme 

Funds 434 
iv. The Devaluation Crisis of 1949 442 
v. The First Capital Budget 456 

Chapter Eleven: The Emergence of Planning 461 
1. The Climacteric of 1951-52 464 
i. 1953 — The Departure of J. J. McElligott 490 
it. The Second Inter-Party Government 500 

iv. “Economic Development” 509 

Chapter Twelve: Functions and Organisation: The Depart- 

ment of Finance from within and with- 

out 520 

i. The Organisation of the Department of 
Finance 521 

ii. The “Finance Attitude” 564 

Epilogue: After Economic Development 596 

Conclusion 626 

Notes 635 

Appendix One: Ministers for Finance 1919—77 685 

Appendix Two: — Secretaries of the Department of Finance 

1922-1977 687 

Appendix Three: Functions and Services assigned to the 
Department of Finance in 1922 688 

Appendix Four: Organisation of the Department of Finance 
in 1977 689 

Note on sources 690 

Index 696



6 he one 2 “2 

i 

       

       
  

— 
. Pe ee ee 

: a a. - 

a 
th



To Dudley and Desmond 
who set me on this path



 



Foreword 

In 1970 Mr C. H. Murray, then Secretary of the Department of 
Finance, suggested to me that since the Department was approaching 

its 50th year in existence its history should be written. I thought this a 

good idea and gave my agreement. Mr Richie Ryan TD, during his 
term of office as Minister for Finance, approved the continuation of 

the work. 

Dr Fanning’s book reflects the objective approach of a trained his- 

torian in its skilled use of source documents and personal recollections 

and in its interpretation of facts and events. In preparing it he had full 

access to departmental papers and was given an entirely free hand in 

using the material available. He also interviewed many former Mini- 

sters and civil servants. 

As a politician, it is probably inevitable that I should notice that the 

book has less of the political, as distinct from the financial and 

administrative, considerations that influenced Ministers and Govern- 

ments. This is understandable in a history based on departmental 

sources. It is, I suppose, a reflection of the fact that politicians are not 

required to commit their thoughts to paper to the same degree as civil 

servants. 
Apart from its interest to students of public finance this book should 

have a wider appeal in that it shows how a major Irish Department 

worked and developed over a period of almost half a century after 

independence. It thus adds to the growing body of knowledge on our 

machinery of government. It is inevitably one man’s view. Others no 

doubt would see things differently. But this is part of the fascination 

of history; the research and the debate rarely, if ever, reach finality. 

GEORGE COLLEY 

Tanaiste and Minister for Finance 
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Preface 

In October 1970, when I was first invited to write a history of the 

Department of Finance by Mr. C. H. Murray (then the Secretary of 

the Department), it was immediately apparent that the opportunity 
offered me was unique. No professional historian had previously been 

given access to the archives of an Irish government department. At 

that time, indeed, none of the official records accumulated since the 

foundation of the state had been released to historians and there was, 

and still is, no archival legislation regulating the preservation and 

release of such records. 
Nor was it envisaged that this book should be an “‘official” history 

in any other than the sense that it had been commissioned by the 

Department; it was never contemplated that I, as author, should 

become attached to the Department in any formal sense, even on a 

temporary basis. My brief was to write the definitive history of the 

Department of Finance, paying particular attention to the Depart- 

ment’s origins and early years and I was given no more detailed terms 

of reference. The structure of this book, was thus a matter for my dis- 

cretion and I did not even propose an outline until some time later 

when I had been able to complete considerable preliminary research. 

The records of the Department of Finance have not been organised 

on any archival basis and no distinction is drawn between the Depart- 

ment’s current files and the files which might be described as com- 

prising the Department’s historical records; both are lodged in the 

working registries of the Department. Under these circumstances and 

in order that my access to the Department's records should be in no 

way restricted, I agreed to sign the declaration required by the 

Official Secrets Act. 
I did so only with some misgivings: there were no precedents as no 

comparable exercise -had previously been attempted, and I feared it 

might be difficult to reconcile the expectations of the Department 

with the demands of historical scholarship. Such fears soon proved 

groundless. Mr Murray's comments and criticisms (offered in response 

to my first draft of successive chapters) never sought materially to 

change, let alone to censor, what I had written; not once, it should be 

recorded, did he suggest the deletion of any of the innumerable 

quotations drawn from the Department’s records. This book, then, 

xill
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remains very much as it was first written and its detail — down to the 

choice, for example, of 1958 as the terminal date* —- was also a 

matter for my own judgement. 
But the central role played by the Department of Finance in the 

Irish system of government has meant that little has happened since 
1922 to which reference may not be found in some shape or form in 
the departmental files and the consequent embarrassment of riches has 
made this choice of detail peculiarly difficult. This difficulty was com- 
pounded, moreover, by the sheer volume of records and by the ab- 
sence of proper archival arrangement; much interesting material has 
doubtless remained unearthed. These caveats aside, the choice was 

primarily dictated by my decision to concentrate upon those issues 
which examination of the files revealed had seemed to loom largest in 
the minds of the Department’s leading officials at any given time. It 
became more and more difficult to apply this criterion as the Depart- 
ment grew older and as its responsibilities expanded, most notably in 
the postwar years, and I am conscious that another historian — still 
more, perhaps, an economist or a political scientist — might well 
have chosen differently. 

One other point about format seems apposite. I decided from the 
beginning to quote frequently and extensively from the documents at 
my disposal, notwithstanding the realisation that certain readers might 
find the result somewhat indigestible. But, given the special circum- 
stances under which I was writing and, in particular, that the docu- 

ments in question are not generally accessible, I felt under an obliga- 
tion to reproduce the widest possible range of primary source material 
in its original form for the benefit of other scholars, not only in 
history, but in economics, political science and other related disci- 

plines. 
It remains, finally, for me to thank all those who have helped me, 

beginning with the Tanaiste and Minister for Finance, Mr George 
Colley, who first approved of the project when it began in 1970 and 
again when he resumed office as Minister for Finance when it was 
nearing completion. My thanks are also due to Mr Richie Ryan who 
similarly granted his approval when he became Minister for Finance 
in 1973. 

My greatest debt, however, as the earlier paragraphs of this preface 
may already have made plain, is to Mr C. H. Murray. This debt, 
indeed, I cannot adequately acknowledge: suffice it to say that I could 
*See below, pp. 597-9
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not have written the book I wanted to write, and have written, with- 

out the freedom he gave me. Moreover, although the text was almost 
complete when Mr Murray left the Department of Finance in 1976 to 
become Governor of the Central Bank, he agreed to play the same 
role as before in commenting upon what remained to be written and 

upon the final draft. 
I am also deeply indebted to the present Secretary of the Depart- 

ment of Finance, Mr T. F. O Cofaigh, and to his immediate pre- 

decessor, Mr M. N. O Murchu, for generously suggesting that I 

should go on dealing directly with Mr Murray in the interests of con- 

tinuity and for everything else they have done to bring the enterprise 
to fruition. 

Dr T. K. Whitaker kindly consented to read the later chapters in 

draft and his painstaking notes and comments were most illuminating. 
I am specially grateful to Mr R. J. Curran of the Department of 

Finance who has acted as my direct link or liaison with the Depart- 

ment and its officials, both past and present, throughout the seven 

years. He, too, read the complete text in successive drafts and made 

many useful suggestions. His was also the unenviable chore of coping 

with the multitude of practical problems I encountered and, in this 

respect above all, his help was invaluable; without him, a long road 

would have been much longer. 
Certain academic colleagues have also aided me greatly: Patrick 

Lynch (who was associated with my undertaking this project from the 

start), Dudley Edwards and Desmond Williams all read the first draft; 

and Dr F. S. L. Lyons also read some of the early chapters. I am most 

grateful to all of them for their wise advice and warm encourage- 

ment. 
Further acknowledgements of specific assistance appear in the re- 

ference notes at the end of this book and it seems invidious otherwise 

to distinguish here between the many others who have helped me. 

These include: Mr Frank Aiken; the late Mr A. W. Bayne; the late 

Mr Ernest Blythe; the late Dr Joseph Brennan; Dr L. M. Fitzgerald; 

Mr Sarsfield Hogan; Miss Kerry Holland; Mr Paul Keating; Miss 

Sheila Lawlor; Dr John Leydon; Mr Sean MacBride; Dr John 

McColgan; the late Dr J. J. McElligott; Mr Sean MacEntee; Mr 

Patrick McGilligan; Mr Brendan Mac Giolla Choille; Miss Deirdre 

McMahon; the late Mr O. J. McWilliams; Mr D. J. Maher; Mr 

Maurice Manning; Mr J. J. Manweiler; Mr John G. Molloy and his 

colleagues at the Irish Embassy in Washington D.C.; Dr Maurice
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Moynihan; Mr Thomas Murray; Dr Leon O Broin; Mr Séamus O 

Conaill; Mr P. §. O Muireadaigh; Professor Kevin B. Nowlan; Dr 

N. S. O Nuallain; Mr O. J. Redmond; Professor Ted Wilson. 

Lastly, I want to thank my publishers. Jim O’Donneil, Jonathan 

Williams and Tony Farmar have all been closely involved in various 

phases of the preparation of the final text and their enthusiasm and 

support have meant much to me. 

Ronan Fanning 
February 1978



Prologue 

Not the least of the problems confronting the historian of the Irish 
Department of Finance is to decide how much of his space to devote 
to the larger canvas of modern Irish historical development which 
provides the backdrop against which his work must be viewed. Two 
factors compound this difficulty. First, that 1919-22, the years of the 
Department's origins, are singularly turbulent and controversial years 
in Irish history; second, that the primary sources upon which the 
definitive history of Ireland since independence must be based have 
not yet become accessible — indeed the first draft of this book was 
nearing completion before any Irish government archives were opened 
to historians.* But, although the significance of certain findings, now 
documented for the first time as a result of research done for this 
book, may extend far beyond the limits of the Department of Finance 
and may thus contribute to the reinterpretation of modern Irish 
history, nothing in the nature of a general outline of that history is 
attempted. 

Irish readers, obviously, are much more likely to read a work such 
as this than readers of other nationalities and some familiarity with the 
historical background has therefore been assumed. But other readers 
may view this book from a different perspective. They may have little 
interest in, or knowledge of, Irish history, but may rather be con- 
cerned with, say, the comparative history of government administra- 
tion or the conduct of financial administration in the states of western 
Europe or in the states which have achieved independence in the 
twentieth century. What follows is an attempt to provide such readers 
with a brief historical introduction by way of prologue. 

The Ireland of 1919 was still an integral part of the United King- 
dom of Great Britain and Ireland which had been established by the 
Act of Union of 1800. This Act had abolished the separate Irish parlia- 
ment and provided that Ireland’s elected representatives should hence- 
forth sit in the United Kingdom parliament in London. Irish political 
divisions had since centered upon this British connection which, in 
general, the nationalist, Catholic, majority sought to loosen and the 
unionist, Protestant, minority to preserve intact. 

Irish nationalists fell into two separate, if not always distinct, 
groupings. Constitutional nationalists advocated parliamentary and 
* See below, p. 597. 
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nonviolent methods in pursuit of independence which, towards the 

end of the century, took the form of a demand for Irish home rule — 

a demand, that is, for the re-establishment of an independent Irish 

parliament with responsibility for all Irish domestic affairs. Revolu- 
tionary nationalists, on the other hand, were committed to using 

armed force to realise their separatist ideal of an Irish republic com- 
pletely independent of Britain, although they were unable to mount a 
serious challenge to the home rule party’s command of the allegiance 
of the great majority of Irish nationalists between 1880 and 1914. 

Irish unionists provided the real opposition to the home rule party 
in Ireland during these years. The Protestant minority were in a 
majority in the six north-eastern counties of Ireland and their Ulster 
Unionist party swiftly became as predominant within that geogra- 
phical area as the home rule party were in the rest of Ireland. The 
violence and intransigence of Unionist opposition to home rule came 
to a head in 1912-14 when the third home rule bill was before parlia- 
ment and when Ulster Unionists proclaimed that they would resist 
home rule with every means at their disposal, even if it meant civil 

war. 
But World War I changed everything. A compromise decision to 

postpone home rule until the end of the war weakened the constitu- 
tional nationalists. At Easter 1916, moreover, the revolutionary 

nationalists, in keeping with their traditional slogan that ““England’s 

difficulty is Ireland’s opportunity’’, launched a rebellion and pro- 

claimed an Irish Republic. Although the rebellion was not popular in 
Ireland and was easily suppressed by superior British military force, 
when the British executed fifteen of the rebel leaders public opinion 
became more sympathetic to the revolutionary cause. The threat that 
conscription would be applied to Ireland and the vacillations between 
coercion and conciliation of a British government preoccupied by the 
war in Europe contributed to this process. In the next election, in 
1918, the heirs of the 1916 rebels (the Sinn Féin party) displaced the 
home rule party as the elected representatives of nationalist Ireland. 

Sinn Féin refused to attend the United Kingdom parliament in 
London but instead renewed their unilateral declaration of an 
independent Irish Republic and established their own parliament in 
Dublin — the Dail. The British refused to recognise the Dail and this 
led to the Anglo-Irish guerilla war of 1919-21. 

Britain’s post-World War Irish policy was founded on two 
propositions: that an Irish settlement must safeguard Ulster Unionist



The Irish Department of Finance 1922-58 xix 

interests and that no part of Ireland could be permitted to establish a 
republic independent of the British Empire. The result was the 
Government of Ireland Act 1920 which provided for two separate 
home rule parliaments, one for the six north-eastern counties and one 
for the rest of Ireland, and for continued Irish representation in the 
United Kingdom parliament. 

Sinn Féin and the Dail rejected the 1920 act but were unable to pre- 
vent its implementation in the north. Ireland was, and has. remained, 
effectively partitioned since the opening of the Northern Ireland par- 
liament in June 1921. 

A truce, in July 1921, ended the Anglo-Irish war and the ensuing 
negotiations led to the Anglo-Irish Treaty of 6 December 1921. 
Although Northern Ireland opted out of the Treaty settlement, it con- 
ferred upon the rest of Ireland the status of a self-governing dominion 
within the British Empire. 

But the Treaty split the revolutionary nationalists asunder. A large 
minority bitterly opposed it and held out for a republic, notwith- 
standing the popular endorsement of the pro-Treaty side in an elec- 
tion in June 1922. The civil war of 1922-23 followed. The supporters 
of the Treaty prevailed, having formed the first government of the 
new dominion, the Irish Free State, which came into existence in 
December 1922. 

The defeated republicans at first refused to participate in the institu- 
tions of the Irish Free State. In 1927, however, a new republican 
party, Fianna Fail, which had been founded the previous year, entered 
the Dail as the principal opposition party. 

Fianna Fail became the government party when they won the 1932 
election and they remained in office until 1948. The early nineteen- 
thirties witnessed an Anglo-Irish tariff war and a general deterioration 
in relations with the United Kingdom as the Fianna Fail government 
began enacting legislation to expunge certain features of the Treaty 
(such as the oath of allegiance to the British Crown) which republi- 
cans found especially repugnant; in 1937 they enacted a new constitu- 
tion which renamed the state “Ireland” (or “‘Kire”) and which was 
republican in all but name. The 1937 constitution completed the 
process of a unilateral Irish redefinition of the constitutional relation- 
ship with the United Kingdom and the Fianna Fail government was 
now ready to enter into negotiations with Britain. 

These negotiations gave rise to the Anglo-Irish agreements of 1938 
which ended the tariff war and returned certain ports (retained by the
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British under the Treaty) to Irish control. The return of the ports 

assumed a new significance at the outbreak of World War II, since 

the Irish government’s policy of neutrality could not have been sus- 
tained had there been a continued British military presence on Irish 
soil. In the event Irish neutrality, which was supported by all parties 
in the Dail, was not violated. 

But, if neutrality enabled Ireland to escape the horrors of war, the 

economic deprivation which war brought in its train could not be 
avoided. Irish isolation was prolonged, moreover, by her strained 
relations with the victorious Allies which resulted from her strict 
adherence to neutrality. The consequent economic difficulties are 
thought to have contributed to Fianna Fail’s defeat in the 1948 elec- 
tion. 

The new inter-party government, headed by Fine Gael (the suc- 

cessors of the old pro-Treaty party), completed the process of Irish 
disengagement from the British Commonwealth when they repealed 
the External Relations Act in 1948 and declared the Republic of 
Ireland in 1949. 

The Republic of Ireland Act marked the opening of a new phase in 
Irish party politics. Anglo-Irish relations, the nature of the continuing 
British connection which had given party political divisions much of 
their meaning ever since the Treaty split, were subsequently less rele- 
vant. 

The next decade was a time of flux: four changes of government 
between 1948 and 1957 — two terms of coalition government 
(1948-51 and 1954-57) broke Fianna Fail’s hold on office — in com- 
parison with only one change of government during the previous 
twenty-five years well illustrated the changing nature of Irish politics. 
Social and economic issues loomed larger in the electoral conscious- 
ness than ever before and it is in these years, perhaps, that we may 
trace the first faint outline of the evolution of contemporary Ireland.
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CHAPTER ONE 

The Historical Background 1919-22 

There was no “department of finance’’, no “minister for finance’’, in 
Ireland under the Act of Union and it is only with the founding 
of Dail Eireann in January 1919 that these titles make their first 
appearance. But while the constitutional theory of the revolutionary 
nationalists who founded the Dail and who won independence in 
1921-22 conceived of the Department of Finance as emerging fully 
grown from the soil of the revolution and as the only begetter of the 
Department of Finance as it has existed since 1922, in practice the 
Department’s origins were much more complex. For the post-1922 
Department, as we shall again and again have occasion to remark in 
the pages which follow, was closely and consciously modelled upon 
the British system of financial administration in Ireland in the nine- 
teenth and early twentieth centuries. We must, therefore, look briefly 
at that system before turning to an account of the Department of 
Finance of the First and Second Dail. 

I: The Treasury Remembrancer and Treasury (Ireland) 
Few aspects of modern Irish history are as labyrinthine as the history 
of Irish administration under the Act of Union. This complexity 
stemmed from a fundamental anomaly in the Act which abolished 
the separate Irish parliament of the eighteenth century and provided 
that henceforth Irish elected representatives would sit with their 
British counterparts in the Westminster parliament of what was to be 
the United Kingdom of Great Britain and Ireland. However, this 
union of legislatures was not mirrored by a union of executives and 
this was why Ireland under the Union, according to one anonymous 
British official serving there early in the twentieth century, was 

1
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... the most queerly governed country, the most expensively governed 

country and the most inconsistently governed country in the world 

.... Before the Union, Ireland was like a colony. She had a par- 

liament and a governor. The Union took away the parliament, but left 

the governorship — left the Vice-royalty and [Dublin] Castle. That is the 

inconsistency. If they wanted the Union consistent, they ought to have 

swept away the Castle as well as the parliament, and put Irish affairs in 

the hands of a Secretary of State in London. That was not done. The 

Castle was kept. You have now two executives: an executive in Dublin, 
and an executive in London.’ 

Although the Irish executive was theoretically subordinate to the 
British cabinet, in practice it enjoyed wide discretionary powers and 

considerable independence. The degree of this independence varied 

with the changing personnel of the two bodies and was ordinarily in 

inverse ratio to the time and energy which the cabinet (and the Prime 
Minister in particular) was prepared to expend upon Irish affairs. 

Nothing better testifies to the reality of this independence, however, 

than that the Irish executive commonly enjoyed the title of the “Irish 
government’. 

The Irish government was headed by a triumvirate: the Lord Lieu- 

tenant (the sovereign’s personal representative and as such its titular 
head); the Chief Secretary (the minister with parliamentary respon- 
sibility for Irish affairs and the real source of power and patronage 
in Dublin Castle, especially when, as happened increasingly 

in the later nineteenth century, he, rather than the Lord Lieutenant, 

exercised the authority commensurate with a seat in the cabinet); 
and the Under Secretary (the most senior civil servant in Dublin 
Castle). 

The Irish executive’s independence was enhanced by the complex 
system of ‘departments’, “‘boards’’ and “‘offices’’, numbering nearly 
fifty in all at the end of the century, through which the business of 
civil government in Ireland was conducted. These were divided into 
twa broad categories: the “departments of the Irish government” (or 
“Trish departments’) and the branches of United Kingdom depart- 
ments functioning in Ireland, although the former group could be sub- 
divided according to the degree of control which the Irish govern- 
ment exercised over them.” 

The departments over which the Irish government exercised direct 
control had proliferated throughout the nineteenth century because of 
the revolutionary expansion of government activity characteristic of
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the United Kingdom as a whole. Hence the expanding functions of 
the Home Office in Britain led to a corresponding increase in the 
immediate responsibilities of the Irish government which centred 
upon this “law and order” function; the departments, other bodies 
and personnel which came under its direct control included the Royal 
Irish Constabulary and the Dublin Metropolitan Police, the Prisons 
Board, the Reformatory and Industrial School Office and resident 
magistrates. 

The intermediate categories included the so-called independent 
departments which owed their existence to the increasing pre- 
occupation with Irish affairs of British legislators in the last thirty 
years of the nineteenth century under the great reforming ministries of 
Gladstone and the consequent Unionist programme of social and 
economic reforms aimed at “‘killing Home Rule with kindness”. Thus 
the Land Commission (founded in 1881) was only under the partial 
control of the Irish government, and the Local Government Board 

(1872) and the Department of Agriculture and Technical Instruction 
(1899) were not under its control despite having the Chief Secretary 
as their ex officio president; neither were the Congested Districts 

Board (1891) and the various Boards of Education under its control, 

except in regard to appointments and, sometimes, their rules of 

business. 

There were other Irish boards and departments, moreover, such as 

the universities and the judiciary over which the Irish government 

exercised not even this minimal control. The Treasury Remem- 

brancer’s Office fell into this category. 

The final category, at the furthest remove from the Irish 
government’s control, consisted of those United Kingdom depart- 

ments, the volume of whose Irish business was sufficiently great to 

warrant their setting up a branch or sub-office in Ireland to co- 
ordinate their activities there. There were obvious reasons of ad- 

ministrative convenience why, to take but a few such instances, the 

Commissioners of Inland Revenue, the Stationery Office and the 

Civil Service Commission should set up Irish branches which could 

in no sense be described as independent Irish departments since they 

conducted their business under the authority of their parent depart- 

ment in Britain and without any reference to the Irish executive. 

“While it cannot be contended that the Lord Lieutenant should 

exercise direct authority in the departmental administration of 

Admiralty, War Office, Post Office, Customs and Inland Revenue’,
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complained the then Under Secretary, Sir David Harrel, in 1896 in 

the course of a memorandum proposing the expansion and rationalisa- 
tion of the Irish government’s functions, ‘‘at the same time where 

questions of policy involving Irish interests arise, it would appear to 
be ... absolutely necessary that the Irish government should be semi- 
officially informed and consulted.’” 

Even this brief outline of the Irish administration under the Union 
reveals something of its extraordinary unwieldiness and complexity 
which gave birth to the aphorism that Ireland had “‘as many boards as 
would make her coffin”. No part of the whole was more cum- 

bersome than the financial administration of Ireland. The old Irish 
Treasury of the eighteenth century, the Act of Union notwith- 
standing, was not abolished until 1817. Until then, although “‘the 
United Parliament imposed taxes on both England and Ireland, ... 

the Irish Treasury collected the Irish Revenue, defrayed the local 
expenditure of Ireland as sanctioned by the United Parliament and 
remitted the surplus in aid of the [Napoleonic] war expenditure.’ 
Thereafter both British and Irish revenue was paid alike into the 
imperial exchequer and Irish expenditure was controlled by the 
Treasury in Whitehall, subject only to the Westminster parliament’s 
imposition and repeal of Irish taxation. 

The middle of the nineteenth century, in Ireland as in the remainder 
of the United Kingdom, had witnessed the growing predominance 
of the Treasury over all other public departments of government and 
the gradual expansion of Treasury control.> These developments even- 
tually led to the creation, by a treasury minute of December 1870, 
of the office of Treasury Remembrancer in Ireland. The new ap- 
pointment, according to an official Treasury account of the office,® 

. was intended to supply the want which the Treasury had for some 
time been increasingly experiencing of an officer resident in Dublin 
to whom they might look for the supply of local information and 
confidential advice on Irish matters. For the sake of economy the officer 
was attached to the branch office of the Paymaster-General’s Department 
in Dublin and performed the duties of Deputy Paymaster as well as those 
of Financial and Consultative Officer to the Board of the Treasury. In 
matters connected with the Pay Office he was subordinated to the 
Paymaster-General. In other matters he received instructions from the 
Treasury Board, to whom he was directly responsible. In 1880 the 
Treasury Remembrancer was forbidden to report to any department 
other than the Treasury. The nomination of the Treasury Remembrancer 
rested with the first Lord of the Treasury.



The Historical Background 1919-22 5 

This, then, was the theory, and we are fortunate in that Maurice 
Headlam (the last man who held the office in this form — between 1 
April 1912 and 1 May 1920) has left us his account of the practice. 

[It] . . . consists, first in agreeing the estimates of the other Departments of 
State for presentation to parliament, and then in sanctioning (or refusing) 
variations from those estimates to meet the necessities of the Departments 
which have cropped up since the estimates were prepared, or which have 
been imposed upon the Departments by fresh legislation. As the estimates 
for the financial year beginning the 1st of April have to be settled finally 
soon after the previous Christmas, and presented to parliament in Feb- 
ruary at the latest; and as those estimates cover the year to the suc- 
ceeding March, the demands to be dealt with are practically continuous, 
as new conditions arise. In dealing with the Departments in London it is 
easy for the Treasury to discuss with the Departmental officials, by visits, 

conferences, and the telephone: it is a matter of going across the street or 
down Whitehall to see one’s Departmental colleagues, or getting them to 
come to the Treasury to explain or justify any points in their estimates. 
The Office of Treasury Remembrancer in Dublin was established, among 
other reasons, in order to get this system of personal explanation between 

the Irish Departments (which were in exactly the same relation as the 
English Departments to the Treasury in the matter of their estimates and 
proposals for expenditure), and to have on the spot a representative of the 
Treasury who is thus able to advise Whitehall. The Treasury Remem- 
brancer was not able to give a decision, unless specially authorised; 
and the procedure was that when the Irish Department sent his proposals 

to Whitehall the paper was returned to Dublin marked ‘refer to the Trea- 

sury Remembrancer’. He undertook the necessary enquiries, and returned 

the paper to the Treasury with his report and advice; and the Treasury 
then gave its decision.’ 

But others viewed the Treasury’s role (and that of the Treasury Re- 

membrancer in particular) less dispassionately. One such was George 

Chester Duggan, the superintending clerk in the Chief Secre- 

tary’s Office Finance Division in 1919-21, working to the assistant 

under secretary, Sir John Taylor. Taylor, wrote Duggan, 

. was hand in glove with the die-hard representative of the Treasury in 

Ireland, Maurice Headlam, the Treasury Remembrancer, who moved 

only in the best circles of the Kildare Street Club where he found landed 

gentry who could provide him with facilities for fly-fishing on his week- 

ends. I foolishly thought that when Departments put forward proposals 

for new financial expenditure, it was part of my duty to examine
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them on their merits, discuss them with the promoting Department 

and advise the Treasury of the views of the Chief Secretary. I was soon 

disillusioned. The document was merely to be copied and sent on with 

a covering letter ‘for consideration’, or (even occasionally) for “favourable 
consideration’ and nothing more, and that was what I was paid for 

doing. The Treasury next returned this letter to the Treasury Remem- 

brancer at the Castle attaching any relevant files and the latter then settled 

directly with Taylor what was to be the fate of the proposal; as both were 

cheese-parers and both were opposed to the policy of killing Home Rule by 

financial bribes there was little that got through the net. 

Catholics were suspect to Taylor, a committed Unionist and a 
Protestant who bitterly resented his subordinacy to the Under Sec- 
retary, James MacMahon (a Catholic, “‘a friend of some members 

of the Hierarchy” and “almost a figurehead’’); he saw MacMahon as 
‘‘a person to be disregarded where questions of policy arose and 
policy affected not only the criminal law but matters of finance.” So 

strongly did he feel on this subject that he objected to Duggan’s 

arranging to share his room with his assistant, Joseph Brennan. Taylor 
suspected Brennan — who once complained about the behaviour of 
General Tudor (the head of the Auxiliaries during the Anglo-Irish 
war) and who, on another occasion, sent a telegram through official 

channels to the Irish Office in London strongly criticising the conduct 
of soldiers of the Essex regiment in Bandon (Brennan’s home town) 
— of Sinn Féin sympathies. Dislike was mutual and Brennan sub- 
sequently described Taylor as “‘a loathsome character, bigoted and 
anti-[rish.’” 

Duggan’s account helps to explain why it was that nowhere in the 
public service of the United Kingdom did the Treasury have a more 
baleful reputation than in the Irish departments. “The permanent 
officials of the Treasury have always hated the name of Ireland’’, 
claimed Sir Henry Robinson, vice-president of the Local Government 

Board and doyen of Irish civil servants after the turn of the century. 
“They seem to have considered that the Irish chief secretaries went to 
too great lengths to propitiate the Irish members [of parliament] and 
did not hesitate to commit the Treasury in favour of unnecessary 
expenditure to make things easier for themselves in the House of 
Commons. It was because of this that the young watch-puppies of the 
Treasury would start up like the fretful porcupine when schemes from 
Irish Departments came before them.”’ 

Not even the most open-handed and enlightened of Chief Sec-
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retaries, Robinson points out, presiding over the sprawling and 
heterogeneous collection of boards and offices of the Irish government 
departments and of the United Kingdom departments functioning in 
Ireland, had any chance of defeating this system. He had to reserve his 
energies for the occasional head-on confrontation on a carefully 
selected major issue and to accept the Treasury viewpoint on the host 
of day-to-day issues which might arise. It is no coincidence that the 
one Chief Secretary whom Robinson exempts from this category 
was A. J. Balfour — who had the advantage of being the nephew and 
confidante of the then Prime Minister, Lord Salisbury — and who, as 
such, had exceptional influence in Whitehall.’ 

But the Treasury (Ireland) of 1914 was not the Treasury (Ireland) 
of 1922, and the system of financial administration inherited by the 
provisional government was in several important respects different 
from that which had prevailed in Ireland for almost half a century 
before the outbreak of World War I. While it is a commonplace for 
students of the Irish civil service to point out the obvious and heavy 
debt which that service owes to the British system from which it 
sprang, it is not so commonly appreciated that the years immediately 

preceding the provisional government’s takeover had witnessed 
extensive changes in the British civil service — changes which 
affected the British Treasury in particular. The pressures of war had 
ruthlessly exposed the weaknesses of the British civil service: the lack 
of coordination and extravagant overlapping of functions between 
government departments and the uncertainty about the source of fin- 

ancial control; it had revealed, above all, the need for a more 

homogeneous, centralised and efficient civil service. Shortly after 
the war ended, special committees reported on the machinery of 
government, on the organisation and staffing of government offices, 

and on the application of the Whitley Report to the administrative 

departments of the civil service.'? The publication of these reports 

culminated in the complete reorganisation of the Treasury from 
September 1919 onwards. 

Under the new scheme the Treasury was divided into three separate 
departments — Finance, Establishments and Supply — each of which 

was headed by a controller with an equivalent status to that of the 

permanent secretaries of other government departments. The per- 

manent secretary of the Treasury, it was announced, was to “‘act as 

Permanent Head of the Civil Service’ and advise the First Lord in 

regard to Civil Service appointments and decorations.’”'! The
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Treasury’s authority was further increased in March 1920 when a 

Treasury circular announced that the Prime Minister's consent was 

necessary before permanent heads of departments, their deputies, 

principal finance officers and principal establishment officers could 
be appointed or moved and, again in July, when the Treasury was 

empowered to make regulations for the control of civil establishments 
over which it was placed. 

“The importance of this”, as a recent historian of the Treasury has 

observed, “‘can hardly be exaggerated. At no time in the past had the 
relationship of Treasury control with the machinery of government 
been so logically formulated or so clearly enunciated.... By 
underlining the special relationship with the Premier and consoli- 
dating the Treasury’s authority over the Civil Service, they amounted 
to a substantially novel departure.’”? It was a departure which was 
to be of profound importance for the Irish, as well as for the British, 

civil service. 
Those civil servants who transferred whether permanently or 

temporarily, from the Treasury and other British departments’® to the 
new Department of Finance under the provisional government in 
1922 and who were responsible for the initial organisation of the new 
department, could not but have been acutely aware of the recent, 
sweeping changes in the Treasury and throughout the British service. 
They did not necessarily conceive of themselves, therefore, as apply- 
ing an old system to their new, Irish circumstances; rather were they 
working a new, almost radically modern, system. Today, fifty years 

on, there is a temptation to see the Department of Finance — in its 
structure (the divisions of Finance, Establishment and Supply endured 
until after World War II), in its hierarchy of secretary, assistant 

secretaries, principals and assistant principals, and in such matters as 
the critical role ascribed to establishment officers and accounting 
officers — as an old and outmoded British inheritance. The inheri- 
tance was inescapable, but it was new, not old, modern, not 
outmoded, in the eyes of the men to whom it was bequeathed. All 
these things became a quintessential part of the Treasury system only as 
a result of the great reforms of 1919—20.'* That the Irishmen who were 
to administer this system in the nineteen twenties and thirties did not 
think of it as old, gave the initial structure and organisation of the 
Department of Finance a durability it otherwise might not have 
possessed. 

In the short term, the implications of the reorganisation of the
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British civil service for what was to be the new Irish civil service 
were clearly spelt out by A. P. Waterfield — then the head of the 
Treasury office in Dublin Castle. The provisional government, wrote 
Waterfield, 

... are no doubt aware that for the last 18 months the Treasury have been 
engaged in reorganising the whole of the Civil Service in England and 
Scotland as well as in Ireland, the clerical and executive staffs being 
regraded in accordance with the recommendations of the Report of the 
National Whitley Council dated 17 February 1920, and the technical or 
professional and subordinate staffs in accordance with various schemes 
prepared after special consideration in each case. The policy is one which 
has been deliberately adopted by the British Government as a necessary 
measure of reform for the Civil Service as a whole, and nothing has been 
done in Ireland otherwise than in accordance with that policy; in other 
words, subject to the following general observations, every single 
question of reorganisation which arose in Ireland was considered and 
decided by the Treasury on exactly the same principles as are being 
applied simultaneously in London and as would have been applied in Irish 
Departments if the British Treasury had been liable to provide for the cost 
of new schemes indefinitely. The Treasury can give the Provisional 
Government an emphatic assurance on this point. 

The general observations referred to above are that the Treasury 
regarded it as part of their duty to hand over the Irish Civil Service in a 
good working order, with their staffs thoroughly overhauled and placed 
on a proper footing as regards pay, grading, number and conditions of 

tenure and service. This process of overhaul comprised two parts:— first 
the working out of an ideal scheme of reorganisation, and secondly the 

application of this scheme to the individual employees. The former 
process might be regarded as purely theoretical, and would not necessarily 
commit the new Government to any obligation. As regards the latter 

process, the Treasury have pledged themselves to the staff associations 

concerned to put the schemes into operation, so far as concerns not only 

all existing employees, but also all applicants for employment in 
Government service to whom the British Government were under a 

moral obligation to provide for such employment (so far as there was 

work to be done) — in such a way that, before the Appointed Day, all 

such persons might be placed in a not less favourable position than they 

might have expected to receive in the ordinary course of promotion 

or appointment, but for the transfer of services on the Appointed 

Day.'° 

Yet if the application of these general, British reforms was of 

undoubted importance in Ireland, there were other, specifically Irish
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and coincidental changes in the administration centred upon Dublin 
Castle which preceded the transfer of power to the provisional 

government. These reforms had their origins, not in World War I, 

but in the Irish war of independence and were of particular relevance 

for the financial administration of Ireland. In the spring of 1920, when 

Lloyd George’s government, having been preoccupied for so long 

with World War I and, in 1919, with the peace conferences, at last 

turned its attention to Ireland, it found the Irish executive at Dublin 

Castle sadly defective. The government’s attempts to remedy this 
state of affairs led to sweeping changes in the Irish administration. 

In the first week of May 1920 a team of British civil servants led by 
no less a person than Sir Warren Fisher, the young and talented new 

permanent secretary to the Treasury and, as such, the new head of the 

British civil service,'® carried out a special investigation. The report of 

Fisher and his subordinates, Cope and Harwood, was nothing less 

than a scarifying indictment of a Castle administration which, in 

Fisher’s words, 

... does not administer. On the mechanical side it can never have been 

good and is now quite obsolete; in the infinitely more important sphere a) 
of informing and advising the Irish Government in relation to policy and 
b) of practical capacity in the application of policy it simply has no 
existence. ... The prevailing conception of the post of Under Secretary 
— who should be the principal permanent adviser of the Irish Government 

in civil affairs — appears to be that he is a routine clerk... . The Chief 

Secretary, for his part appears to be under the illusion that a Civil Servant 

— even though he has the position and emoluments of permanent head of 

the Irish administration — is entirely unconcerned with the exploration 
or settlement of problems which the Irish administration exists to solve.'’ 

The root of the matter, the report declared, was that the chief 

secretary's office “under its present management has lost its grip on 
the civil government of the country... both on its advisory and 
executive sides it fails to fulfil its function as the chief governmental 
organ of the country.” The report argued that such a lamentable state 
of affairs arose from “‘a general confusion as to the quarter in which 
the chief executive authority at present resides’? between the civil 
authority on the one hand and the military authority on the other; it 
accordingly recommended ‘‘a drastic reorganisation of the Ad- 
ministrative Division of the Chief Secretary’s Office” and “‘the in- 
troduction of new and additional personnel... by seconding a



The Historical Background 1919-22 11 

small number of suitable officers from English Departments”. Fisher 
himself, in a special supplementary and confidential report, was even 
more damning. The government of Ireland, he declared ‘“‘strikes one 
as almost woodenly stupid and quite devoid of imagination. It listens 
solely to the ascendancy party ... and it never seemed to think of the 
utility of keeping in close touch with opinions of all kinds.’ 

The recommended changes were immediately implemented. Before 
the month was out, a hand-picked team of British civil servants, 
headed by Sir John Anderson and Alfred Cope (both of whom were 
personally recommended by Fisher)!®, took over Dublin Castle. 
Although in theory Anderson was only joint Under Secretary (with 
James MacMahon), there was no doubt in anyone’s mind that he was 
the “really able and powerful civil servant in control” that Sir 
Warren Fisher had advocated.” With the possible exception of Fisher 
himself, there had been no more meteoric rise within the ranks of the 
twentieth-century civil service than Anderson’s. ‘““Once in a blue 
moon”, wrote Sir Henry Robinson, “‘the open competitive ex- 
amination for the civil service brings to light a man of his excep- 
tional type who no power on earth can prevent from sprinting like 
a flash to the top of the ladder.’’?! Placed first in that examination in 
1905, Anderson had become secretary to the National Insurance 
Commission by 1913; secretary to the newly established Ministry of 
Shipping by 1917 and, on 1 October 1919, had succeeded Fisher 
himself as chairman of the Board of Inland Revenue.” 

The implications for the sphere of financial administration were 
striking. Both Taylor and Headlam went on leave and never returned 
to the Castle; Cope replaced Taylor and A. P. Waterfield, a princi- 
pal assistant secretary at the Treasury, replaced Headlam, although his 
function “‘was to act as Anderson’s chief financial scrutineer, not as a 
Whitehall sleuth.””? Anderson was given new, unique Treasury 
responsibilities: a Treasury circular letter of 25 May 1920 proclaimed 
that he had been assigned “‘in his personal capacity functions in rela- 
tion to expenditure in Ireland analogous in all respects to those 
exercised in London by the Secretary to the Treasury.”** So great, 
indeed, were Anderson’s almost pro-consular powers that they some- 
times produced anomalous results: proposals involving expenditure 
which needed and obtained the Under-Secretary’s (Anderson’s) 
sanction would be sent up by the Chief Secretary’s office (of which 
Anderson was head) to the Treasury’s Irish representative, only there 
to be turned down on Anderson’s authority.*° Such occasional
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incongtuities notwithstanding, it is difficult to gainsay Duggan’s 
opinion when he saw the new régime in operation at first hand: that 
Anderson’s powers were such as “‘no Chief Secretary has ever 
wielded, or is ever again likely to wield.” Duggan concluded that, on 
the financial side where he was working with Brennan and two other 

members of what he described as the “‘posse of civil servants from 
London offices’ (Bernard Gilbert and B.W. Matthews) under 
Waterfield’s supervision, 

. the power of the Treasury given to Sir John Anderson was not 
intended to be used in a niggardly spirit. The open hand of war-time 

expenditure, whose rare refreshing fruit had not yet been tasted in Ireland, 

was to be tried in a new direction. To prevent any misunderstanding a 

new branch of the Treasury was opened in Dublin. It sat where the 

Treasury Remembrancer had sat before, but its functions differed. Pre- 

viously the office was merely an outpost of the Treasury propugna- 
culum imperii, whose main function was to keep its parent oftice posted in 

all the official and political intrigue which underlay most of the proposals 
in Ireland for spending public money. Now it was to become for almost 

all purposes a microcosm in itself.*° 

However, Anderson’s responsibilities, especially in relation to the 
civil government’s responsibility for security, were so large and his 

presence was so frequently demanded in Whitehall for high-level 
conferences on government policy, that he delegated much of his 

authority in Treasury affairs to Waterfield who headed the office set 

up at Dublin Castle under the title of Treasury (Ireland).”’ This office 
remained in existence throughout the transitional period of the 
provisional government and only ended with it on 5 December 1922. 
Consequently, whereas Anderson finally left Ireland before the 
formal handing over of Dublin Castle on 16 January 1922 (the 
powers of his office being largely subsumed in the powers transferred 
to the provisional government), Waterfield remained and played a 
key role in the transfer of the financial administration. 

The reforms in the Castle administration in May 1920 and the setting 
up of Treasury (Ireland) were of crucial importance for the transfer of 
power under the provisional government. The increased efficiency it 
produced together with the sweeping reforms of which Waterfield 
wrote in his memorandum of 22 January 1922 meant that the 
provisional government inherited an administrative machine which 
had been thoroughly overhauled by some of the best brains in the
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British civil service. While it would be wrong to depict the Irish civil 
servants of the early twentieth century as being exclusively Unionist 
and Protestant,?® there can be little doubt that, before the 1920 reform 
of the Castle, the great majority of leading Irish civil servants were 
extremely hostile to Irish revolutionary nationalism and all that it 
represented. ““The phrase ‘Sinn Féin’”’, wrote Warren Fisher in his 
indictment of the Irish administration, 

is a shibboleth with which everyone not a ‘loyalist’ is denounced, and 
from listening to the people of influence you would certainly gather that 
Sinn Féin and outrage were synonyms . . . In fact, the ruling caste reminds 
one of some people in England — mainly to be found in Clubs and 
amongst retired warriors and dowager ladies — who spend their time in 
denunciation of the working classes as ‘socialists’ without ever considering 
(or indeed being able) to analyse what they mean.”? 

The British civil servants who ran the Castle from 1920 had not 
the same political axe to grind; they were neither Nationalist nor 
Unionist, although some of them (notably Alfred Cope) were 
markedly sympathetic to Sinn Féin. They were consequently able to 
sustain a more amicable working relationship with the men who were 
to become the ministers of the provisional government than could pos- 
sibly have been expected of their Irish predecessors, who in the eyes of 
the new government were tarred with the brush of ultra-Unionism 
and Protestant ascendancy; Cope, for instance, had known Michael 
Collins, the first Minister of Finance, since the early summer of 1921.°° 
That the new Irish ministers were able to achieve a modus vivendi with 
the men who ran the Irish administrative machine for the last two 
years of British rule was a factor of inestimable importance for the 
smooth transfer of administrative power under the provisional 
government. And, as we shall see, it was never more important than in 

the case of financial administration and the establishment of the new 
Department of Finance. 

II: The Department of Finance under the First and Second Dail 

1919-22 

The constitution of Dail Eireann, proclaimed when it first assembled 

on 21 January 1919, provided for the appointment of a ministry (its 
formal title) or cabinet of five ministers: a President (or Prime
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Minister — an Priomh-Aireach — and Ministers of Finance, Home 

Affairs, Foreign Affairs and National Defence, all to be nominated by 

the President. The next day, Cathal Brugha (appointed President pro 

tem. in the absence of Eamon de Valera whose escape from Lincoln 

Jail on 3 February was then being plotted) nominated Eoin MacNeill 
as ‘Finance Minister” and this was approved despite the dissent of one 
of the twenty-four deputies present, Piaras Béaslai, noteworthy as the 
very first occasion in the Dail’s proceedings when the dissent of a 
member to the majority view is recorded.*! The temporary nature of 
the appointments made them of no more than nominal significance 
since only one of the five ministers in question (Count Plunkett in 

Foreign Affairs) retained his appointment after de Valera’s return 
when, on 1 April, Brugha tendered his own and his ministry's 

resignation. At this same meeting of the Dail the relevant article of its 
constitution was amended (on de Valera’s nomination, seconded by 
Michael Collins) as follows: 

The Ministry shall consist of a President of the Ministry elected by Dail 
Fireann, and not more than nine Executive Officers, including: 

A Secretary of Finance, 

A Secretary of Home Affairs, 
A Secretary of Foreign Affairs, 

A Secretary of National Defence, 

each of whom the President shall nominate and have power to dismiss.” 

When, having duly been elected President, de Valera made his 

nominations the next day, Secretaries for Labour, for Industries, and 

for Local Government (Countess Markievicz, MacNeill and W. T. 
Cosgrave) were added to the list of Finance (Michael Collins), Home 
Affairs (Arthur Griffith), Defence (Cathal Brugha) and Foreign 
Affairs (Plunkett). “‘Heads’’ of the ““Departments’”’ of Propaganda (L. 
Ginnell) and Agriculture (R. C. Barton) were also made and, finally, 

de Valera said he intended to nominate a Director of Trade and 

Commerce (Ernest Blythe). 
The main significance of these appointments was propagandist — 

Collins observed at the time: “our appointments simply ensure the 
hanging that was only probable had we remained merely members of 
the Dail”.** But it would be wrong to suppose that the Dail 
departments and their ministers left no mark upon the development of 
the provisional government’s departments after the British handed 
over Dublin Castle. There were several reasons why this was
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especially true of the Department of Finance and its secretary or, as he 
continued to be more commonly described, minister: first, because 
Finance was from the beginning listed as the principal of the four 
ministries which had to be represented at cabinet level under the 
Dail’s constitution; second, because of its central role in raising the 
revenue necessary both for the continued operation of the other Dail 
departments and for the prosecution of the Anglo-Irish war; third, 
and most important, because of the central role played both in the 
conduct of the war and in the proceedings of the Dail and its ministry 
by the man who served without interruption as Minister of Finance 
until the provisional government had been established, Michael 
Collins. 

That Collins was likely to enjoy exceptional powers as Minister of 
Finance was evident from the moment when, at the meeting on 2 
April when he was appointed, the Dail decided to suspend its standing 
order on financial procedure until the following November and 
instead agreed that Collins as “the Secretary of Finance is hereby 
authorised to apply monies to such specific objects as the Ministry 
(when not reduced below five in number) shall unanimously 
approve.” 

Collins’s first object and his outstanding achievement as Minister of 
Finance in this period was to raise revenue. It was “obvious that the 
work of our Government cannot be carried on without funds’, 
observed de Valera on 10 April 1919 during his first major speech to 
the Dail outlining his ministry’s policy: “the Minister of Finance is 
accordingly preparing a prospectus which will be shortly published, 
for the issue of a loan of one million sterling — £500,000 to be 
offered to the public for immediate subscription, £250,000 at home 
and £250,000 abroad, in bonds of such amounts as to meet the needs 
of the small subscriber.’ This statement, more ambitious than the Dail 
resolution of a week earlier authorising the ministry “‘to issue Repub- 
lican Bonds to the value of £250,000 in sums of £1 to £1,000”,*” was 
given added weight by its being issued as Dail Decree No. 3; it was in 
fact the first decree issued by the Dail other than the decrees of the 
Declaration of Independence and the Democratic Programme issued 
at the inaugural meeting on 21 January.*8 

The National Loan 

The arrangements for the loan were set in motion on 19 June when
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the Dail approved the loan prospectus, the trustee deed and the 

appointment of the three trustees: de Valera (who had already arrived 

in the United States with the objective of floating the external part of 

the loan), James O’Mara, TD, and the Bishop of Killaloe, Dr. 

Fogarty. The prospectus for the internal loan provided for the issue of 

£250,000 5 per cent registered certificates in denominations of £1, 

£5) 10, 20,650 and Vf 100/sinterest tobe calculated “‘from the 

date when the certificates are fully paid, but not payable until a date 

six months after the Irish Republic has received international 

recognition, and the English have evacuated Ireland.’ The issue was 

priced at £100 per cent, 50 per cent payable on application and the 

remainder in two equal instalments on 1 October and 1 December 

1919; it was laid down that “after the withdrawal of the English 

military forces, this loan becomes the first charge on the revenues of 

the Irish Republic.” The loan was to be used to finance a consular 

service; a national civil service and national arbitration courts; to aid 

Irish industrial development generally and fisheries and reaftorestation 

in particular (the Dail had already voted £5,000 to establish a 
commission to investigate industrial resources); to reopen Limerick 

Technical Schools, recently closed by the British; and to establish land 

tenancy societies and a land bank for which it had already been 
estimated that £200,000 would be required.” 

On 15 August, at a meeting of the Sinn Féin Ard-Chomhairle in 
the Mansion House in Dublin, the news of the national loan was 

made public — the June meeting of the Dail had been private — and 

its dimensions extended still further when Collins reported that de 

Valera wanted to increase the American loan from $1-25 to $5 

million.*° The public appeal, ‘‘to the people of Ireland”’, issued on note- 

paper headed “DAIL EIREANN — Aireacht Airgid — Depart- 

ment of Finance’’ over the signatures of Arthur Griffith as acting 
President and Collins as Minister of Finance, was framed in langu- 
age far removed from the language characteristic of future national 
loans. The loan, it proclaimed, 

will be available for, and it will be applied to, all purposes which tend to 
make Ireland morally and materially strong and self-supporting. 

Through generations of cruel oppression the people of Ireland sustained 
their invincible conviction of the future freedom of the Irish Nation. It is 
our privilege to live in the generation which witnesses the justification of 
serene faith in the justice of God. Today all Irish energies are united to 
consummate the triumph of the National idea. To that end the National
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Loan is issued, and all who lend to Dail Bireann today, lend to ensure the 
dignity, the prosperity, and the independence of the Irish Nation.*! 

Four days later Collins presented a two-page report on his Depart- 
ment to another private session of the Dail, saying that the Finance 
Committee of sixteen deputies set up to establish “machinery through 
which to issue the Loan and collect the subscriptions” had met 
twice and had adopted procedures whereby each deputy would be 
responsible for organising and directing the effort in his own con- 
stituency, although special arrangements would have to be made in 
the case of deputies who were imprisoned or out of the country. Once 
preliminary meetings had been arranged, argued Collins, 

... the work must go ahead rapidly. It will be essential to get on with a 
tush. The Finance Committee will issue for distribution several leaflets 
explaining the intentions of the Loan, the need for money, etc. A big 
advertising campaign will be indulged in, and it is hoped to secure the 
assistance of all the Irish-Ireland organisations in the undertaking. It is, 
however, not feasible to go on with the main public advertising until we 
have a sufficient number of copies of the prospectus delivered to meet our 
requirements. Deputies will understand that the printing of the prospectus 
was a large and extremely difficult undertaking. The Finance Committee 
decided to get 250,000 copies, and it is hoped to secure delivery of these 
during the next three weeks ... when... the general advertising will be 
started at once. The type of advertising will of course largely depend on 
the action of the British censorship towards our notices. It is to be 
expected that the interference will be considerable, hence the great need 
for increased individual effort on the part of all Members of An Dail.*? 

Collins’s apprehensions were soon abundantly justified when, on 12 
September, the British authorities “proclaimed” D4il Eireann an 
illegal and “suppressed” organisation, having earlier proclaimed Sinn 
Féin, the Irish Volunteers and other of the revolutionary nationalist 
organisations. Police and military raided the Sinn Féin offices at 6 
Harcourt Street from where Collins ran his Department of Finance 
business. Collins only escaped by clambering through a skylight and 
across the adjoining roofs. A future Minister for Finance under the 
Free State government, Ernest Blythe, was not so lucky and was 
arrested. The next night, on Collins’s orders, one of the raiding party, 
Detective Hoey, was shot dead outside police headquarters in 
Brunswick Street.*? 

Even so hasty an account of some of the events of these weeks
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shows something of the extraordinarily hazardous circumstances sur- 

rounding the loan’s flotation. Hugh Kennedy, then legal adviser to the 

Department of Local Government and later Attorney General of the 

Free State, succinctly described these circumstances. “The position 

throughout the period of both the First and Second Dail until the 
Treaty’’, asserted Kennedy, 

was that though persons were appointed to Ministerial positions, and staffs 

appointed to help them, it was impossible for them to have permanent or 

continuous location, because during the entire period everyone connected 

with the Dail and its services was hunted down by the British Govern- 

ment; consequently, all offices and office equipment had to be of 

the most portable character, capable of instantaneous removal at the sound 

of the approach of the British Black and Tans or Military. An entire 

Department might find it necessary to make a hurried removal through a 
skylight or down a drainpipe at a moment’s notice. Though daring and 

skill succeeded wonderfully in enabling the Ministers and their staffs to 

execute their functions to a greater or less degree, files of papers and 
records were sometimes seized, and were always in danger of seizure. A 

Ministry could seldom count on more than one night’s rest in a particular 
spot. 

Collins, more than any of his colleagues, became a past master of 

such stratagems. The raid on the Sinn Féin offices prompted him to 
obtain the ministry’s authorisation to buy a house for the work of the 
Dail and from where he could administer the loan; and he arranged 
with Batt O’Connor, a close personal friend and a master builder, to 

buy another house in Harcourt Street (No. 76) where he built “‘a 
secret closet in the thickness of the walls” where books and papers 
could be stored. In mid-October 1919 Collins made another skylight 
escape after a raid, this time by a prearranged route designed by 
O’Connor.* O'Connor also buried the bulk of Collins’s precious 
gold reserves (which totalled £25,000) in a baby’s coffin under the 
floor of his own house at 1 Brendan Road, Donnybrook. After the 
second Harcourt Street raid, Collins moved to Henry Street, first to 
an upstairs room at No. 21 and then, though the aegis of Michael 
Noyk, a Dublin solicitor, next door to 22 and this remained his major 
Finance office until shortly before the truce, when it was discovered 
by the Black and Tans. Collins’s other Finance offices were in Marty 
Street — at No. 22 (where he came closest to being captured in. a 
British raid, the day after the burning of the Custom House in May 
1921), in a secret room in a draper’s shop at No. 28/29 (the official
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address of the Dail Department of Finance after the provisional 
government had been established) — and in 3 St Andrew Street 
where another hidden gold reserve survived the perils of the 
Anglo-Irish war only to fall to Collins’s Irish opponents in the middle 
of the Treaty debates. Nor does this complete the list of Collins’s 
other offices, for he kept separate from his Finance responsibilities the 

innumerable other duties attaching to his three military positions of 
Adjutant General, Director of Organisation and Director of Intel- 

ligence in the Volunteers.* 
Inevitably, historians and Collins’s biographers have tended to 

focus their attention on the more romantic and dramatic aspects of his 

military role, to the relative exclusion of his role as Minister of 
Finance. Yet neither Collins himself nor his British adversaries made 
any such error of judgement. The British immediately reacted to the 
advertisements of the loan by suppressing by military order all 
newspapers in which they appeared, by seizing the copies in question 
and, sometimes, by dismantling the printing machinery of 

newspapers, including the Cork Examiner and Arthur Griffith’s 

Nationality; and this notwithstanding Collins’s precautionary omission 
of any reference to the Dail in the advertisements. Such “wholesale 
suppressions” may well have proved the loan’s most effective 

advertisement, although the resourceful Collins also resorted to such 

methods as making a film advertising the loan which his supporters — 

“forceful young men” — made sure was shown at Dublin cinemas 
before the police could be called.*” “You will be interested to hear that 

the enemy’s chief offensive here at the moment is directed against the 

Loan”’, reported Collins to de Valera in mid-October 1919; “‘men are 

now being arrested for making public reference to the subject.” In a 

second letter two months later Collins wrote that “‘the situation has 

been getting more and more difficult here lately” and that about 

£30,000 had so far been subscribed to the loan: 

. this is not very satisfactory, but the hindrances have been simply 

enormous. Indeed, at the present moment, the main enemy objective 1s 

directed to secure the failure of this enterprise. Yet that objective will not 

be reached, for, although things have been slow, they have been sure, and 

the promises made throughout the country, and reported to me up to the 

present, total something in the neighbourhood of £100,000. Advertising is 

impossible practically, meetings are impossible practically, movements of 

prominent Sinn Féiners are greatly interfered with, so that everything has 

to be done quietly, unassumingly, and with much labour. The
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combination does not appear to appeal to several people, but the ordinary 

men and women are certainly showing the faith that is in them. 

Collins’s optimism was well-founded, although his disillusion with 

the lack of contribution of certain of his would-be supporters would 

afflict him later as well — ‘“‘this enterprise will certainly break my 

heart if anything ever will”, he was to write to Harry Boland in 

April 1920; ‘I never imagined there was so much cowardice, 
dishonesty, hedging, insincerity and meanness in the world.’’*? But by 

then success was assured, as another letter from Collins to de Valera 

in February 1920 makes clear. Having first congratulated de Valera on 

the ‘wonderful success of the Loan in the United States’, Collins 

went on to give a more detailed account of the British campaign 
against the loan in Ireland: 

. .. the enemy Government quickly realised that the economic policy of 
the Dail was as great a danger to them as its political policy, that in fact 

the elected Government of Ireland stood for social and economical 
deliverance, no less than for political deliverance. Without finance, 

however, the policy would be inoperative. The enemy must, therefore, at 
all costs prevent our getting the necessary funds. He attempted, certainly 
— and with a renewed determination and savagery. His military and 
armed police smashed up meetings called to support the Loan. They 
suppressed newspapers, and removed their machinery, if mention was 
made of the Loan. Prospectuses and literature were seized in the Post 
Office where discovered. Everywhere all through the country our 
workers were held up at the point of the bayonet and searched, in some 
cases three and four times in one day. Official action denied us the use of 
motor cars, searches and hold-ups denied us the advantages of even 

horse-vehicles and bicycles. Our people ... had to use the by-ways and 
not infrequently had to cross country to avoid the enemy forces. Men 
were put in jail for requesting applications, and men were put in jail for 
making applications. People found in possession of documents relating to 
the Loan were put in jail, and the entire male Head Office Staff were put 
in jail as an ‘Illegal Assembly’. The Head Office itself was closed by 
enilitary force. 

Yet all the attempts have signally failed. ... We have sent out 
throughout the length of breadth of Ireland 500,000 copies of the 
Prospectus, and 2,000,000 leaflets, and a special letter to over 50,000 
individuals. All this from the Head Office, while many constituencies got 
printing of their own done, amounting to as much as 50,000 leaflets and 
circulars, in some instances. 

In return the response has been splendid. From the constituency of West
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Limerick they have sent us up £10,000, and are by no means finished yet. 
... From Mid-Cork, remote and mountainous, with no town of any size, 
they have sent over £5,000. ... In the Castlebar district alone they have 
collected £2,500. 

Such figures, stressed Collins, were not exceptional and indicated 
‘a very creditable achievement” and an assurance of “‘final success’’.°° 

The scale of that achievement was recognised when the Dail next 
assembled, on 29 June 1920, for its first meeting since the previous 
October. “The Minister for Finance’’, said Arthur Griffith in his 
statement as acting-President, “had accomplished one of the most 

extraordinary feats in the country’s history’: the loan ‘was now 
over-subscribed to the extent of £40,000 in spite of the most 
determined opposition of England.’’>! That Griffith’s praise was in no 
way excessive was plain from Collins’s report on his Department’s 
operations presented to this meeting of the Dail and showing the 
receipts and expenditure for the period ending October 1919, for the 
half-year ending April 1920 and noting the further receipts and 
expenditure. The loan figures showed receipts in excess of £340,000 
(£281,000 Home Issue and £59,000 USA Issue) against expenditure 
of less than £80,000 leaving a balance of some £260,000 — more 

than enough to cover the estimated financial requirements for the next 

six months of £204,000 which Collins simultaneously submitted.” 

With good reason, then, could Collins tell the Dail that he desired to 

dispel the idea that the Loan Fund was going to drag on indefinitely 
and obtain agreement for his motion that it should finally be closed as 

from 17 July. Collins argued that such a move would quicken the 

pace of outstanding contributions and, on 31 July, was able to write 

that the total then exceeded £355,000.™ 

Later figures were still more impressive. Collins gave a final figure 

of £370,165.6.0 in his report to the Dail on 17 September 1920. The 

breakdown of the receipts, by constituencies and provinces, showed 

that the Munster effort was the most successful — over £171,000 and 

almost twice the amount received from any of the other provinces — 

an appropriate outcome in the light of Collins’s special efforts in his 

own Cork constituency where he had attended the inaugural meeting 

at Dunmanway (again, narrowly missing arrest in the process) and 

where he inaugurated the loan with a personal contribution of £25 

which amounted to about a month’s ministerial salary. It was 

Collins’s opinion, in July 1920, that “the prompt response in Mid
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Cork was the greatest factor in making the Loan a success ... Mid 

Cork and West Limerick made a headline at a time when it was 

badly needed.’’* 
The September report also showed the success of the American 

loan, the June figures for which had been misleading because the bulk 
of the receipts and details had not then been communicated to Dublin 
from New York, but the grand total of which was over £505,000,” a 
further upward revision (to $25,000,000) of the amount for issue in 
America was approved by the Dail on 20 August 1919.°’ ““The proper 

handling of the financial issue will be of incalculable advantage to us 
in dealing with the situation as between England and ourselves”, 
declared Collins in his September report and the loan figures pro- 
vided a solid foundation for his claim 

. . to reduce England’s profit on holding the country; to transfer the 

power and advantage which the collection of revenue gives to a 

government; to utilise that power for the mobilisation and direction of 

Irish peace effort against the Enemy — in short to press the national 

riches, as well as the national sentiment, into the service of Ireland — 

These are the national aims we have in view today. They will be achieved 
gradually, but achieved they will be.® 

The loan’s success, unquestionably the outstanding achievement of 

the Dail Department of Finance, made possible what had hitherto 

been impossible: the immediate and rapid expansion of the Dail’s 
activities across a broad front. So much is evident from the most 

cursory comparison of the proceedings at the Dail meeting of 29 June 

1920 with the earlier meetings of 1919. The latter were over- 
whelmingly concerned with declarations of policy, appointments, 

standing orders and other procedural matters and messages (often only 
of a propagandist character) for abroad. The meeting of 29 June, 
which began at 9 am and went on until 10.30 pm, dealt with an 
agenda of twenty-eight items (more than twice the number on any 
previous agenda), many of which required the approval of ex- 
penditure. It enacted no fewer than ten decrees — as many as had 
been enacted by the Dail in the previous twelve months — and all of 
which necessitated expenditure. Thus de Valera was authorised to 
spend $1,500,000 in his American campaign and another $1,000,000 
was voted for defence purposes; the appointment of diplomatic re- 
presentatives to seven European countries, to Russia and to four Ameri- 

can cities, and the appointment of an ambassador to Washing-
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ton was approved; a Land Bank as well as Courts of Justice and 
Equity and Criminal Jurisdiction were established; appropriations 
for departments totalling over £100,000 were approved; £150,000 
was voted for the establishment of an Import and Export Company 
and the possibility even of investing £300,000 or more in Dublin 
Corporation stock was considered.* 

Nor should the impact of the loan upon the rank and file fighting 
in the then rapidly escalating war be ignored. Not only did it make 
possible larger arms and ammunition purchases and the renting of of- 
fices, stores and so on, 

.. . but there was also a psychological factor involved. Volunteer units 
began to shake off the feeling of inadequacy that goes with poverty. ... 
As well as relieving the forces of the revolution of the petty restraints of 
poverty, it provided a means whereby sympathisers both at home and 
abroad could, by their contributions, become positively identified with 
the cause of Irish freedom.” 

There were other reasons why the timing of the loan was crucial. 
The major British escalation of the war (involving, among other 
things, the introduction of the Black and Tans and Auxilaries and the 
reorganisation of Dublin Castle) only began to gather momentum 
from the spring of 1920. While, as we have seen, the obstacles placed 
by the British military in the way of the loan were considerable, they 

would have been still more formidable six months later. But if the 

British had failed to halt the loan, their efforts to capture its proceeds 

vindicated Collins’s assessment of their reaction when he wrote that 

they had “‘seen clearly that the success of the loan is one of our first 

steps to economic freedom — it is the first token of release from the 

strangle grip which English money — or rather our own money in 

English hands — holds us in.” 

Within 2 month of Collins’s prophecy, the safety of the loan’s 

proceeds (lodged in the name of various individuals in separate 

accounts in Dublin banks) was jeopardised by the efforts of Dublin 

Castle. Alan Bell, a resident magistrate, who successfully tracked 

down some of the Land League accounts many years earlier, had been 

similarly engaged in trying to trace the loan accounts under the 

authority of the proclamation of 15 October 1919 which had finally 

“suppressed” the various “‘Irish-Ireland” organisations. By early 

March Bell’s inquiries had reached the point where summonses had 

been served on officials of the Hibernian Bank and of the Munster and
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Leinster Bank, and preliminary depositions were taken from the 

officials in question on 8 and 11 March.® The Minister of Finance 

reacted quickly and ruthlessly in defence of the loan upon which he 

had expended so much energy. On 26 March Alan Bell was taken 

from the crowded tram, at the top of Sandymount Avenue, upon 

which he customarily travelled from his home in Monkstown to the 
Castle, by members of Collins’s ““Squad’”’ and shot dead. The loan 

accounts, recorded the Minister of Finance’s written report to the Dail 
meeting of 29 June, “‘are perfectly safe as the non-success of the bank 
inquiry will assure you all. Were it not, however, for the bank 
inquiry, there would probably be an additional £100 in the interest 
account. We need not regret that now. Details verbally.’ 

The British efforts to capture the loan proceeds did not end there 
and, although Collins’s assurances were in general well-founded, 
they achieved one coup which serves as further testimony to the 
extraordinarily hazardous circumstances under which the Dail Depart- 
ment of Finance had to conduct its affairs. The coup, at the end of 
October 1920, was carried out by the head of the British intelli- 

gence operation at Dublin Castle, Ormonde Winter, and has been 
vividly recorded in the diary of Mark Sturgis, then an assistant under- 
secretary at the Castle: ““O. came in this evening in a chestnut 
moustache and wig, trench coat, flannel trousers and bowler hat — 

looking the most complete swine I ever saw — he had been pinching 
M.C.’s ‘war-chest’ from the Munster and Leinster Bank — quite 
illegally I expect — brought in about £4,000. £15,000 more to 
come. @ 

The episode, although insignificant when set against the overall 
success of the loan, well illustrates the perils due to the general 

intensity of the British military campaign in Ireland between the late 
summer of 1920 and the truce of July 1921, perils which prevented 
the Dail Department of Finance from implementing some of its more 
ambitious policies. Income tax was one notable example. Collins had 
introduced a motion setting up an Income Tax Department at the 
meeting of 29 June, and the Dail had decreed accordingly despite 
apprehensions expressed by some Deputies about its practicality. 
These apprehensions proved justified nine months later when, on 8 
March 1921, the Dail Ministry decided that the collection of income 
tax was “impossible ... in present circumstances’’ and that the best 
that could be hoped for was “‘to instruct income taxpayers not to pay 
and hold for Republican Government”’.® Even this watered-down
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version of the original policy, however, if not swelling the Dail’s 
coffers, contributed to the continuous erosion of British financial 

administration in Ireland and thus to the attainment of the objectives 
of the Dail Department of Finance. 

The Primacy of the Dail Department of Finance 

An examination of the Dail papers for 1919-21 reveals that the 
Department of Finance enjoyed a remarkable ascendancy over the 
other Dail departments. In practice, of course, given the circumstances 

of the Anglo-Irish war and the necessarily simple, not to say pri- 

mitive, character of the administrative machine, the Department of 

Finance was often, for all practical purposes, synonymous with the 
Minister of Finance. The department’s power and prestige thus largely 

derived from the extraordinarily powerful position enjoyed by 
Michael Collins after April 1919. We have already seen how the 

ministers of January-April 1919 were essentially stop-gap appoint- 
ments — the Dail ministry did not begin to meet as a cabinet until 

April. None of the other ministers who had positions in the cabinet as 

of right exercised the power and influence which Collins enjoyed 

over so broad a front and which stemmed not merely from his 

position in the ministry but from the three key posts he held 

simultaneously in the Volunteers. Count Plunkett, the Minister of 

Foreign Affairs, was little more than a figurehead, since what was 

then regarded as ‘‘foreign policy” was essentially de Valera’s re- 

sponsibility. Arthur Griffith, nominally Minister of Home Affairs, 

was acting President and, essentially, the chairman of the ministry 

during de Valera’s absence in the United States from June 1919 to 

December 1920; moreover, he was imprisoned, together with Eoin 

MacNeill (Minister of Industries) from November 1920 until the 

truce. Nor did Cathal Brugha at Defence enjoy the same kind of 

influence as Collins: he declined to draw his ministerial salary and 

throughout the period, was engaged in private commercial activities 

as director of a firm of ecclesiastical suppliers.°’ 

Perhaps the most notorious example of how Collins’s attitude to 

ministerial responsibility differed from his colleagues’, is his oft- 

quoted rebuke to Austin Stack, the acting Minister of Home Affairs, 

for whom de Valera had reserved the last place in his Ministry:* 

“your Department, Austin, is nothing but a bloody joke a Later, 

in March 1921, when Collins wrote to the ministry’s secretary,
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Diarmuid O hEigeartaigh, asking for a complete set of the de- 

partmental reports presented to the Dail at its meeting on 11 March, 

he received the revealing reply that “the reports of the Departments 

of Home Affairs, Irish and Defence were oral and no report was 

presented from Foreign Affairs.’’”° 
There could be no more marked contrast with Collins’s detailed 

reports on the Department of Finance, reports for which he became 
solely responsible when the intensity of the British military campaign 

prevented the Dail from meeting between October 1919 and June 
1920 and when the “Finance Committee” of the Dail withered 
away.’! Another example of Collins’s concern for administrative 
propriety was the motion, which he introduced and which was 
carried at this same meeting, appointing an Accountant General and 

establishing within his department an Audit and Accounts Depart- 
ment. When this was done, said Collins, 

I would propose to make each Department of the Dail self-contained in so 
far as accounts are concerned. All payments on behalf of a particular 
Department being made by that Department in a form and manner 
prescribed by the Accountant General. The accounts of the Department to 
be audited monthly by him, and the books and vouchers kept as laid 
down by him on a general scheme. The value of this would be uniformity 
and constant check. The report ... would show exactly the financial 
position of all Departments, the outgoings and receipts, the amount being 

spent, and the return if any; by a general coordination all books and 
accounts expenses would be saved and, by paying a first class man, all 

expenditure will be regularised and placed upon a business basis. The 
Accountant General would institute a scheme under which an order in 
writing by the persons responsible in each Department would be supplied 
for any goods received, and would also ensure regular payment of bills 
due, which I regret to say is not the case at present in some Departments.” 

The motion specified that the appointee would be a fully qualified 
auditor and accountant and Collins also insisted that “‘it was an in- 
ternal appointment”’ within his department.” The appointment fell to 
George McGrath, with whom Collins had worked in Craig, Gardner 
and Company (the Dublin firm of chartered accountants)” in the 
months before the 1916 Rising and who subsequently became the first 
Comptroller and Auditor-General of the Irish Free State. 

A still earlier example of this same concern for ,administrative 
propriety was the appointment of an auditor (Donal O’Connor & 
Company of Westmoreland Street) approved by the Dail at its
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private session of 27 October 1919 and reappointed at the 29 June 
meeting;”* the auditor’s report on the accounts for 1921 serves as a 
monument to the meticulousness with which Collins, McGrath and 
their staffs kept the Dail accounts notwithstanding the fact that the 
Anglo-Irish war was at its height during the first half of that year.” 

Collins’s personal ascendancy both in the Dail and in the other 
revolutionary organisations, his own personal administrative talents 
and his concern for order and efficiency in administrative matters 
were all factors, then, which contributed to the Department of 
Finance’s occupying the first place in the pecking-order of Dail 
ministries. What is of particular interest in the context of the later 
history of the Department of Finance is that Collins also seems to 
have deliberately set out, as a matter of principle, to establish his 
department’s primacy in certain key areas. On 27 February 1920 
Collins gave notice to O hEigeartaigh that he intended, at that 
night’s Dail Ministry meeting, to move that his department’s business 
(in the form of “‘the passing of money payments”) should “in future 
... be the first business taken up at Ministry meetings, it being 
understood that such payments arise only out of previous decisions” 
and this was duly agreed.”” One is struck, too, by Collins’s insistence 
that he be formally notified in writing by the Dail secretariat of the 
Dail’s “registered . . . decisions involving the expenditure of monies”: 
on 16 July, for example, O hEigeartaigh wrote to Collins listing the 
ten such decisions taken at the meeting of 29 June 1920 — ranging 
from the resolution empowering de Valera “to expend a sum not 
exceeding $1,000,000 to obtain the recognition of the Irish Republic 
by the Government of the United States” to a decision to vote £250 
to enable a deputy suffering from ill-health to go to Canada — and 
outlining also the decisions which otherwise affected the Department 
of Finance, although not necessarily involving direct expenditure.” 

Yet the most important decision which affected the relations 
between the Department of Finance and the other Dail depart- 
ments was one that directly anticipated an important aspect of 
cabinet procedure in the Irish Free State and subsequently: on 30 
September 1921, under the more normal conditions prevailing after 
the end of the war the previous July, the Dail ministry decided that 
“in future, notice of any financial proposal to be brought up at 
Cabinet ... be sent to the Finance Minister and, in general, any 
Minister intending to raise matters that are strictly the business of a 
department other than his own should notify the Minister of that
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Department’, a decision of which all ministers were formally 

notified on 3 October.®° 
One further point about Collins’s attitude towards his departmental 

responsibilities is pertinent, especially in the light of the overall 
responsibility for the civil service as a whole which fell to the 
Minister for Finance under the Irish system of government ad- 
ministration as it developed after 1922: his concern to inculcate a 
sense of proper civil service procedure among his colleagues and 
subordinates. “Please note that all communications to this Department 
should be addressed simply “‘AIREACHT AIRGID’ and not to any 
individual’, wrote Collins to the General Secretariat on 1 March 

1921.8! Collins’s attitude was more strikingly revealed at the time of 
the general election of May 1921, when Kevin O’Higgins (then the 
Substitute-Minister for Local Government) wrote to him pointing out 
that two members of his department’s staff, George Nicholls and 
Lorcan Robbins, were candidates and likely to be elected to what 
became the Second Dail, and asking whether it might be possible to 
arrange for them either not to attend or not to vote in the Dail 

rather than being required to resign their departmental posts from 
which they could ill be spared. “If we institute the practice of having 
members of the Dail also officials of Departments’’ replied Collins, 

‘we shall be doing a thing which will be leaving us open to charges 
of jobbery, and with good reason, I believe. There would be no 

impartial criticism by an official of the Local Government Board who 
was a member of the Dail. He would have no liberty in debate and he 

would have no standing with a local body.” Collins stressed that this 
was his “personal” opinion, but the fact that he took the trouble to 

write in a similar vein to de Valera, saying that the “‘suggestion is 

indefensible”, indicates how strongly he felt, although in the event 
the Dail Ministry meeting which discussed the issue on 30 May 1921 
came to no definite decision.® Collins’s anxiety about departmental 
procedures had been highlighted, moreover, by his complaint to O 
hEigeartaigh on 25 May (the very day of the Volunteers’ largest 
military action in Dublin, the burning of the Custom House) that he 
had yet to receive the estimates due for the half-year July-December 
1921 from many of the Dail departments, including Trade, Foreign 
Affairs, Fisheries, Irish Propaganda and the Secretariat itself.%3 

The Legacy of the Dail Department of Finance 

The Dail Department of Finance was not concerned with framing a
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financial policy or policies other than in the critical area of raising 
revenue by loans. So much was implicitly acknowledged by Collins 
himself when, on 26 August 1921, he spoke to the Dail of his 
department’s achievements exclusively in these terms when seeking 
sanction for further loans.* Yet this is not to deny the legacy be- 
queathed by the Dail Department of Finance to the Department of 
Finance established by the provisional government of 1922. The 
primacy of the Department of Finance vis-a-vis other departments, the 
efforts to establish some kind of system of financial control over those 
other departments, the concern for administrative propriety and for a 
civil service ethos, however rudimentary — all these were in keeping 
with the system of financial administration known as “Treasury 
control” inherited from the British after the provisional government’s 
takeover of Dublin Castle. Conceivably, provisional government 
ministers might not have so readily accepted the rigid orthodoxies of 
financial administration imposed upon their departments by the new 
Finance civil servants had they not earlier been introduced to some- 
what similar concepts as ministers of the Dail. An important 
element of continuity was provided, moreover, by Michael Collins 
taking the Finance portfolio in the provisional government and hold- 
ing it simultaneously with the old Dail Ministry of Finance which con- 
tinued in existence throughout the period of the Second DAil which 
last met on 8 June 1922. The fact that Collins, with the even greater 
weight and authority he enjoyed as chairman of the provisional 
government, chose the Finance portfolio ensured a sense of continuity 
in financial administration and facilitated that smooth transfer of 
administrative functions and establishment of proper financial pro- 
cedures which, as we shall see in chapter two, were characteristics 
of the Department of Finance under the provisional government.



CHAPTER TWO 

The Department of Finance under the 

Provisional Government of 1922 

I: The Establishment of the Provisional Government 

On 12 January 1922 Arthur Griffith, in his capacity as chairman of the 

Irish signatories of the Treaty (under Articles 17 and 18), summoned a 

meeting of the representatives for all Irish constituencies other than 
those in Northern Ireland, who had been returned at the general 

election of May 1921. The meeting (of what Irish constitutional 

theorists described as ‘“‘the members elected to sit in the defunct 

Southern Parliament, that is,...the Second Dail exclusive of any 

member sitting only in respect of a seat in the Northern Parliament’’’) 

assembled in the Mansion House in Dublin on 14 January. Sixty-six 
members attended —— the members of the Dail who had voted for 

the Treaty and the two members elected for Trinity College — 

and, under the same Articles of the Treaty, two resolutions were 
unanimously agreed. The first approved the Treaty. The second 
resolved that “‘a Provisional Government be and is hereby constituted, 

composed of Michael Collins, W. T. Cosgrave, Edmund Duggan, 

Patrick Hogan, Finian Lynch, Joseph McGrath, Kevin O'Higgins and 

of such other persons (if any) as may from time to time be determined 
by the Ministers for the time being.” 

Ministers were not allocated departments and Griffith, in a brief 
speech, underlined the limitations upon the provisional government’s 

powers when he stressed that it had been “‘called into being to take 
charge of carrying out the terms of the Treaty. Dail Eireann remains 
in existence until the terms of the Treaty are carried out, when a 
general election will be called in this country.’” 

Hugh Kennedy, the Law Officer to the provisional government, 
produced the following definition of that government’s power of 
legislation: 

30
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(a) the laws must relate only to matters of administration and that admin- 
istration must be: 

(1) concerned only with functions which at the moment under 
consideration have been actually transferred to the Provisional 
Government; 

(11) concerned only with the 26 counties; 
(ill) provisional only, that is to say, concerned only with matters of 

administration during the period which began on the 6th 
December 1921 and will end upon the constitution of a parlia- 
ment and government of the Irish Free State, or the 6th 
December 1922, whichever be the sooner. 

(b) The Parliament cannot make laws; 
(1) for imposing taxation; or 

(ii) of a permanent character or operating beyond the limit of time 
already mentioned; or 

(ii) affecting the 6 North Eastern counties; or 
(iv) relating to functions or Departments not yet transferred.‘ 

The fact that the provisional government’s legislative powers were 
confined to matters of administration was the largest single limitation 
upon these powers and the limitation which most closely affected 
government departments. The Department of Finance, given the 
absence of any power to impose taxation, was most obviously 
affected. Indeed, Darrell Figgis, writing to Arthur Griffith at the 
latter’s request on the possible composition of the provisional govern- 
ment, suggested that its finances be entrusted to the hands of a 
commission of ministers who would have included all ministers of the 
provisional government and a couple of financial experts such as the 
chief cashier of the Bank of Ireland, rather than to any individual 
minister or department. Figgis argued that “‘a Minister of Finance is 
strictly not required until the constitution has been devised, because a 
Minister of Finance is a legislative rather than an administrative 
appointment. There is no budget to be devised but only monies to be 
transferred and accounts to be kept; this can be done first by a 
committee or interim financial arrangement.””® 

Although Figgis’s plan, which would have had far-reaching 
implications for the development of the Department of Finance, came 
to nothing, it may have contributed to a certain hesitancy which 
characterised the provisional government’s approach to financial 
policy in its first days. It is interesting to note, too, the particular
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implications for financial policy of the limitations upon the pro- 

visional government’s powers as enunciated by Hugh Kennedy. The 

provisional government, wrote Kennedy, “was (a) temporary only, 

merely a transitory machine; and (b) partial, concerned only with 

one aspect of government, namely, the administrative’ — con- 

siderations “perhaps kept in view by referring to the Provisional 

Government as the ‘Temporary Administration’ ’’. This ‘‘temporary 

administration” was made possible by the Transfer of Functions 

Order of 1 April 1922 which we shall shortly be examining in more 

detail but which, insisted Kennedy, 

. was not a complete transfer of government or even of any department 

of government. It was a temporary transfer of the administration of 

certain functions of government for a period not to exceed one year. 
It becomes clear at once from this examination of the matter that, on 

the financial side, nothing could be dealt with except the year’s revenue, 
income and expenditure, and that when charges are mentioned in the 

Transfer of Functions Order, the charges referred to cannot be capital 

charges (if not so expressed) but annual charges on revenue, such charges 
or contributions to charges as are capable of being debited against a year’s 
revenue.° 

Such considerations gave pause to the provisional government. On 
16 January 1922 the British authorities formally handed over Dublin 
Castle to Michael Collins as chairman of the provisional government. 

After the government had held its first meeting that same day, a press 

statement was issued promising a further statement the next day “‘in 

regard to its immediate intentions and policy.”’ The first decision 
about the allocation of ministerial portfolios was taken at that same 

meeting when Collins “indicated that he would take charge of the 

financial arrangements and that Mr. Cosgrave would be associated 
with him”’, although the general allocation of departmental respon- 
sibilities was postponed.® 

When the provisional government met the next day it discussed the 
appointment of a ‘‘Financial Advisory Committee’? — the kind of 
body, presumably, that Darrell Figgis had proposed — but deferred 
the matter “for future consideration’’. It also deferred consideration of 
its financial policy to another, special meeting next day,? but the only 
decision then taken was “‘to ask the Bank of Ireland to act as the 
financial agents of the Government and to endeavour to negotiate a 
credit up to £1 m. from that Bank’’. On this occasion, however,
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Collins did say that “his idea was to have a main [financial | 
committee of four or five, and to draw advisers from amongst reliable 
advisers of the big revenue departments” but further consideration of 
the matter was again deferred and there is no record of the proposals 
being subsequently resurrected.!° The emphasis on revenue is reveal- 
ing. Raising revenue had, as we have seen, been Collins’s principal 
preoccupation as Dail Minister of Finance in 1919-21 and it seems that 
it was still central to his approach to his Finance responsibilities. 

At the same meeting, the provisional government again discussed 
the policy statement which they planned to issue that evening but, 
after a number of drafts had been considered, they decided ‘‘that the 
statement to be issued ... would be confined for the most part to the 
allocation of the existing services amongst the members of the 
provisional government — it being made clear that the Government 
was acting as an Executive Committee and that definite portfolios 
were not being issued.””!! But individual portfolios were issued at this 
meeting and published in a press statement next day: namely Finance 
(Collins), Home Affairs (Duggan), Local Government (Cosgrave), 
Labour (McGrath), Economic Affairs (O’Higgins), Education 
(Lynch) and Agriculture (Hogan). It was at this meeting, too, that the 
first division and allocation was made of the former departments of 
the “Irish government” and the branches of the United Kingdom 
departments functioning in Ireland. 

The lion’s share of these departments and functions were assigned 
to Finance under Michael Collins — no formal reference linking 
Cosgrave to any Finance responsibilities appears despite Collins’s 
earlier declaration of intent. Collins’s department was on this occa- 
sion formally designated not as “Finance” but as “Finance and 
General”. This, together with Collins’s special role in deciding the 
allocation of departments, suggests that he and his colleagues perhaps 
thought that some offices at least were being assigned to him person- 
ally rather than departmentally. 

To this Department with the title of ‘‘Finance and General’’ were 
assigned not merely the five Treasury departments hitherto func- 
tioning in Ireland but also two of the twenty-five departments of 
the Irish government (the Office of the Commissioner of Charitable 
Donations and Bequests and the Office of the Public Trustees) and 
nine of the seventeen branches of United Kingdom departments then 
functioning in Ireland.'? Nor did the allocation of services to the new 
Department of Finance stop there: the title of “Finance and General”
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was immediately dropped and never seems to have been used other 

than on the single occasion referred to here, but the responsibilities 

initially assigned under that title increased. On 7 February, Finance 
took over two offices originally assigned to the Department of 

Economic Affairs under Kevin O’Higgins — the Registry of Business 
Names and the Registry of Jointstock Companies and Newspapers. 
Before the final arrangements for departments were published in the 
British Order-In-Council of 1 April moreover, Finance had added 

two further and much more important acquisitions to its already 

rapidly expanding empire — the Stationery Office and the Office of 
the Civil Service Commissioners. These had been the only offices 
originally assigned to the Department of the Secretariat under 
Diarmuid O hEigeartaigh." 

All decisions on the allocation of British offices and departments 
were, it must be stressed, the prerogative of the provisional 

government. The British did not regard it as any of their business and 
their only contribution was to inquire about how the provisional 
government had decided to assign functions as between its new 
departments in order that they might print that information as part of 
their own legislation.'* This neutral, pragmatic approach may have 
infected the provisional government who, clearly, did not approach 
the transfer in any spirit of radical change. In their eyes it was not an 
administrative revolution, merely an administrative takeover: hence 

their reluctance to tamper with the administrative framework as 
embodied in the organisation of the various British offices and 
departments. Their anxiety for the smoothest possible transition was 
made manifest in their public statement of 19 January which accom- 
panied the announcement of how offices were to be allocated. “The 
provisional government’, they declared, 

is at the present time engaged in completing the details of taking over the 
existing Departments and Offices hitherto administered in Ireland by the 
British Government. 

These services will, during the transition period, be administered by the 
Provisional Government acting as an Executive Committee or Council. 
It is the desire of the Provisional Government that as little inconvenience 
as possible shall be caused to the public during this period, and they have 
accordingly directed that all existing Departments will continue to 
perform their normal functions except in so far as changes may be ordered 
from time to time in the public interest.'5 

The solitary reservation expressed about the British system — that “‘it
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will be obvious that under the altered circumstances certain of the 
Departments . . . will be no longer required, and the present activities 
of [such] Departments will be concluded as soon as possible’! — 
was couched in terms so anodyne as scarcely to cause public alarm. 

On 1 April 1922 Winston Churchill and Michael Collins, as the 
representatives of their respective governments, signed an agreement 
declaring that the transfer of powers would take effect from that day.' 
The agreement was given statutory force by the (British) Irish Free 
State Agreement Act, 1922, and by the Provisional Government 
(Transfer of Functions) Order-in-Council ordered at Windsor Castle 
on 1 April. The twelve page order laid down the powers (and the 
limitations upon those powers) of the provisional government and the 
attached schedule listed the departments of the provisional govern- 
ment and the assignment of functions between them as decided by the 
provisional government at its meeting on 18 January and subse- 
quently. The functions assigned to Finance were listed as follows: 

Departments of Provisional Government 

Ministry of Finance 

Functions assigned 

The financial business of the Provisional Government, including functions 

hitherto performed by the following existing Government departments 

and officers: — 

The Treasury; 

The Commissioners of Inland Revenue and Special Commissioners of 

Income Tax; 

The Commissioners of Customs and Excise; 

The Commissioners of Public Works in Ireland; 

The Irish Insurance Commissioners and the National Insurance Audit 

Department; 

The Commissioner of Valuation and Boundary Surveyor for 

Ireland; 
The Registrar of Friendly Societies; 

The Registrar of Business Names; 

The Registrar of Joint Stock Companies; 
The Commissioners of Charitable Donations and Bequests for Ireland; 

The Paymaster General and Deputy Paymaster for Ireland. 

The Treasury Solicitor for Ireland; 
The Superintendent of the Teachers’ Pension Office; 

The Civil Service Commission; 

The Stationery Office.
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That the list was three times as long as the list of functions assigned 

to any of the other departments reflects the broad range of respon- 

sibilities which were to fall to the Department of Finance in the years 

ahead. The second part of the schedule, moreover, dealt exclusively 

with matters of finance, and specifically with the regulations govern- 
ing the exchequer of the provisional government; it was given as a 
public notice on 31 March and published in Iris Oifigi#il on 7 April:'° 

All sums paid into the Exchequer of the Provisional Government shall 

form the Consolidated Fund of the Provisional Government and shall be 

applied to meet the expenditure on the public services administered by the 
Provisional Government. 

The existing law relating to the Exchequer and the Consolidated Fund 

of the United Kingdom, including the provisions of the Exchequer and 
Audit Departments Act, 1866, (a) and the Acts amending that Act shall 

apply, with the necessary modifications, in respect of the Exchequer and 
Consolidated Fund of the Provisional Government. 

Provided that until the first meeting of the Provisional Parliament and 

for a month thereafter any sums required for defraying the cost of any 
public service administered by the Provisional Government certified by 

the Minister in charge of a Department by which the service is adminis- 

tered, to be so required and (except where the Minister is the Minister of 
Finance) approved by the Minister of Finance, shall be payable out of the 
Exchequer of the Provisional Government in like manner as if the cost of 

that public service were payable out of and charged on the Consolidated 

Fund of the Provisional Government or the growing produce thereof. 

The Minister of Finance of the Provisional Government may borrow 

from any person, and the Bank of Ireland may advance to the Minister of 
Finance, on the credit of the sums so authorised to be paid out of the 
Exchequer of the Provisional Government, any sum or sums not 
exceeding the amount so authorised. 

II: Problems of Staffing 

The first indication of the provisional government’s intentions with 
regard to the takeover and staffing of the civil service is contained in 
their Proclamation of 16 January 1922.'° Having declared that they 
had taken up the duties and functions of the provisional government, 
they directed that 

. all law courts, corporations, councils, departments of state, boards, 
judges, civil servants, officers of the peace, and all public servants and 
functionaries hitherto acting under the authority of the British Govern- 
ment, shall continue to carry out their functions unless and until otherwise
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ordered by us pending the Constitution of the Parliament and Govern- 
ment of Saorstat na hEireann, and without prejudice to the full and free 
exercise by that Parliament and Government, when constituted, of all and 
every one of its powers and authorities in regard to them or any of them. 

And in the meantime we do hereby prohibit the appointing or altering 
of the status, rights, the perquisites or stipend, or the transfer or dismissal 
of any officer, or servant, employee or functionary of the State, without 
the specific authority in that behalf of this Provisional Government, or the 
Minister thereof having authority from us in the particular case.” 

These prohibitions seemed to augur ill for the prospects of civil 

servants then employed in Ireland, but it seems likely that A. P. 

Waterfield was correct when he suggested that the new government 

... do not intend to apply the prohibitions contained in the Proclamation 
as rigidly as might appear at first sight. Their main object is publicity. 
They wanted to make a display of having taken over control as com- 
pletely and effectively as possible as soon as they were installed. Their 
second object is to prevent themselves from being compelled by an enemy 

Treasury to accept liability for salaries at rates which they had not 
approved and thirdly they want to prevent the Northern Government 
from having the pick of the best men in the South before they get into the 
saddle and can see that both sides have a fair dip into a common pool.”! 

The arrangements for staffing the new government's departments 

were indeterminate and, about a week later, Waterfield wrote that he 

had 

not yet been able to ascertain what line the provisional government wish 

to take in dealing with the filling of vacancies of the authorised per- 

manent establishment. 

I understand however that they have no objection to the taking of 

people in a temporary capacity in such a way as will not prejudice their 

future action, and it is of course obvious that we must not allow the 

efficiency cf the department’s working to be impaired by too strict 

adherence to the final terms of the Proclamation . . . I may add that as far 

as I understand it, the view of the provisional government 1s that Irish 

Departments are in the main overstaffed, and that they want to preserve as 

many vacancies as may exist at present in order to absorb such staff as they 

may judge to be redundant.” 

The period between 19 January 1922 and 1 April 1922 was a curious 

kind of false dawn in the history of the Department of Finance. It was 

a time when the Department was beginning to exist but when it had 

not yet formally acquired the powers later assigned to it. This 

interregnum not surprisingly gave rise to many anomalies and much
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confusion. While 1 April was in many cases the date upon which civil 

servants who transferred to, or were lent to Finance, officially took up 

duty and became the responsibility of the new government, some of 

them had transferred some weeks earlier. This, and the fact that their 

salaries were paid until the end of the financial year by the British, for 

obvious reasons of administrative convenience, and the inevitably 

confused and fragmentary state of departmental records during the 

interregnum, make it almost impossible to discover the exact date 

upon which particular civil servants took up their duties in the new 
department. 

Take, for example, the case of William O’Brien, sometimes 

described as the first Secretary of the Department of Finance. No 

formal record of his appointment as Secretary has survived, if, indeed, 

one ever existed.?? O’Brien himself subsequently wrote that he had 
held “the Secretaryship of the Treasury . . . the highest position in the 
Civil Service ... since 2nd February 1922.4 On 28 February 1922 

Michael Collins wrote to the Board of Inland Revenue in London 

officially informing them “‘that the Provisional Government has de- 

cided to appoint Mr. William O’Brien (Principal Inspector of Taxes, 
Jury’s Hotel, Dublin) to be Secretary to the Treasury.’’ Collins 
stated that, “pending definite arrangements’, it had been agreed 

with Sir John Anderson that O’Brien would be released from revenue 

work and lent to the provisional government, and that he was 

now making formal application for the confirmation of this ar- 
rangement.” 

The nomenclature alone reveals something of the uncertainties and 
ambiguities of these early days. The formal title of what became the 
Department of Finance, as proclaimed in the Order-in-Council of 1 
April and as inscribed on official notepaper, was, as it had been under 
the first and second Dail, “Ministry of Finance (Aireacht Airgid)”; 
and an inscription at the head of some of this early notepaper ordained 
that “Any reply to this communication should be addressed to: — The 
Secretary, Ministry of Finance’, but neither title was used con- 
sistently. On 1 February 1922, for example, the Postmaster General, 

J. J. Walsh, was authorised to put P. S. O’Hegarty “‘in charge of 
the General Post Office as Acting-Administrator” and it was agreed 
that this term would be used generally for similar appointments in 
the different offices. Yet the term never seems to have been generally 
used and, on 3 April, the minutes of the provisional government reveal 
that O’Hegarty was described as “Secretary” without further ado.?°
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The minutes reveal no similar reference to the appointment of a 

Secretary to the Department of Finance, nor, indeed, to the majority 
of the other departments; and it is remarkable that neither the 
provisional government nor the first government of the Free State 
ever seem to have formally recorded the names of the various civil 
service heads of their departments of government until after the enact- 
ment of the Ministers and Secretaries Act of 1924. Such records of 
decisions as exist before that point seem to occur on an ad hoc and 
arbitrary basis: on 2 June 1923, for example, the Minister of Defence 
nominated a Captain O’Connor as Secretary of his Department and 
this was formally approved by the Executive Council at a meeting on 
19 June.” 

Nor, as we can see from the extracts quoted from Collins’s and 
O’Brien’s letters, was the title of “Ministry of Finance” used con- 
sistently. The provisional government minutes for 4 May, for 
instance, record Collins reading a letter “which he had issued to all 

Ministers advising them that the Ministry of Finance would be 
responsible for transfers of staff necessitated by the formation of new 

Departments and the reorganisation of old ones and that the decision 

of the Secretary to the Treasury in regard to such transfers should be 
regarded as final.”*® The text of the letter in question, however, 

contains no reference to “the Secretary to the Treasury” but refers 
instead to “the Secretary of the Ministry of Finance’. Incidentally, the 
letter also serves as important early evidence of Collins’s anxiety that 
his ministry should have general control of civil service staffs.” 

The title of the Treasury, then, died hard and it recurs frequently 

throughout the provisional government minutes. However, by the 

end of the provisional government and the establishment of the Free 

State government on 6 December 1922 it was less and less used and on 

17 December, the first reference appears in the Executive Council 

minutes to the Finance Department (as opposed to Ministry). But the 

change is gradual and occasional references to Finance officials as “of 

the Treasury” recur throughout the early twenties.” 
One last point might be made about nomenclature. The Depart- 

ment of Finance formally acquired that title under the Ministers and 

Secretaries Act of 1924 when “Department of Finance (Roinn 

Airgid)” finally replaced “Ministry of Finance (Aireacht Airgid)”’, al- 

though not without a curious rearguard action by the senior Finance 

officials against the change.*! It was then, too, that the ministerial title 

was changed from “Minister of Finance” to “Minister for Finance’.
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A fine disregard for nomenclature and other formalities were 

among the first impressions of Joseph Brennan when he left the 

Treasury (Ireland) office of Dublin Castle to join Collins’s depart- 

ment of which he was shortly to become Secretary. Brennan’s early 

civil service career, after an education at Clongowes, University 

College Dublin and Cambridge, had been impressive. His original 

appointment, as a First Division Clerk in the Customs and Excise 

Department in London at the age of twenty-three, was quickly 

followed (in June 1912) by his transfer to the Chief Secretary’s Office 

in Dublin Castle where we have already seen something of his 

tribulations against the background of the “Protestant/Unionist”’ 
versus. “Catholic/Nationalist”’ feuds which rent that office. Effec- 

tively he was superintending clerk of the office’s finance division 
while G. C. Duggan was seconded to the Ministry of Shipping in 
London during World War I and he and Duggan were the only two 
members of the office favorably to impress Sir Warren Fisher’s team 

who reported on the Castle administration in May 1920. Brennan was 

made a principal officer under the new Anderson régime the next 

month and he had begun thinking about the possibility of transferring 
to the Irish civil service, under the terms of the Government of Ireland 

Act 1920, since at least September 1921, when he sought certification 
as an “Irish officer’? under the terms of the Act.*? Only towards the 

very end of his life did Brennan reveal an extraordinary conflict of 
loyalties into which he was drawn during his last months in Dublin 

Castle. In October 1921, when the Treaty negotiations were in 
progress, the Irish members of the conference sub-committee allocated 

the task of drawing up the financial clauses of the agreement were 
hamstrung by a lack of expert financial advice. Patrick McGilligan, 
a former schoolmate of Brennan’s at Clongowes, advised Michael 
Collins to seek Brennan’s help and arranged a secret meeting between 
the two men. Brennan, although in what he himself later described as 
“a very ticklish situation’’, agreed to help and, working at home at 
night under great pressure, produced a series of ten memoranda for 
Collins’s use on the strict understanding that their authorship would 
not be revealed. Brennan’s memoranda enabled the Irish delegates 
effectively to counter the original British financial claims and it was 
agreed that the settlement of financial differences should be postponed 
until after the establishment of the Free State.% 

Brennan’s transfer finally took place in early February 1922 when 
Collins asked Cope, then in charge of the British administration
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being gradually wound down in Ireland, whether there were any suit- 
able Irishmen working in the Castle who might help him establish his 
new department, and, in particular, set up an exchequer. There was 
no discussion of what Brennan’s official title or salary would be, 
although from 1 April until he became Secretary of the Department 
the following February he is recorded as continuing to hold the rank 
of principal officer. 

Brennan’s was a key appointment. His technical knowledge of 
financial procedures was greater than any of his colleagues in the 
Department under the provisional government and he was to play a 
major rale in laying down the guidelines of proper financial and 
accounting procedures in 1922-23. The absence of suitably qualified 
and experienced civil servants to man the new department was a 
serious problem, although Brennan did succeed in obtaining the 
services of three of his former colleagues from Dublin Castle. The 
most notable of these was Walter Doolin, .a son-in-law of James 
MacMahon, the under secretary, and a contemporary of Brennan’s; he 
was the only other First Division man transferred to the new Depart- 
ment and like Brennan, came in as a principal.* 

Staffing problems were more acute in Finance than in most of the 
other departments of the provisional government because Finance was 
a new department which had had no precise equivalent under the 
former British administration. Most of the other departments 
(Economic Affairs, Labour, Agriculture, Education, Local Govern- 
ment and the Post Office) simply took over the functions and the staff 
of boards or offices already in existence. A. P. Waterfield felt that the 
office of which he was head, Treasury (Ireland), might fill a similar 
role for Finance. “If the Provisional Government ask the Treasury, as 
I think they probably will,’ he wrote, “(O’Brien certainly wishes it, 

and has told me that he will press his request on his Ministers very 
strongly and that he does not anticipate any objection on the score of 
our nationality), then the personnel of Treasury (Ireland) becomes 
merged in the larger question of the constitution of the new Treasury 

of Southern Ireland.’® But O’Brien seems to have underestimated the 

dilemma that such a solution might have created for ministers, and 

Waterfield pressed in vain for a quick decision on whether his staff 

would be required on loan after 1 April, stressing “‘that any proposal 

must emanate from the Provisional Government.’’*” 

Financial as much as political considerations caused provisional 

government ministers to hesitate. At a meeting on 20 March 197? thew
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decided to send their Law Officer, Hugh Kennedy, to London to try 

to persuade the British to agree to an alteration in the clause of the 

draft Order-In-Council relating to the transfer of civil servants,** the 

relevant clause of which read as follows: 

All officers who are on the day of transfer engaged or employed in the dis- 

charge of functions transferred under this Order to the Provisional 

Government shall be transferred to and become officers of the Provisional 

Government.*? 

The provisional government wanted this clause “to be altered to 

provide for transfer on loan pending the establishment of the Free 

State with a provision against alteration in terms of service without 

the consent of the Provisional Government.’’*? The first alteration was 

designed to prevent them being saddled with a civil service establish- 

ment bigger than they needed and more expensive than they could af- 

ford; the second, to protect them against heavy claims for com- 

pensation which might arise under Part 2 of the same clause.*’ On 24 

March Kevin O'Higgins, who had accompanied Hugh Kennedy to 
London, reported that their efforts had been unsuccessful but that they 
‘had secured the insertion of a proviso to the effect that no transfers of 

officers made in pursuance of that article should affect prejudicially 
any claim in respect thereof on the part of the Irish Free State in the ul- 
timate financial settlement.’ 

This compromise dissolved the impasse and, on the following day, 

Waterfield reported that he was now able to give “‘a more definite 

idea of the future of Treasury (Ireland). The Provisional Government 
have asked verbally that as many of us as can and will stay on, will do 
so for at least six months. I have said that Gilbert, Matthews, Getliff 

and myself are all willing to stay on for a period not exceeding six 
months from 1 April.” Waterfield had some qualms about the pro- 
posed arrangement: he felt that there was “some danger of our 
finding it difficult to serve two masters, particularly in the initial 
period” and thought “‘that for the first month at any rate, it would be 
well that the whole Treasury (Ireland) staff should have their salaries 
paid from Whitehall.’’*? He returned to the same theme later when, 
speaking about the confusion that might arise from serving two 
masters, he suggested that there were “bound to be cases in which it 
will be almost impossible for us to give the Provisional Government 
even advice impartially, much more to give an unbiassed decision qua 
Ministry of Finance.’
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In the event Waterfield’s forebodings were unfounded. Treasury 
(Ireland) remained a separate office until the period of the provisional 
government was over and, while its members undoubtedly helped 
smooth the transition for the officials of the new Department of 
Finance, they were not as important in this respect as two officers 
whom the Treasury lent to the new Department (at the latter’s 
request) and who formed part of, and worked out of, the Department 
itself. The first of these was T. K. Bewley whose loan was arranged as 
early as 4 March 1922 and who first took up service in Dublin ten 
days later, remaining there until his return to the Treasury on 27 
January 1923.4° Bewley and Brennan worked closely together 
throughout the period of the provisional government and it was 
recognised that the former’s ‘“‘service and Treasury experience were of 
exceptional value in the creation of the Ministry” and it was “with 
regret that the Minister [of Finance] acceded to Mr Bewley’s request 
to return to his own Department.’’4¢ 

The other important appointment was that of C. J. Gregg. Gregg, 
who came from Kilkenny, had been educated by the Christian 
Brothers there and subsequently at Blackrock College and University 
College Dublin where he took a BA of the old Royal University. By 
1922 his civil service career had brought him to the point where he 
was an Assistant Secretary to the Board of Inland Revenue in London, 
and it was with that rank that he came on loan to the Department of 
Finance on 3 April 1922. He remained there until 1 October 1924 
when he resumed duty with the Inland Revenue in London — he 
subsequently became Chairman of the Board of Inland Revenue from 
1942-48.” Gregg’s major responsibilities were on the establishment 
side of the new Department and he, more than any other single man, 
was responsible for the organisation of the Department and, indeed, of 
the new civil service. 

III: Early Policies 

The limitations upon the powers of the provisional government 
clearly limited the authority, and therefore the policies, of the new 
Department of Finance. The most important of these limitations was 
that the new government had no power to Impose taxation, the 
British Taxing Acts being applicable to the financial year 1922-23, 
although, as Hugh Kennedy pointed out, “subsequently it will be 
open to the Dail and Government of the Irish Free State, if estab-
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lished, either to adopt or to reject such provisions. The Free State 

Parliament will have absolute authority in the matter.’””4* While this 

might at first sight appear a rather irksome restriction upon the 

powers of the new Department, it was only temporary and had the 

advantage of allowing the handful of officials manning the new 

Department to devote their energies to matters of organisation, 

staffing and the establishment of proper procedures of financial 

administration throughout the other departments; to set up, in short, 

the system of Treasury control, or, as it was increasingly to be 

described henceforth, finance control. 

That this was a paramount concern of the Department of Finance 

was unequivocally spelt out in a circular letter issued to all other 

departments on 16 March 1922, a fortnight before the transfer of 

functions formally took place. The letter began by pointing out that 
after 1 April “the Irish public services, with a few exceptions, will be 

directly administered by the Provisional Government’’ 

the duties at present performed by the English Treasury will, 
therefore, be carried out as from that date by this Ministry .. . 

In view of the great uncertainty of the financial situation it is essential 
that the existing financial control should not be relaxed, and that the rule 

should be strictly observed that no proposal involving fresh expenditure 
of public money should be put into effect without the prior concurrence 

of this Department. 

It is, moreover, particularly important that expenditure should not be 

incurred for which provision has not been made in the Estimates tor 

the torthcoming year already submitted by your Department, and this 
Ministry should of course be consulted beforehand if circumstances arise 

in which it is considered necessary to depart from these estimates. 

In cases where limits have been fixed in the past within which expen- 

diture might be incurred without special Treasury sanction, these limits 
will not be altered for the present.*” 

This letter, drafted by T. K. Bewley, the official on loan to the 
Department from the Treasury, and issued over the signature of 
William O’Brien, illustrates the determination of Finance officials not 
to relax the control of other departments which they had inherited 
from the British administrative system. The fact that the powers of the 
provisional government were administrative and not legislative, 
greatly facilitated this aim. In effect it meant that the Department of 
Finance got a head start in that it could, and did, establish a rigorous 
system of controls before the new government was empowered to
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legislate; the powers of the Department in the critical area of financial 
control were not circumscribed as were the powers of their political 
masters. The administrators were free to administer but the legislators 
could not legislate. 

The financial position after 1 April was complicated, moreover, by 
the initial assumption (before it was decided that the provisional 
government would be vested with the legal powers it acquired under 
the Order-In-Council and the Irish Free State Agreement Act) that 
‘‘a Block Vote would be taken in the Imperial Parliament to cover the 
services under the control of the Provisional Government for the first 
few months of the financial year.”’ Under the altered circumstances, 
however, Waterfield suggested that 

. it would be desirable from every point of view to drop the idea of a 
Block Vote, and to take the necessary powers to enable the Provisional 
Government as from the 1st April next to defray expenditure out of its 
own Exchequer by its own executive authority. The procedure would 
probably be that in the interval before the new Irish Parliament can be 
elected and can vote its own estimates, issues would be made from the 
Irish Exchequer to the credit of the Irish Paymaster General from time to 
time on the strength of a certificate by the Lord Lieutenant, acting on the 
advise of the Minister of Finance of the Provisional Government, that 
such and such a sum was necessary to meet the expenses of the Provisional 
Government in administering the public service under their control 
within a given period, such expenditure of course being within the 
average over the same period of the estimated receipts from Irish revenue 
during the year. The question is whether the Provisional Government will 
be able to set up the necessary administrative machinery, consisting 
mainly of an effective system of Treasury control in time.*? 

It was with such considerations in mind that Joseph Brennan com- 
posed a memorandum, which was circulated to all ministers and their 
departments on 16 March 1922, on the principles necessary to secure 
efficient financial administration in the Irish Free State: 

The supreme direction of the financial as of other activities of the State 
will reside in the legislature. The legislature will decide what public 
services are to be maintained, what provision should be made for them 
and from what sources and in what manner the necessary funds should be 
raised. Proposals on these subjects will be introduced in the legislature 
only by the Government of the day through its Minister of Finance. 

With a view to securing that all dealings with the public funds are in 
accordance with the enactments of the legislature there will be a
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parliamentary officer, the comptroller and auditor general, to supervise 

the receipts into and issues from the Exchequer and to audit the public 

accounts. 

The main functions of the Executive Government in regard to finance 

will be vested in the Minister of Finance. On him and on his advisers will 

devolve the duty of preparing the various financial measures that will 

require to be submitted to the legislature. 
The Ministry of Finance will be primarily responsible for the mainten- 

ance of financial order and regularity in all the Accounting Departments 

of the State and in the exercise of this function it will be its duty to lay 
down or require to be laid down in the various Departments such regula- 

tions as provide for the exercise of proper checks and precautions. It will 

have the responsibility of controlling all other Departments in regard to 

all matters involving charges upon the public funds and no such charges 

must be incurred or increased without the previous sanction of the 

Ministry. Thus no action should be taken by any Department in such 

matters as initiating a new service or altering the pay, numbers or 
conditions of service of any members or sections of its staff or otherwise 

pledging the public purse until the written approval of the Ministry has 
first been obtained. 

In exercising the function of control the Ministry will concern itself 

with securing that proper regard is had by several departments to the 
intentions of the legislature respecting expenditure as expressed in the 

various Votes. The framing of these Votes, the definition of the purposes 

to which they are applicable and the designations of their several sub- 
heads are matters specially in the province of the Ministry. In this 

connection it will exercise on behalf of the legislature the important and 

necessarily delegated function of sanctioning the use of savings on some 

sub-heads of a Vote from meeting excesses on others within the limits of 
the total Vote. 

In order that responsibility for all financial transactions of Departments 

may be capable of being definitely fixed, every account or Vote will be in 
the charge of an Accounting Officer who will be designated in every case 
by the Ministry of Finance and will be personally responsible for all the 
transactions of his account. If any disbursement appears to have been made 
from his account without the requisite authority it will be liable to be 
called by the Comptroller and Auditor-General and if a satisfactory 
explanation is not forthcoming the Accounting Officer will be answerable 
to such Committee of the legislature or other body as deals with the 
matters arising on the Comptroller’s reports. In view of this peculiar 
personal responsibility of the Accounting Officer, that officer will be 
normally the ultimate authority within his own Department in deciding 
whether a particular charge is permissible against his Vote.
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The vital position occupied by the Ministry of Finance in the conduct 
of Government and the fundamental importance of the matters with 
which it deals render it very desirable that it should as a rule be directly 
represented on government commissions which may have to consider 
problems involving possible charges on the State. The experience gained 
by the Ministry’s officers through being engaged on such work will also 
enhance the value of these officers’ services in dealing with further 
problems.*! 

Included with this memorandum was a request from the Minister 
of Finance to all the other ministers of the provisional government for 
a short report on the departments for which they were responsible; 
this is but one of the many examples of Finance’s early concern to 
coordinate the workings of all provisional government departments. 
Early in April, the Minister of Finance circulated all other ministers 
with a memorandum on the procedures to be adopted in regard to 
communications between departments, especially in regard to Finance 
matters. 

In this way Finance began to establish its right to communicate 
directly with other departments rather than with the ministers respon- 
sible for those departments.*? Finance continued its regularisation of 
financial procedures with another memorandum, prepared by Brennan 
in consultation with Diarmuid O hEigeartaigh, the secretary to the 
provisional government, and circulated on 7 April. After reaffirm- 
ing the importance of the memorandum of 16 March, this laid down 
the procedure to be followed in any department which wished to pro- 
ceed with a proposal necessitating additional expenditure. The first 
step, it was prescribed, 

... Should be to embody the proposal in official written application to the 
Secretary, Ministry of Finance. This application should normally give all 
the facts essential for its full consideration by the Ministry of Finance, 
setting out the existing facts in regard to the matter in question, the 
grounds upon which a change is proposed and the precise nature and 
estimated cost of the proposal. The Ministry of Finance, having examined 
the application and taken any necessary direction from its Minister, will in 
due course send an official reply which will normally be taken as a final 
ruling. If the decision arrived at through this normal procedure is unsatis- 
factory to the Minister concerned it will be open to him if necessary to 
consult the Minister for Finance further on the subject, and if the matter is 
one of sufficient gravity the ultimate consideration of it may be referred 
to the Provisional Government as a body. In any case the final official
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decision should be issued as a letter or minute from the Ministry of 

Finance. This letter or minute, if it conveys sanction for new expenditure, 

is essential as evidence to be produced by the Department concerned to 

the Comptroller and Auditor-General in support of the expenditure 

incurred. Accounting Officers of the Votes for the several services are 

prohibited from issuing any moneys from these Votes unless they are in 

possession of such a written sanction to rely upon as their authority.” 

This memorandum prompted Patrick Hogan, the Minister of Agri- 

culture, to inquire whether the procedure had already been adopted 

or whether it was merely proposed; ministries, he noted, were 

not asked for their observations. Finance’s reply — by return of 
post — was illuminating: “‘as the procedure in question is only in 
accordance with recognised principles of public finance,” wrote the 
Secretary, “it was not considered necessary to ask for any observations 

in regard to it.””>> There the matter rested and there is no evidence that 

so crucial an issue was ever considered by the provisonal government 
or that, in the event, any matters were considered of “‘sufficient 
gravity” to be referred to it as a body. 

The establishment of proper accounting and auditing procedures 
was another early concern of the Department of Finance. On 31 
March 1922 (the day when the provisional government’s Exchequer 
and Consolidated Fund came into being), Joseph Brennan was 
appointed Comptroller and Auditor-General. In the light of previous 
and future practice it seems highly unorthodox that the Comptroller 
and Auditor-General should have been an officer of the Department 

of Finance rather than an officer of the Dail. The anomaly arose 
because the provisional government was not then responsible to the 
Dail nor, of course, to any other parliamentary body which could 

make the appointment. The appointment could not be postponed 
because the establishment of an Irish Exchequer was contingent 
upon certain procedures being carried out by the “Comptroller and 
Auditor-General” as enacted by the relevant British statutes. So 
Joseph Brennan — who always stressed that the reason he was ap- 
pointed to the service of the provisional government was to set up 
an exchequer — was appointed on the authority of a letter signed by 
Michael Collins. Once the provisional government became respon- 
sible to the Dail and the Constitution was enacted (25 October 1922), 
Article 62 of which provided for the appointment of a Comptroller 
and Auditor-General by the Dail, Brennan’s appointment eftec-



The Department of Finance under the Provisional Government of 1922 49 

tively lapsed. Hence we find the Executive Council minutes of 20 December 1922, a fortnight after the Irish Free State had come into existence, recording that ‘Mr Brennan of the Treasury reported that the funds withdrawn from the Exchequer on the eve of the passing of the Constitution were now almost exhausted and that it would not be possible to obtain further funds from that source except on the authority of the Comptroller and Auditor-General.” Since this appointment had yet to be made, President Cosgrave was authorised to seek a bridging loan from the Bank of Ireland. The situation was finally regularised when the Comptroller and Auditor-General Act 
became law (on 1 January 1923) and when, on 12 January, George 
McGrath (Collins’s Accountant General in the D4il Department of 
Finance) was appointed as the first Comptroller and Auditor-General 
of the Irish Free State, a post he held until 1944.56 

In the meantime Brennan had already established on a firm foot- 
ing what now became the Comptroller and Auditor-General’s 
department. By the end of April 1922 he had already obtained 
William O’Brien’s agreement to his “getting together the beginnings 
of an audit staff.’’ Brennan was particularly concerned with early 
auditing as he thought it would help Finance “‘to establish proper 
order in our financial system and may give us useful information . . . 
for example, if funds of the provisional government are found to be 
applied for purposes for which the British or Belfast Government is 
properly liable.” Brennan subsequently consulted Sir Malcolm 
Ramsay, the British Comptroller and Auditor-General, in London 
about the problems of setting up a proper system of audit and was 
promised his full support and cooperation; early in June, he was 
authorised to go ahead with the work of auditing the monthly 
departmental accounts then beginning to be available, as well as 
instituting “‘a concurrent audit in any case where that seemed to be 
desirable, e.g. the case of the Army where heavy expenditure has 
already taken place without any strict financial control having been 
applied.”’>’ 

From the beginning problems of Army expenditure had caused 
Finance officials especial concern. On 3 April Bewley and Brennan 
discussed financial matters affecting the Army with the Minister of 
Defence, and they were subsequently shown the system of accounts. 
They reported that they thought it essential that, as in any satisfactory 
system of public accounts, “one man shall accept responsibility for all 
the expenditure out of any given Vote, and that he shall obtain
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’ 

authority from the Ministry of Finance to cover such expenditure.’ 

On the problem of whether that man should be a military officer or 

civilian, they said that the former would be quite acceptable if it was 

thought desirable on other grounds provided that he would be “of 

equal rank to the heads of the Army, whose schemes he was 

criticising’’ and they were especially concerned that “the financial 

control of the Army should be kept distinct from executive military 
9 

control. 8 

Finance’s anxiety about Army expenditure did not arise merely 
from the Department’s desire to institute proper procedures in all 

quarters; equally important was the necessity for economy in view of 

the financial crisis then confronting the provisional government. On 4 

May the Secretary sent the Minister a memorandum, prepared by 
Bewley at his request, on the financial position. It was calculated that 

the total expenditure for the current year would be £26}m.: £164m. 
for the ordinary administration of the country by the established 
government departments, and another £10m. for the Army, Civic 
Guard and the scheme of Reconstruction. No provision was made in 
these figures for possible additional expenditure which might be 

recommended by the Postal and Railway Commissions; for the cost 
of reinstating civil servants who had refused to take the oath, or of 

pensioning off those who now wished to resign; or for the payment of 

compensation to those injured in the War or to their dependents. 

Bewley calculated that the cost of all this might amount to another 
£3 to £4 million. Revenue, on the other hand, calculated on the basis 

of the revenue returns for April, would probably not amount to more 

than £20m. Nor did Bewley think it was relevant that some of the 
expenditure was capital expenditure; he thought it improbable that, 
given the prevailing political instability, money could be borrowed at 
a reasonable interest rate from the banks. He suggested, moreover, 
that “‘the present would .. . probably be a very inopportune moment 
for floating a public loan and it is hard to conceive of anything which 
would be politically more unfortunate than an unsuccessful attempt to 
float such a loan.’”? 

Bewley’s recommendations for correcting the imbalance between 
revenue and expenditure included the following: the collection of 
arrears of income tax and the better defence of revenue offices from 
attack; a decision not to apply the recent reduction in postal charges 
introduced in England; an end to all government building except on 
reconstruction schemes (which schemes should also be carefully
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checked); a decision not to employ any more civil servants until the 
existing surplus in some departments had been absorbed: that no 
announcement be made of a separate cost of living index for the Free 
State without Finance first being consulted (Bewley was soon after- 
wards appointed as Finance’s representative on the Cost of Living 
Index Committee, established by the provisional government as he 
had recommended”) and, of particular interest in the context of the 
impact of the civil war upon the Department’s early development, that 
major economies be effected in the administration of the Army and 
of the Civic Guard. 

IV: The Financial Provisions of the 1922 Constitution 

The 1922 Constitution and, later, the 1937 Constitution 

. enshrine what have been called the ‘fundamental principles’ of the 
British financial system. These principles cannot be found in any single 
British statute or codification of laws. Some of them, indeed, rest on 
constitutional usage and not on specific statute, as for instance the doctrine 
that it is the sole prerogative of the Crown, through Ministers, to put 
proposals for expenditure before the Commons. But so far as the system 
depends on statutory provisions, these are ordinary laws, liable to repeal 
or amendment ... In our case we have taken the main principles of the 
British financial system into our Constitution and obviously we would 
have to go to some trouble if we wished to change them.°! 

So Sarsfield Hogan, who joined the Department of Finance of the 

Irish Free State shortly after its inception, has written. The main 
details of the British system, Hogan continues, have been sumar- 

ised by Hilton Young in his book The System of National Finance, 

a work which deserves special mention in so far as it was com- 
mended to all young officials when they first entered the Depart- 
ment of Finance in the twenties and thirties as an indispensable guide, 

almost, indeed, as their bible.*? Young’s 

... first principle is that no money can be got and none spent save on that 

purpose to which Parliament has appropriated it; the second is that 
(subject to minor exceptions) all money got must be paid into a single 

Fund and that all money spent must be paid out of that Fund; and the 
third is that the unit of time in financial administration is the year, with 

the intention that current expenditure for the year shall be met out of the 

current receipts of that year so that neither debts nor surpluses shall 

accumulate on current account.”
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The third principle was enshrined in Articles 36 and 54 of the 1922 

Constitution; the second in Article 61; and the first in Article 37. The 

other financial article of the Constitution (62) provided for the 

appointment of a Comptroller and Auditor-General “‘to act on behalf 

of Saorstat Eireann. He shall control all disbursements and shall audit 

all accounts of moneys administered by or under the authority of 

the Oireachtas.”’ This principle of audit, similarly, was based upon 

British Acts of 1866 and 1921. 

But, as Sarsfield Hogan has observed in his summary of the Irish 

system of financial administration, the principles underlying the fin- 

ancial provisions of the Constitution were “more numerous than 

those enunciated by Hilton Young in relation to the British system’’: 
they were, however, ‘‘natural extensions of, and not novel additions 

to” Young’s principles. Thus the government had the exclusive right 

to submit financial proposals to the Dail.* Clearly then, the Irish 
system of financial controls was, 

. in all its essential features, the British system. This is not surprising 
seeing that the period of over 120 years from the Act of Union until 1922 
coincided, or nearly so, with the most important period of evolution in 
British financial administration, from the reforms of Pitt down to the 
Exchequer and Audit Department Act of 1921. Even if the framers of the 
Irish Constitution had not, as they apparently did, regarded the British 
system as being suitable for a parliamentary democracy, it was much 
easier to adopt well-tried principles with which the transferred adminis- 
trative staffs were familiar than to experiment in innovations.” 

Nor did the provisional government react against the Con- 
stitution’s close adherence to the British model and they gave their 
final approval to the financial articles of the Constitution with- 
out demur in May and June 1922. 

The limitations upon the kind of independence sought by Irish 
revolutionary nationalists in 1919-21 have been well demonstrated by 
Brian Farrell who has argued that, while Sinn Féin sought to “‘build a 
rival structure of government”, their new, rival structure as embodied 
principally in the First Dail was “‘based on the same values as the old. 
The same sources of legitimacy were claimed, the same representative 
functions exercised, the same model of cabinet government with its 
conventions of parliamentary responsibility and answerability adop- 
ted.””°? What was true of the First Dail, founded in the first flush of 
revolutionary ardour, was unlikely to be less true of the provisional
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government, confronted by the spectre of civil war and more con- 
cerned than ever to establish order in its affairs rather than with 
launching innovatory experiments in financial administration. 

V: The Impact of the Civil War 

Fear of civil war and, later, civil war itself dominated the political 
thinking of the provisional government throughout its existence. One 
major consequence of this was the prolongation of the abnormal 
constitutional circumstances when the provisional government was 
not responsible to the Dail. “This is the Parliament of the Irish 
Nation’’, declared Michael Collins in the Dail on 28 February 1922, 
and “‘it is by virtue of the majority of this Parliament that the Treaty 
was passed. Now I am responsible as Minister of Finance to Dail 
Eireann for everything I put before Dail Eireann. I am accountable in 
my position of Minister of Finance in Dail Eireann, but I’ am not 
responsible for things I do in another capacity, I am responsible to the 
electorate who put me into the position and I will be amenable to that 
electorate.’ 

This situation prevailed for almost nine months, far longer than had 
originally been intended, as is clear from the proposal made during 
the Anglo-Irish talks on the implementation of the Treaty at the end 
of January when it was proposed that the Dail should dissolve in 
March and that fresh elections should be held on or about 25 March 
with a view to the Third Dail (or “Provisional Parliament’) as- 
sembling on 3 April.® Fears that an early dissolution might exacerbate 
the schisms which might lead to civil war caused the postponement of 
elections until June. But the assembly of the Third Dail, called first for 

1 July, was again postponed when war finally began and it was 

prorogued by successive proclamations issued on 30 June, 13 July, 26 

July, 12 August and 26 August. When it finally met, on 9 September, 

and when the provisional government was reconstituted and became 
responsible to a parliamentary body for the first time,’? civil war was 

raging and both Collins and Griffith were dead. 

Just as ministers were not responsible to the Dail, neither were 

their individual departments; the many seminal administrative pro- 

posals of Finance were subject to no intensive public scrutiny in 

the Dail — they had simply to satisfy their minister and, in the most 

unlikely event of his colleagues raising objections (something no- 

where recorded in the minutes of the provisional government), the 

other ministers in the government. The absence of public or popular
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examination of Finance’s proposals under the provisional government 

was reinforced by the diminution in powers of the Dail and of its 

ministers during this period. Although separate in theory, the process 

of fusion between the Dail Ministry and the provisional government 

began at a very early stage; three Dail Ministers — Arthur Griffith, 

Richard Mulcahy and Michael Staines — were present by invitation 

at a provisional government meeting on 27 February 1922, and, at all 

subsequent meetings of the provisional government, “Ministers of 

Dail Eireann were invariably in attendance.” The invitations were 

returned and two provisional government ministers were present on 

28 April 1922, the last recorded occasion when the Dail Cabinet 

met as a separate entity.’! But although “‘the composite nature of the 

body meeting officially as the Provisional Government, and the 
large measure of identity of personnel of the two cabinets tended 
to obscure, in practice, the theoretical distinction between their 

functions, with the result that some decisions that were properly the 

functions of the Dail Cabinet were recorded in the minutes of the 

Provisional Government’’,” it was the members of the provisional 

government who were placed at the head of the new departments and 

who exercised administrative power. 

One immediate effect of the outbreak of civil war was to increase 

the already considerable dependence of ministers, particularly in 

administrative matters, upon the senior officials of their departments, 

although it should be emphasised that, even before the civil war 

began, the policies advocated by Finance officials were strongly 
endorsed by Michael Collins as the Minister of Finance. At a meeting 
of the provisional government on 10 May, Collins spoke forcefully of 
the need for economy and specifically commended Brennan’s seminal 
memorandum of 16 March on financial procedure to the attention 
of his colleagues.”? This ministerial support was crucial in enabling 
Finance officials to implement their policies in 1922. That Collins 
(who tended to give Brennan a free hand in making major decisions)”4 
had the power and influence consequent upon his being chairman of 
the provisional government, to say nothing of the popularity and 
reputation he had established in 1919-21, powerfully reinforced the 
Department of Finance's claim to primacy vis-a-vis other departments. 

The next Minister of Finance, W. T. Cosgrave, inherited many of 
the same strengths. He was appointed acting Minister of Finance at a 
meeting of the provisional government on 12 July 1922 (because of 
Collins's absence on military duties) and at the same time was made
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acting chairman of the provisional government.’”> At that meeting 
Cosgrave “emphasised the necessity for adhering to the instructions 
already given to Ministers that no scheme involving expenditure 
should be proceeded with until it had been first considered and 
approved by the Treasury.”’® On 30 August, following Collins’s death, 
Cosgrave assumed the two positions on a permanent basis, becoming 
in addition President of Dail Eireann on 9 September and, on 6 
December, President of the Executive Council; he did not relinquish 
the Ministry of Finance until September 1923. 

These abnormal circumstances, arising, first from the fact of the 
provisional government and, second from the fact of the civil war, 
conferred inestimable advantages upon Finance in its endeavours to 
implement its policies throughout 1922 and 1923. 

Another effect of the civil war upon the Department of Finance, in 
its role as the department with overall administrative and financial 
responsibility, merits special attention in that it illustrates the near 

coincidence between Michael Collins’s concern for propriety in 
civil service matters and traditional British practice. This was the 

decision to ask all civil servants to take a declaration of fidelity to the 

provisional government. On 13 July Collins, by then commander- 
in-chief of the Army, with Cosgrave, now the acting Minister of 
Finance, sent a memorandum to the government which listed a 

number of questions which he favoured circularising to all members 

of the civil service: 

1. Do you promise faithfully to serve the Government elected by the Irish 
People in your position of —______? 

2. Have you taken any part directly or indirectly in the armed conflict 

against the Irish Government? 

3. Have you helped in any way or aided or abetted any torces levying 

War against the Irish Government? 

4. Are you in any way using your official position for the purpose of 

conveying information to the Opponents of the Government, or are 

you in any way conveying information regarding official matters to 

any persons outside the Government service? 

5. Have you read the Official Secrets Act, and are you prepared loyally 

to abide by the terms of same?
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C. J. Gregg, although acknowledging that the matter was one eb 

policy’’, felt that the vast majority were “completely loyal” and that 

the test was aimed “‘against very few”, and he doubted “‘very much 

whether the standard of honour of the few will restrain them from 

giving glibly any assurance of loyalty they may be called upon to 

give.” Proceeding by questionnaire was, he argued, “really of very 

little use if it is intended against the gentleman who takes a general 

oath or makes a general declaration with mental reservations, for the 

mental gymnastics that evolve mental reservations are quite capable of 

dealing with the whole litany of questions.” Gregg therefore argued 

in favour of a simple formal declaration. Although the provisional 

government at first decided that Collins’s proposal was “‘not desir- 
able’, he pressed the matter in a further letter; he was especially con- 

cerned about the loyalty of prison staffs (attached to the Depart- 
ment of Home Affairs) and the officials in Customs and Excise. 
The provisional government then gave way and it was at Collins’s 

suggestion that the matter was referred to the “Treasury”’ to be exam- 
ined and issued. Gregg’s arguments were accepted and the declara- 

tion finally issued on 11 August to be taken by the members of all 

ministries and departments was as he had drafted it: 

I declare that I have not taken any part with or aided or abetted in any 
way whatsoever the forces in revolt against the Irish Provisional 
Government and I promise to be faithful to that Government and to give 

no aid or support of any kind to those who are engaged in conflict against 

the authority of that Government.” 

The episode is instructive, first, for what it reveals of Collins’s 

readiness to follow British precedent (in this case the Official Secrets 
Act) when it suited his purpose; and, second, for what it shows of the 
contidence he reposed in the officials of the Department of Finance 
or, as he then called it, the “Treasury”. The rupture caused by the 
Treaty and the civil war undoubtedly contributed to Collins’s re- 
lance upon his new officials and made it much less likely that the 
provisional government would contemplate establishing their civil 
service upon the old Dail departments rather than upon the civil 
servants who transferred from the British administration. For one 
thing, the Dail departments were too small and rudimentary to serve 
new purposes; for another, they, like the Dail itself and all the other 
bodies of the revolutionary nationalist movement, were split by the
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Treaty and their loyalty to the new government was, at best, less than 
unanimous. The point is underlined by the final figures on the 
composition of the new Free State civil service: the transferred civil 
servants numbered about 21,000 of whom eighty-eight had left or 
been dismissed by the British for political reasons; those ““who had 
served under Dail Eireann in the pre-Treaty period” numbered only 
1313 

Nor should the impact of the tragic circumstances of Collins’s 
death be overlooked. It was not inappropriate that financial as well as 
military considerations prompted his fateful trip to Cork where he 
hoped to recover some of the monies commandeered from the banks 
by the anti-Treaty forces. The same mission brought Joseph Brennan 
to Cork and to London, where he was endeavouring to block bank 

accounts containing government monies diverted by anti-Treaty 
forces, when he got word of Collins’s death.”? Given Collins’s im- 
mense standing with his colleagues in government and the trauma 
of his death, it was unthinkable that they should subsequently have 
questioned the financial and administrative policies which he had 

supported and which the officials of Finance had already begun 
to implement. What was true of ministers was true also of a Dail 

composed largely of Collins’s supporters and friends. Waging and 

winning the civil war and ensuring the survival of the new state 

absorbed all their energy and attention. There was neither time nor 
opportunity critically to examine the many proposals brought for- 
ward by Finance throughout 1922. If there had been no civil war, 
it is conceivable that ministers might have contemplated major 

administrative reforms and questioned, perhaps, the administrative 

model bequeathed them by the British. For example, at a meeting of 

the provisional government on 15 May, Collins had asked all minis- 

ters to prepare summaries of their departments’ work “with an 

outline of the policy to be adopted after the elections, including 

reforms, economies, extensions and improvements”’ and he promised 

to circulate a memorandum on the subject.*’ But the course of events 

after the elections was not conducive to the writing of memoranda on 

administrative matters, for, within weeks, the civil war had begun. 

The civil war, by exacerbating animosities among Irishmen, may 

have done something, too, to temper the antipathy with which the 

supporters of the provisional government might otherwise have 

viewed the administrative legacy of their erstwhile British opponents, 

opponents now supporting them in their efforts to win the civil war.



58 The Irish Department of Finance 1922-58 

The new enemy in 1922 was chaos and anarchy, the possible collapse 

of governmental authority, and all the other fears hinted at by the 

very name “Irregular”. It was not a time for contemplating the 
overthrow of an administrative system simply because that system had 
been used by the British. What the government wanted was to prove 
that they could govern. To attain that end, they were willing to take 

the advice of men whose administrative experience and capacity far 

exceeded their own. Civil servants, particularly in Finance, were thus 

free to construct the administrative fabric which they deemed most 
appropriate without that interference from their political masters 
which might otherwise have been expected to follow in the wake of a 
political revolution. The story of the first months of the Department 
of Finance is in large measure the story of how they availed them- 
selves of that opportunity.



CHAPTER THREE 

The Search for Stability 1923-24 

I: Reorganisation and Recruitment 

The inauguration of the Irish Free State on 6 December 1922 removed 
the restrictions upon the legislative powers of government depart- 
ments which had existed under the provisional government. The 
consequent substantial increase in the volume of work in the De- 
partment of Finance inevitably led to a demand for more staff and the 
first few months of the new government witnessed a complete re- 
organisation of the upper echelons of the department. 

The most important addition to the administrative staff was HB 
McElligott. McElligott, who came from Tralee, had entered the civil 
service at the age of twenty-three as a first division clerk in the Local 
Government Board, having earlier obtained a BA in Classics. He 
was, however, summarily dismissed for political reasons on the re- 
commendation of a committee set up to investigate cases of civil ser- 
vants suspected of complicity in the Easter Rebellion. More than 
suspicion attached to McElligott who had fought in the GPO and was 
subsequently imprisoned in Stafford Jail. On his release he enrolled as 
a medical student in University College Dublin where he became the 
first president of the Student Representative Council. But his interests 
turned increasingly to financial journalism and in March 1919 he was 
employed by the London financial journal, The Statist, for a trial 
period of three months which led to his becoming acting editor in 
July 1920 and managing editor in March 1922.! 

McElligott’s talents had not escaped the attention of Dail ministers 
and, early in 1921, Collins wrote of him as a suitable person to under- 
take a series of articles attacking British trading policy in Ireland.’ 
Earlier still, in September 1920, Ernest Blythe had proposed to the 
Dail ministry that McElligott should be asked to become secretary to 

5?
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the Economic Council, then being established, at a salary of £500 a 

year. But that job went instead to Erskine Childers and there is no 

evidence that it was ever offered to McElligott.> But McElligott was 

clearly anxious to return to Ireland and, on 21 January 1922, after the 

provisional government had been set up, he wrote to the Association 

of Victimised Civil Servants in Ireland seeking reinstatement and 

compensation. In the following November he received a letter from 

Brennan saying that the Minister of Finance was “anxious to secure 

the services of suitable Irishmen for the conduct of the administrative 

side of the financial work of the new government’™ and inviting him 

to become an assistant secretary in the Department of Finance at a 

salary of £1,000 a year and to resume his status as an established civil 

servant. McElligott accepted the offer and took up duty on 1 January 

1923. From then until September 1927, when he succeeded Brennan as 

Secretary of the Department, the close alliance and cooperation 

between the two men was of crucial and continuing importance in the 

direction of the Department’s affairs. 

McElligott’s arrival was swiftly followed by another important 
change in the Department when, on 22 February 1923, William 

O’Brien left to take up his appointment as the first chairman of the 

Revenue Commissioners.° The way was now clear for Brennan to be 
appointed to “a post which he had been effectively filling’’,® that of 
Secretary of the Department of Finance. He is recorded as having held 
that post from the same date although his appointment did not come 
before the Executive Council for approval until 8 March,’ which 
again reveals something of the informality of the government’s 

approach to such appointments in their first years. The circumstances 
of O’Brien’s change of post were complex and in the first instance 
arose from the fact that the Revenue Commissioners were not set 
up at the same time as the Department of Finance. The provisional 
government, as we already seen, was not empowered to impose tax- 
ation and, during its lifetime, the duties which subsequently fell to 
the Revenue Commissioners in the Free State were carried out by the 
Commissioners of Inland Revenue and the Commissioners of 
Customs and Excise of the United Kingdom. This situation 
terminated with the end of the provisional government and, on 21 
December 1922, C. J. Gregg (who was primarily responsible for 
setting up the Revenue Commissioners in addition to so much else of 
the structure of financial administration of the Free State) sent a 
minute to W. T. Cosgrave, as Minister of Finance, setting out the
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arrangements he believed necessary for the administration of taxation 
in the new state. Gregg pointed out that 

. under the Order-in-Council transferring functions to the Provisional 
Government the functions of assessment of taxation were transferred to 
the Minister of Finance, and as matters now stand the powers of taxation 
in the Free State are vested in the Minister of Finance. The big question of 
policy therefore arises whether the Executive Government of the Free 
State is to be charged with the task of assessing taxation or whether 
arrangements should not be made to divest the Minister of these powers 
and set up a Body to be endowed with them. If the powers of taxation are 
vested in the Minister who is responsible to the Dail, you immediately 
place the assessment of taxation under the direct control of the Dail and 
this course is, I think, wrong in principle and is very inexpedient here in 
Ireland where the Minister would undoubtedly be subject to all kinds 
of representations, appeals, influence, etc., on behalf of individuals 
who will seek favourable adjustments of their liability. It is submitted, 
therefore, that we ought to set up some Board to carry out administration 
of taxation on the same lines as obtain in the British system ... [where] 
the collection of all the taxes is under the complete control of the two 
Bodies of Commissioners and the argument adduced above for placing 
the assessment of taxation under an independent and not a ministerial 
control applies with equal force to the collection of taxation which 
should be a matter for which Ministers as such should hold no personal 
responsibility. The two Bodies of Commissioners are charged by Statute 
with the general care and management of the particular taxation which 
they administer. As pointed out above, they hold a position of 
independence in respect of their duties of assessing taxation. They are of 
course officials subject to governmental control in all other matters such as 
expenditure, staff, etc., and in particular the taxation codes prescribe 
certain matters in respect of which Treasury authority is required. If it is 
conceded that we should adopt the system of a Board or Commissioners 
for the administration of taxation, I think the two taxation Departments 
of Inland Revenue and Customs and Excise should be combined and 
placed under one Revenue or Taxation Board. There can be no fusion 
between the general staffs of the Customs and Excise and Inland Revenue 
Services whose duties are more or less in water-tight compartments, but 
considerable economy can be secured by combining the two under one 
Board. I suggest that the Revenue Board consist of a Chairman and 
two Commissioners who would also be Secretaries, one on the Inland 
Revenue side and one on the Customs and Excise side. I suggest a salary 
of £1,500 for the Chairman and salaries on the scale of £1,000 to £1,200 
for the Secretary Commissioners.®
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Cosgrave accepted Grege’s recommendations which were approved 

by the Executive Council on 30 December.’ 

O’Brien seemed the obvious choice for the new position: he had 

been a Principal Inspector of Taxes in Dublin before his appointment 

as Secretary of the Department and it may well be that Michael 

Collins offered him the latter post because his own previous 

experience as Dail Minister of Finance predisposed him to equate 
revenue and finance. But although O’Brien fully appreciated “‘the 

difficulty of the present situation as regards Revenue” and agreed that 

the new post demanded “‘extensive technical knowledge which 

cannot be acquired without years of study and experience of Revenue 

work,’’!° he was less than happy about the original proposal and, in a 

personal memorandum to Cosgrave, sought to make his appointment 
subject to certain important conditions. O’Brien wrote that when 

Cosgrave had first broached the matter with him 

I understood ... that you were not aware that in the ordinary course of 
the civil service life the new position would be regarded as a lowering of 

rank for me. The Secretaryship of the Treasury is the highest position in 
the Civil Service, and I have held that position since 2 February 1922. I 

may say that I never sought the position directly or indirectly and that I 
was not personally known to any of the members of the Provisional 
Government. 

Before giving up my present position I think it is only reasonable that 

all suspicions of a degradation or unfairness should be removed. A good 
deal of unpleasant gossip has already arisen on the subject. I should be 
quite satisfied if the Government make a definite order and place it on 

record that as long as I hold the position of Chairman of the Revenue Board the 
following conditions shall have effect: 

1 the position is to be regarded as of equal rank with that of Secretary of 
the Treasury. 

2 the remuneration attached to the post is not to be less than that payable 
to the Secretary of the Treasury. 

3 I should have direct access to the Minister of Finance on all important 
questions relating to Revenue staff and administration generally without 
having to submit proposals to officials in the Treasury who are now my 
subordinates."! 

O’Brien won his point and his conditions were accepted, word for 
word, at a meeting of the Executive Council on 5 February 1923, 
subject only to the rider that they would apply only while O’Brien 
held the position and would not be “regarded as creating any 
precedent.”
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January 1923 also saw the return to the Treasury of T. K. Bewley, 
who had played such an important part in the history of the 
Department under the provisional government. Bewley’s work was 
taken over by two men. The first, C. F. Ryan, was obtained (like 
Bewley) on loan from the Treasury in London by Gregg. Ryan’s 
work was mainly on the establishment side and his loan (originally for 
six months) was extended to 31 October 1923.13 

The second man, Arthur Codling, was to play a much larger part 
in the Department’s affairs for the next twenty years. An Englishman 
by birth he had entered the civil service as a first division clerk in 1900 
at the age of twenty-three and served in the Department of Local 
Government in Ireland for the next twenty years. A Methodist, he 
shared many of the attitudes of Gladstoniari liberalism and he remained 
in Ireland after the Free State had been set up.'* In January 1923 
Codling, as an officer of outstanding qualifications, was specially chosen 
by a selection board set up to review the qualifications of civil 
servants for appointment in the new ministries of the Free State. He 
was duly transferred from Local Government to Finance on 25 
February 1923 and was placed in charge of the supply division. In 
September 1923 he was promoted principal officer, and in January 
1928 assistant secretary, a post he held until his retirement in 1944.15 

The Civil Service Commission 

The necessity for quickly establishing a civil service commission had 
long been evident to the officials of the Department of Finance. Their 
apprehensions about the abuses relating to civil service appointments 
were evident even before the transfer of functions of 1 April. “The 
Provisional Government direct me to request you to be good enough 
to impress upon your staff that they are forbidden to make any 
application, directly or indirectly, for appointments or promotions 
except through the Head of their Department”’, stated a circular letter 
from William O’Brien to the heads of all departments on 16 March 
1922. “Any departure from this regulation will in future render the 
applicant ineligible.”’’* Some months later, on 20 July, the provisional 
government found it necessary to make “‘a ruling ... that Ministers 
should not canvass on behalf of any person or persons seeking 
appointments or preferment.”'’ The problem was again discussed at 
another provisional government meeting a few days later when it 
was decided “that Civil Service appointments may not be made
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without the consent of the Government”, and, in mid-August, 

P. S. O’Hegarty, the Secretary of the Post Office, and T. A. O 

Murchadha, of the Lord Chancellor’s Office, were “‘provisionally 

selected to act as a Committee to advise on appointments in the Civil 

Service.” Although this proposal came to nothing — the proposed 

advisory committee never seems to have functioned — it highlighted 

the necessity for quickly setting up proper procedures for civil service 

appointments. 

In early October C. J. Gregg again expressed his concern to his 
minister about the problem of canvassing for civil service appoint- 

ments. He drew his attention to a circular which the Treasury in 

Whitehall had just issued on the subject, and, on 18 December 1922, a 

further circular was issued by the Department of Finance to all 

ministries and departments reiterating the warning contained in the 

March circular and complaining of breaches which had since 

occurred. Any future breach, it declared, “will not only render the 

applicant ineligible for the appointment or promotion which he is 

seeking, but will in addition render him liable to disciplinary 
actions |” 

In the meantime the first decisive step towards the setting-up of a 

civil service commission had already been taken: on 3 November, the 
provisional government approved a memorandum from the Minister 

of Finance urging that such a commission be established and appoint- 

ing Dr Henry Kennedy of the National University of Ireland as 

secretary responsible for bringing proposals before the government.” 

On 5 January 1923 Dr Kennedy presented his report on the recruit- 
ment policy for the future Irish public service. 

Kennedy’s report emphasised the growing tendency in the British 
public service, first in the MacDonnell Commission Report of 1914 

and again in the Haldane Committee Report at the end of the war, to 
favour the coordination of the general supervision and control of the 
civil service under a special, establishment branch of the Treasury. 
Kennedy contrasted this tendency with existing practice in the British 
Dominions and in the United States of America ‘“‘where the Civil 
Service or Public Service Commissioners have vested in them very 
wide powers of control of the public service both as to recruitment 
and promotion of the personnel and as to organisation of the 
machinery of administration.”” While he believed that the British 
methods of recruiting the administrative class by selection boards (the 
basis of selection being the academic achievement and personal
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qualities of the candidates) should be adopted, he went on to point 
out that recruitment to this class in Ireland would be very small. Nor 
did he see any objection to using public school examinations for 
recruiting the clerical and executive classes, In general, Kennedy 
concluded that 

systems is the tendency to effect efficiency by expert attention from some 
centralised authority. But in the appraisement of candidates in competitions 
for promotion the central authority must have available in a coordinated 
form the history of achievement and the efficiency records of the candi- 
dates. It would seem, therefore, that the supervision of the service should 
be vested in the same body as the duties of promotion and recruitment. 
The question then arises as to the nature of the central authority which 
should recruit and control the Public Service. British tradition places re- 
cruitment in the hands of the Civil Service Commission and a somewhat 
loose control in the Treasury. Universal procedure in America and the 
Dominions vested all these functions in a Public Service Commission. 

It seems to me that with our small service, unified control is the simplest 
and most economical. The complete control may rest with the Treasury or 
may be vested in a Public Service Commission. There is the theoretical 
objection that control of recruitment should rest with an independent and 
judicial body. This argument, if upheld, must apply equally to promotion 
and transfer. I therefore recommend 
(1) that careful consideration be given and further enquiry directed to the
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system of control which is universal among English speaking peoples out- 

side of Britain. That the enquiry should further be directed to the desir- 

ability of revision of the present classification of the Public Service in 

Ireland, and of the employment of expert assistance to advise on classifica- 

tion and organisation... . 

(2) that in the meantime and as a permanent procedure if no change seems 

desirable as the result of enquiries under (1) above, general control 

including recruitment be vested in the Finance Department. That as far as 

possible the public school examinations conducted by the Ministry of Edu- 

cation be used as competitive examinations for the Public Service. ... 

(3) In case it should seem to the Government that the argument for 

recruitment independent of the Finance Department is insurmountable and 

that the time is not ripe for the establishment of the Public Service Com- 

mission on Dominion lines, I recommend: 

that a Public Service Commissioner be appointed to carry on the 
functions similar to those of the British Civil Service Commission and 

that a clear definition be given in the case of appointment to professional 
and technical positions whether (a) the appointment is made on the 
responsibility of the Minister concerned on the recommendation of a 
Selection Board or otherwise, or (b) the Commissioner has a veto on the 

appointment. 

There seems to be no justification for more than one Commissioner. 
New Zealand and Australia until the recent legislation carried on their 
much greater duties with one Commissioner and the British Civil Service 
Commission itself has from time to time carried on with two and some- 
times with one effective Commissioner.?! 

Kennedy’s report provoked an important discussion of principle 
among the senior officers of the Department. Gregg felt that the 
report raised “the issue as to whether a Civil Service Commission 
will have any responsibility for the organisation of departments, for 
the promotions occurring in departments and for the maintenance of 
discipline of departments.’’ He declared that he was “very strongly 
and definitely of the opinion that it should not have any such respon- 
sibility.” His contention was that the organisation of departments 
involved decisions about numbers and salaries and he felt that it was 

. essential that the controlling power in these matters should be in the 
hands of the Minister of Finance as the Minister with general financial 
control. Over 7 millions of present expenditure (including over 3 millions 
for teachers and education) is represented by salaries and wages (excluding 
the Army and the Civic Guard) and expenditure of this kind is of a
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permanent character and therefore calls for more stringent control than 
practically any other. Moreover, expenditure in salaries and wages is a 
field of expenditure in which economy ought to be obtained in the future, 
and the Minister of Finance who will have in the immediate future the 
problem of making ends meet should have the complete power to take 
such measures as he may consider necessary for the purpose. 

Gregg further argued that promotion and discipline were “the two 
most signal marks of executive authority in a Department, and a 
Minister must have the powers if he is to govern and be responsible 
for his Department.”’ He therefore concluded that the functions of the 
Irish Civil Service Commission should be confined to recruitment. 
While he accepted that, in an ideal world, Dr Kennedy’s suggestion 
that recruitment and control of staff should be combined in Finance 
for reasons of economy, he thought that under existing conditions the 
Department could not possibly take the onus of responsibility for 
recruiting for the civil service as a whole.” 

Bewley, in his minute on Kennedy’s report, took up the central 
issue of Treasury control, the nature of which he felt Kennedy had 
misunderstood. In theory, he wrote, the Treasury exercised almost all 
the functions exercised by the Civil Service Commissioners in the 
Dominions and he felt that whether or not these functions were 
exercised by the Treasury itself or by some independent or semi- 
independent body was not the main issue. Bewley thought that the 
fundamental difference between the two systems was “‘that in England 
financial control is really in the hands of the Treasury, whereas in the 
Dominions (and in many other countries, e.g. France) financial 
control is in the hands of the Parliament, either by parliamentary 
committees or otherwise.” The fundamental Irish problem, Bewley 
argued, was 

... whether Treasury control or Parliamentary control is to be introduced. 
Personally I am strongly in favour of the former. Apart altogether from the 
personnel of the present Dail, I think the permanent official, because of his 
permanence and because of his remoteness from external influence, is 

bound to be a better administrator than the Parliamentary Committee man. 

I do not think, therefore, that a Civil Service Commission with wide powers 

should be introduced here except directly under the Ministry of Finance, 

whether as a branch of the Ministry or as a semi-independent body is of 

small importance ... I should, therefore, be inclined to recommend a 

Civil Service Commissioner responsible to the Minister of Finance with no 
of 

powers to settle establishments or to reorganise offices.
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But Joseph Brennan’s minute on Kennedy’s report,” is even more 

illuminating. After regretting that he had not time to discuss the 

report in any detail, Brennan declared 

... that radical departure from the system of Treasury control would in 

my opinion be not only inexpedient, but calculated in some respects to 

conflict with the general conception of Government embodied in our 

Constitution. The Executive Council is specially responsible for the 

conduct of administration especially on its financial side and the Minister 

of Finance must necessarily be its chief instrument in controlling expen- 
diture and matters akin to it. In fact, it is a special trouble at the moment 

that control through the Minister of Finance is not being applied as 

effectively as is necessary. The Minister cannot exercise a real control if 

some independent kind of Public Service Commission is created which 

shall have among its functions that of ‘control as to organisation of the 

machinery of administration’. 

Finance’s reaction to Kennedy’s report was decisive. Cosgrave had 

expressly sought their views on the report and had postponed con- 

sideration of the matter by the Executive Council until those views 
became available.”> Moreover, the only ministers who appear to have 

accepted the President’s invitation to submit memoranda on the 

report, shared Finance’s doubts about the departures from British 

practice that Kennedy had mooted. 
The Post Master General, J. J. Walsh, thought Kennedy’s report 

“interesting” but “too heavily based upon what Canada or Australia 
or the United States does . . . it gives no consideration to the practical 
aspects of the revolutionary administrative change which it suggests.” 
Walsh argued that the recruitment and certification of civil servants, 
as under the British system, were the only true functions of a Civil 

Service Commission. The Irish civil service, Walsh continued, was 

...in the making stage; it is not a time to experiment with schemes 
which have been born of the experience and the conditions in other 
countries. The British Civil Service system has operated in this country 
for the past 60 years, and no matter what our views may be on the mentee 
tions of Britain generally, its Civil Service Commission is without a 
doubt one of the finest and most impartial institutions of its kind in the 
world. And an Irish Commission conducted on similar lines would best 
fit in with our new Civil Service and would steer clear of any risk of 
disturbing or disorganising the building-up work of all Departments 
which is going on....
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On the question of centralised control, it is quite certain that at least as 

much control and restriction as should reasonably be exercised over 

Departments is at present exercised by the Ministry of Finance. It controls 
expenditure, it controls staff, and it butts into everything. I am not com- 

plaining of that because I realise that it is essential that there shall be a 
drag on expenditure, and that such supervision had better err on the harsh 
side — which it does — than on the easy side. But to extend it as sug- 

gested by Dr Kennedy would make administration impossible and would 
materially impair service efficiency.”° 

Eoin MacNeill, the other minister to submit a memorandum, 

expressed his ‘“complete agreement” with Walsh’s views and argued 
that “‘the duties of the Civil Service Commission should conform to 
the excellent model of the British Commission, of which, so far as I 

know, there has been no complaint as to efficiency and suitability.” 

MacNeill also stressed the “‘crucial importance” of an Irish Civil 

Service Commission as ‘‘a determining factor in the future of Irish 

education. It can be used as a powerful instrument in carrying out a 
national policy of education, or its power to that end can be 
neglected, or it may even continue the denationalising influence of the 

British Civil Service.’ As Minister of Education, MacNeill was 

particularly concerned with this point and contended that “‘to give the 

public confidence, the new Commission must be so constituted as to 

be a guarantee of its purpose for the established national policy in 

education. If there be only one Commissioner, he should be a person 

associated with that policy and desirous by his own convictions and 

not merely in conformity with Governmental aims, of giving that 

policy the maximum effect.” MacNeill further believed that an Irish 

Civil Service Commission, unlike the British, should perform the 

same functions for local government as for central government.’ 

MacNeill reflected the general views of ministers expressed at a 

meeting of the Executive Council on 16 February at which he had 

not been present, when a decision on the matter had been postponed 

pending the submission by ministers of names of persons who might 

be suitable for appointment as Civil Service Commissioners.” 

There the matter rested until the first week of April when 

Cosgrave and Gregg discussed it further with Michael Hayes, the 

Ceann Comhairle, on the basis of setting up a Civil Service 

Commission consisting either of the Ministers of Finance and of 

Education and Hayes himself (either apart from or by virtue of his
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office) or of a representative from Finance, a representative from 

Education and Hayes as Chairman.”? At this stage Cosgrave again 

sought Gregg’s advice and Gregg recommended that the Civil 

Service Commission should be “‘responsible for all examinations con- 

ducted by the State, including examinations in connection with the 

police and army”, but that they should “have no responsibility 

as regards promotion or grading in the Service ... which would re- 

main a matter for Ministers’ and “‘would in no way abrogate the 

responsibility of the Minister of Finance in regard to grading and 

numbers.’’*? 

Gregg’s memorandum also reveals that, by this time, the Executive 

Council clearly favoured the appointment of a Commission rather 

than of a single Commissioner, and it was quickly followed by a final 

and conclusive memorandum from Ernest Blythe, then the Minister of 

Local Government but shortly to become the Minister of Finance, to 

Cosgrave.*! Blythe understood that 

. in fixing the educational standard, and in prescribing the subjects of 

examination, and the marks to be attached, the Civil Service Commission 

would act under regulations which would require the sanction of the 

Ministry of Finance. In view of these facts, and in view of the part which 
should be played by the Civil Service examination in nationalising and 

Gaelicising education in the country and in view of the political uncer- 

tainty of the future, it seems to be essential that the chairman of the Civil 

Service Commission should be a man whose personality and whose 

record would give strength to this position. It will be very important that, 
in future, a Finance Minister whose views in regard to, say, the Irish 

language, were undefined, should not be able, without a struggle, to 

procure the adoption of examination regulations which would give the 
Irish language a position of no importance. It is important also that when 

the recruitment of professional and technical civil servants is being dealt 
with, we should have at the head of the Commission somebody who 
would be able to make his weight felt in securing that, where possible, 
people conversant with the national language were appointed. It seems to 
me that we would not easily get the type of man who would exercise the 
requisite influence by promotion from the ranks of the existing Civil 
Service. I suggest that the Civil Service Commission consist of the 
Secretary of the Ministry of Education, and a representative of the 
Ministry of Finance, with the present speaker of Dail Eireann as chairman. 

At an Executive Council meeting on 4 May Blythe succeeded in 
obtaining a decision in favour of his proposals” (which were fully in
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line with what had been discussed a month earlier by Cosgrave, 
Gregg and Hayes). At a further meeting on 8 May the Civil Service 
Commission was duly appointed: it consisted of Michael Hayes 
(Ceann Comhairle), as Chairman of the Commissioners, with 

J. O'Neill (Secretary of the Department of Education) and Gregg 
of Finance as his fellow Commissioners.» 

The legislation embodying these decisions, acknowledged Blythe in 
the Dail, had “‘no new features’, but its strength was that it continued 

... the system with which we are familiar. It has worked well with the 
British and has given them an efficient and very capable civil service. It 
has done the work of administration exceedingly well, on the whole. I 
believe with us the system will also work well, and as time goes on we 
will be able to get a good civil service at as cheap a rate as will be consis- 
tent with requirements. The system will give a chance to all who may 
aspire to enter the civil service and it will give fair play all round.*4 

The outcome, as embodied in the Civil Service Regulation Act of 
1924, proved of enduring importance in determining the Department 
of Finance’s relationship with, and power over, other government 
departments. For, while the appointment of the Commissioners them- 
selves fell to the Executive Council, the appointment and remunera- 
tion of the other officials of the Commission was the responsibility of 
Finance, and the regulations which the Commissioners were em- 
powered to frame (with regard to competitive examinations, per- 
manent and temporary admission and professional appointments to 
the civil service) were all subject to the agreement of the Minister of 
Finance. Especially significant was section 9 of the Act which stated 

that ““The Minister for Finance may from time to time make regula- 

tions for controlling the civil service of Saorstat Eireann and pro- 

viding for the classification, remuneration and other conditions and 

terms of service of all persons employed therein whether perman- 

ently or temporarily; and may at any time revoke or vary any such 
” 

regulation. 
The implications of all this were revealed by an exchange of letters 

centring on the appointment of Michael Hayes as the first chairman of 

the Civil Service Commissioners. Hayes’s appointment was conveyed 

to him in a letter signed by the acting secretary of the Execu- 

tive Council and “Gregg at the time objected to this procedure 

and stated that the appointment should have come through the 

Ministry of Finance.” Hayes, however, insisted that he felt “‘no
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responsibility whatever to the Finance Department or to the Minister 

of Finance as such.’”?5 Although subsequent correspondence shows that 

Hayes’s stand was due to a misunderstanding, and harmony was soon 

restored between him and Blythe, Gregg’s comment on the episode 

shows that the product of the government’s legislation on the civil 

service might have been very different. “As you will remember from 

the discussions at the Committee over which you presided”, Gregg 

wrote to Blythe, 

there was a school of thought which — from the premises that the 

Executive Council was responsible collectively,** and that the President 

was the head of the Executive Council — reached the conclusion that the 

President should be surrounded by a band of super-men who would be 

kept cognisant day to day of any important development in Departments 
and would weigh and measure all proposals put before the Executive 

Council so as to advise the President of the attitude he should adopt when 

the matter came before the Council for discussion.*” 

Such a theory, if implemented, might seriously have threatened 
financial control. But it was not to be and Gregg was content with 
the outcome. “You may be interested to see our Civil Service 

Regulation Act of which I enclose a copy’’, he wrote to a Treasury 

colleague in London from whom he had sought information concern- 
ing British practice; “it is practically a reproduction of the British 
Orders-in-Council.”"°* The system endured. Apart from Gregg’s 

replacement by H. P. Boland, his successor as establishment officer in 

Finance in September 1924 when he returned to London, there were 

no changes in the personnel of the Commission before 1932. From 
then onwards it became the practice to appoint the secretary to the 
government rather than the secretary of the Department of Education 

as a commissioner but the other two positions continued to be filled 
by the Ceann Comhairle and a leading official of the establishment 
(or personnel) section of Finance: the stability and durability of the 
system is perhaps best illustrated by the fact that fewer than twenty 
individual appointments of Civil Service Commissioners have been 
made since the Commission was first set up half a century agoe” 

The Ministers and Secretaries Act 1924 

Another major concern of Finance during this period was the redistri- 
bution of ministerial functions and the reorganisation of government 
departments — the whole complex of changes which was eventually
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given statutory form in the Ministers and Secretaries Act of 1924, by 
far the most important single Act governing the central administration 
of the state. 

The investigation to determine how these changes might be best 
effected appears to have had its immediate origins in a letter from J. J. 
Waish, the Postmaster General, to President Cosgrave, suggesting 
that an interdepartmental committee with representatives from 
Finance, Industry and Commerce, Local Government and the Post 
Office be set up to consider what ‘economical rearrangement” of 
departmental responsibilities might be undertaken.” 

Gregg again appears to have played a key role in advancing 
matters. In a memorandum of 12 January 1923, which he sent to his 
minister, he declared that ‘‘the distribution of functions and services 
among the various Ministers affected by the Transfer of Functions 
Order requires immediate revision.”’ Before proceeding with any 
Ministries Bill, he felt it essential ‘‘that there should be a review of all 
State services and that the grouping of services under Ministries 
should be decided upon. The review itself is not a difficult problem 
and will not necessitate very much time or inquiry. It should, I 
suggest, be dealt with by a small committee of 3 or 4 civil servants of 
the Head of Department rank under the chairmanship of a Minister.’”*! 

William O’Brien, on the other hand, was unfavourable to the idea 
of a reorganisation: “‘apart from the question as to whether the 
proposed changes would lead to economy or efficiency”, he wrote, 
“and on this point there is plenty of room for doubt — such changes 
cannot be contemplated now when there is so much important work 
to be done on urgent Revenue matters.’ But O’Brien’s objections 
were overruled, and the Executive Council, at its meeting on 13 
January, approved Gregg’s memorandum. The Minister of Local 
Government, Ernest Blythe, was appointed as the chairman of the 

new committee whose other members were Eamon Duggan, Gregg, 
and the secretaries of the Departments of Industry and Commerce 
(Gordon Campbell) and Home Affairs (Henry Friel).* 

The committee (known as the Blythe Committee) reported within 
two months — on 6 March 1923 — a striking example of the speed 

and vigour with which the most far reaching administrative reforms 

were prosecuted in the early years of the new state. The principle 

upon which it proceeded, its report stated, was 

. that it is better in the interest both of the public and the service to
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determine how the broad basis on which the Governmental machinery of 

An Saorstat should be established than to deduce the machinery from the 

appointment of Ministers whose number and functions are decided on 

transient political considerations. It is considered essential to effective 

administration that as early as is possible the main divisions of the public 

service should be established once and for all so that the public may 

become familiar with these divisions and persons employed in or con- 

templating admission to the public service may know with fair certainty 

how the various functions of the Government are distributed, what the 

nature of their work would be for a reasonably long period, in what 

direction special knowledge will find its best opportunity and what the 

prospects and conditions of life in the public service are when compared 

with other occupations. Changes in the organisation first adopted should, 

of course, be adopted as experience dictates but it is considered undesir- 

able so to arrange the allocation of administrative functions as to make it 

dependent on too frequent changes in the political atmosphere.* 

A fortnight later, on 20 March, the Executive Council approved 

the report without demur and ordered the preparation of a bill based 
on its recommendations.** The details of that bill, enacted as the 

Ministers and Secretaries Act 1924, fall outside the scope of this work 

and we need but note its implications for the Department of Finance. 
These were, first, a further reassertion of the principle of Treasury 
control, spelt out in the prelude to the description of the specific func- 
tions assigned to Finance which charged the Department with “‘the 
business and functions formerly discharged by the British Treasury in 
Ireland”’; and, second, the strengthening by statute of the twin prin- 
ciples of administrative efficiency and economy. Hence Joseph 
Brennan, the Secretary of the Department, welcomed the opinion of 
the Blythe Committee “that the general administrative work of the 
country could effectively be done by nine Ministers’*> and, stressing 
the need for economy, argued that “separate Ministries dealing with 
aspects of the same matter means unnecessary staff, overlapping with 
duplication of work and extravagance. Nothing is more extravagant 
than small administrative units’” which, he felt, militated against 
coherent administration and would lead to public confusion.‘° 

It would be wrong, then, to interpret Finance’s attitude to the 
Ministers and Secretaries Act as a desire to expand their empire. 
Indeed, under the Act, some of their responsibilities were transferred 
to other departments: the National Health Insurance Office was trans- 
ferred to Local Government, the Office of the Commissioner for
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Charitable Donations and Bequests to Justice, the responsibilities of 
what had been the Treasury Solicitor’s Office to the Attorney General 
and the National Gallery to Education.‘” Moreover, even before the 
Blythe Committee had completed its deliberations, in at least one 
important instance Finance had resisted a proposal that would have 
considerably increased its jurisdiction when it was proposed that the 
Post Office should be amalgamated with and placed under the 
Department’s control. Gregg rejected the proposal out of hand, for 
reasons that were fundamental to the Finance conception of its proper 
role in central administration, in a memorandum which clearly reveals 
why the Department did not find it necessary to seek powers or 
responsibilities greater than it already possessed. “It is objectionable in 
principle”, wrote Gregg, 

to bring large staffs under the immediate Jurisdiction of the Minister of 
Finance. It is the Minister of Finance’s duty to control the numbers and 
remuneration of staff in the Public Service and his independence of 
control would be endangered if he were made directly responsible for the 
large staffs of the Post Office — staffs well organised and by no means 
docile. The control of the power of the purse is much more effective 
when the man who holds the purse has that job only and looks at every 
bill from the point of view as to whether or not there is enough money to 
pay the bill and not from the point of view of the attractions of the items 
in the bill. 

The Minister of Finance has complete financial control at the moment 
and could make it as stringent as he pleases so the proposed merging could 
not be justified on the score of financial control.*8 

The Administrative Class 

Nineteen twenty-four saw one other development in recruitment and 
organisation procedure which is of special significance for the early 
history of the Department of Finance: the inauguration of a special 
competitive examination to fill administrative posts in the Depart- 
ment. Yet again we must turn to a memorandum from Gregg to his 
minister for an account of the background to this development: 

The British Civil Service Organisation contemplates in all the principal 
Departments three general Civil Service classes, the Administrative class 
recruited from University material at ages 22-24, the Executive class 
recruited from secondary school material at 18-19 and the Clerical class 
16-18. All the big London Departments have an administrative machine at 
headquarters based on the administrative class .. . in Belfast the Northern
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Government had adopted the grade for its principal Ministries. In Dublin 

on application of the Reorganisation Report all Departments, with the 

exception of the Chief Secretary’s Office, were graded by the British 

Treasury as requiring only the executive and clerical grades and in fact the 

staffs of all the Dublin Departments at the moment consist of officers of 

the Executive and Clerical grades. While a case might be made out for 

the introduction of the Administrative class into important Free State 

Ministries there are enormous practical difficulties at the moment which 

can be summed up in the statement that the Departments are in fact staffed 

with the Executive classes and the adoption of Administrative grades 

would not give us the Administrative material but would simply result in 
paying Administrative scales of salaries for Executive material. The 

Finance Ministry occupies a peculiar position. Being the Department 

responsible for control of expenditure it is brought into contact with all 

other Departments and has to deal with questions which range over the 

whole gamut of State activity and require for their treatment a general 
acquaintance with other Departmental activities. If the control of expen- 

diture is to be wise and proper it is essential that the staff should be 

recruited from the best possible material. The Finance Ministry is a 

brand-new Department which has to create its own staff and while every- 

thing has been done to attract into the Finance Ministry the best material 
available in the Service it is felt that the time has now arrived when steps 

must be taken to recruit therefor material of the type best fitted for 

administrative control. It is proposed, therefore, that we should recruit 

from university material, that is from men who have taken an honours 

degree in the universities, six Junior Administrative Clerks and it is 

proposed that the scale of salary for the posts should be £150 to £500 plus 
bonus which was the scale obtaining in the British Civil Service for class I 
clerkships up to some years ago. The proposed examination for these six 
clerkships would be an open competitive examination of the Honours 
Degree University standard and with such age limits as would provide 
competition amongst university graduates of the past few years. There 
would be a special extension of age limits for men who have served in the 
Army or for men who have been in the Public Service and in addition a 
number of service marks would be added automatically to any candidate 
who has served in the army for, say, a period of six months.‘ 

Gregg’s memorandum was duly approved by the Executive 
Council and the first such examination was scheduled to take place 
on 10 December 1924. Under the original terms of the advertise- 
ment, however, women were prohibited from entering for the 
examination and the ensuing protests (both from individual women 
and from the Irish Women Citizens and Local Government Associa-
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tion) caused the examination to be postponed.*° H. P. Boland, who 
had by then succeeded Gregg as assistant secretary in charge of 
establishments in Finance, was especially apprehensive about the 
prospect of women entering Finance through an examination which 
was essentially envisaged as the entry route for potential heads of 
government departments.*! But, on 31 December, the Civil Service 
Commission was informed that the Minister for Finance had decided 
that both males and females should be eligible to enter for the 
examination which was then rearranged to take place on 14 April 
1925. The successful candidates took up their appointments in August 
1925. No fewer than three out of these seven subsequently became 
heads of government departments: Leon O Broin, John Garvin and 
Maurice Moynihan; and another, Louis Fitzgerald, was to succeed to 
Gregg’s and Boland’s old post as assistant secretary in charge of 
establishments in Finance, the equivalent of a secretaryship in any 
other department.” 

The Departure of C. J. Gregg 

One other change in the personnel of Finance in 1924 must not pass 
unrecorded, namely the final departure of C. J. Gregg from Dublin 
and his return to the Board of Inland Revenue in London. Gregg’s 
appointment on loan in March 1922 had originally been intended to 
last for only six months but, following semi-official representations 
from William O’Brien to the Treasury, it was agreed that Gregg 
should stay on, first until june, and then until August 1923.% In the 
meantime, after Brennan had succeeded O’Brien as Secretary of the 
Department, President Cosgrave showed his special esteem for 
Gregg by laying down that he be given special rank “‘as Secretary 
for establishment matters” and that he should be directly responsible 
to himself as Minister of Finance’ pending his return to the Board of 
Inland Revenue.™ 

The British also were fully aware of Gregg’s extreme importance 
to the Irish government and the extension of his loan was discussed 
at the highest level. On 1 August 1923, Masterson-Smith (the Per- 
manent Secretary to the Colonial Office) took the matter up with 
Warren Fisher (the Permanent Secretary to the Treasury). He 
explained that Cosgrave had made further private representations 
for the extension of Gregg’s loan for another year and that he 
believed Gregg himself was “‘not anxious to remain in Ireland ...
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but, at the same time, would be prepared to do so”’ if the Board of 

Inland Revenue or the Treasury thought it desirable or necessary. 

Masterson-Smith thought it was desirable on the grounds that ‘the 

efficient administration not merely of the Ministry of Finance but of 

the Civil Service generally in the Free State is of very great impor- 

tance to this country. I know well ... that the new Government 

Departments (the Ministry of Defence, the Ministry of Home 

Affairs and the Ministry of Finance) are very weak, and I am con- 

vinced that anything we can do to strengthen them will not only be 
a friendly act towards the Free State but one which should be 
greatly in our own interests.”°> Fisher supported Masterson-Smith’s 

request and was content to leave the matter to the Board of Inland 

Revenue and the Colonial Office;** they agreed to extend Gregg’s 

loan to the end of the financial year 1923—24.°’ 

The arrangement was indicative not only of the value placed upon 

Gregg by the Free State government, and by Cosgrave in particular, 

but also of the sympathetic understanding with which the permanent 

officials of the British civil service viewed the Free State’s problems in 

the early years. Nor did the matter end there. At the end of February 
1924 Gregg wrote to the Inland Revenue in London explaining that 

the new Minister of Finance, Ernest Blythe, who had only taken up 

his position in September, had not realised until Christmas that 

Gregg’s departure was imminent. Blythe, Gregg explained, 

. regards it as essential in view of the personal factors that operate in 
establishment work here that my successor should have something in his 
composition of the stony-hearted Treasury type and he finds it very diffi- 
cult in the material at his disposal to get this. I have put forward the name 
of B. [sic] who is willing to come and his name is under consideration . . . 
so far as my personal wishes are concerned I am willing to stay the 
summer and no further. I do not wish to leave here with any suggestion 
that I have left them in the lurch and Mr Blythe now understands beyond 
all question that my return has to be faced.** 

Gregg’s letter led to a further and final extension of his loan, and he 
was duly succeeded as assistant secretary in charge of establishments in 
Finance by H. P. Boland on 15 July 1924. 

Perhaps the most significant tribute to Gregg’s contribution to the 
Department of Finance in its first years was made by P. S$. O’Hegarty, 
then Secretary of the Department of Posts and Telegraphs. His 
reaction is especially interesting since he was the first head of a depart-
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ment appointed by the provisional government who, unlike the great 
majority of his colleagues, had not transferred from the British 
administration. O’Hegarty, who had worked closely with Gregg and 
had discussed his return to London with him, thought him, 

.. a long way the ablest civil servant in Ireland ... He is a man of 
absolute integrity and of outstanding ability, who possesses character, 
punch and courage. He will tackle any problem which is put before him 
and give a sound judgement on it, and he is not a stickler for red tape. 

For the work which he is at present doing he is the ideal man. He will 
say ‘No’ as firmly and as definitely to a Minister or to a Head of a 
Department as he will to a charwoman if it is a case where ‘No’ has got to 
be said. And if his scrutinising of staff schemes is rather on the severe side, 
that is exactly what the country wants at the present time. I have quar- 
relled violently with him on staff schemes but I recognise that his 
principles are right and his general effect all to the good. He has the 
ability to handle people and more tact than would appear. 

The next few years will be vital to the Irish Civil Service. There are all 
sorts of questions to be decided. It is essential that the Establishment officer 
of the Finance Ministry should be a man of Gregg’s type, who would deal 
with the Staff Associations strongly and fairly and who shall have the 
special equipment and the special sort of ability he possesses. There is 
nobody else in the Irish Service who could replace him . .. in any event 
there should be no question of his leaving at the end of this month as con- 
templated. He should be told he cannot go. (If necessary, intern him in 
Merrion Street.) 

O’Hegarty expressed the view that Gregg was prompted to return 

to England 

... by a mixture of things. In the first place, he did not make allowances 
for the special difficulties of the first Irish Government in the matter of 
appointments, and although far fewer jobs have been made than any simi- 
larly situated government would have made, some of them irritated him. 

In the second place, he did not receive that support which he should have 

received in preventing existing civil servants from using political influence 

to secure promotion. In the third place, during the progress of the 

Irregular campaign he began to doubt whether Ireland was a country in 
which it would be possible to bring up children properly. But I think the 
thing which really rankled with him and which really decided him was 
intelligence he received of a meeting of the pro-Treaty party at which 
some members attacked him for having been Hamar Greenwood’s Private 

Secretary .. . that the Government at that meeting more or less apologised 

for him ... was the thing that really hurt him. ‘If these people’, said he,
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‘apologise for me what can I expect from others.’ So far as that is con- 

cerned it is true that Gregg came here as Greenwood’s Private Secretary, 

but he came on the understanding that a new policy, a policy of concilia- 

tion and the abandonment of coercion, was being adopted, and when that 

was not adopted, he resigned the Private Secretaryship. I think that what 

he really feels is the implied slur upon his patriotism, and that it is a feeling 

that the slur will always be there that really moves him.*? 

Gregg’s successor, H. P. Boland, was to play no less significant a 

role in the history of the Department over the next decade. Boland 

was rather older than Brennan and McElligott. Born in 1876, he had 
entered the Office of Public Works in Dublin in 1895 as a second divi- 

sion clerk, and later served in the Treasury Remembrancer’s Office 

(1897-1902) and in various other Irish offices, notably the Board of 
Works, until 1915 when he was appointed personal assistant to the 
Director General of the newly established Ministry of Munitions in 
London. He remained there until 1920 when he became a principal in 
the Treasury.* The Treasury thought highly of him and, in June 1921, 

recommended him to Sir James Craig for appointment to a senior post 

in the new Northern Ireland civil service as an official with “‘a wide 

and varied experience of civil service administration” who had been 

“intimately concerned with the reorganisation of several large 
departments”, and who had “an exceptionable knowledge of the 

various problems of civil service organisation.’’ But Boland, a 

Catholic, was turned down on what seem to have been sectarian 
grounds. ““The answer of the Northern Government”’, the Treasury 

were informed, “is “Thank you very much, but no.’ I believe you 
know the reason why.’’*' Three years later, Boland accepted the op- 
portunity to serve the Free State in a capacity for which he had been 
found unacceptable in Northern Ireland. 

Il: The Establishment of national credit 

One of the most daunting problems confronting the Free State 
government and its Department of Finance was putting the national 
credit of the state on a sound footing. In 1922, under the provisional 
government, which was not yet empowered to impose taxation, the 
problem was not so acute; although, even then, one can clearly detect 
Finance’s intense anxiety about the new state’s financial standing in 
the eyes of a City of London confronted with the spectacle of the Irish 
civil war. The British, too, were fully conscious of the difficulties
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over credit that the new state might experience. On 15 September 
1922, Waterfield, the head of Treasury (Ireland), reported to a senior 
Treasury colleague in London that he had seen the Governor of the 
Bank of Ireland the day before and had taken 

the opportunity to ask him privately what he thought of the credit of the 
Provisional Government if they should require to borrow largely in order 
to meet heavy disbursements such as compensation payments. He said that 
he had been discussing the question recently with his colleagues and their 
general opinion was that the Government’s credit at present was ‘nil’, that 
the market would lend them nothing without a guarantee from the British 
Government — he did not see what other security would satisfy 
creditors. 

About a month afterwards, the Governor of the Bank of Ireland, 
Howard Guinness, proposed (informally and unofficially) a tentative 
scheme whereby the government might raise money outside the state. 
Cosgrave, who had received the scheme from Oliver St John 
Gogarty, passed it on to Brennan with a comment that he did not like 
foreign loans, and it came to nothing.® 

Shortly afterwards, certain American financial concerns (the 
National City Bank of New York and the Guaranty Trust Company 
of New York) wrote to Finance expressing interest in helping the 
Irish government out of its financial difficulties. But although Ameri- 
can interest was sufficiently keen to lead to conversations in Dublin, 
Finance’s response was extremely cautious and lukewarm and can best 
be summed up by Brennan’s minute of a meeting he had with a re- 
presentative of the National City Bank on 20 April 1923 when he 
observed that “internal borrowing would naturally precede external 

ag’? 64 borrowing’’. 
By that stage Finance had begun to come to grips with the prob- 

lem: it had been one of the major tasks allocated to J. J. McElligott 
from the time he took up his appointment in the Department at the 
beginning of January 1923, and Brennan had outlined his own views 
in a memorandum to McElligott, stating that 

. the question of raising money by borrowing is about to become of 
practical importance for us. As far as we can see the Exchequer issues 
required in the current financial year for Supply and Central Funds 
Services will be substantially in excess of receipts from revenue. In 
addition an Exchequer advance of perhaps £750,000 may be required to 
enable the Unemployment Fund to meet its obligations and it is estimated
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that there must be an issue of about £100,000 to provide Telephone 

Capital. 
Our present Exchequer balance of about £800,000 should, together 

with receipts in the meantime, probably enable us to provide for essential 

issues over the end of this month, but it is possible that we may have to 

resort to a Ways and Means advance ... 

In the circumstances confronting us we cannot merely rely on 

short-term borrowings such as Ways and Means advances or bills of three 

or six months. All the indications are that for this and the next financial 

year at least there is not the slightest hope of avoiding expenditure which 
must largely exceed revenue. For some time to come we will have an 

increasing deficit and our position would be precarious as regards meeting 

short loans at maturity. 
From the point of view of the banks our short dated securities would 

not form reliable liquid asset assets, partly by reason of the improbability 

of their being paid off on maturity without renewal but especially because 
they might not readily be convertible into legal tender currency by 
discounting at the Bank of England. It would be a different matter if we 
were in a position to maintain a currency system of our own and we 

could create a currency in an emergency. Perhaps, indeed, it is as well that 
we should be compelled by circumstances to conduct our financial bus- 
iness on a basis that excludes the possibility of resorting to an arbitrary 
creation of legal tender. 

The difficulties that would arise at maturity of short dated securities 
would seem to tend, when borrowings had reached a certain point, to 

bring us into a position which would leave us very much at the mercy of 
the banks about terms. But we would no doubt be protected to some 
extent by the fact that the several banks would have an interest in com- 
peting to obtain or retain Government business. This protection would, 
however, be worth less according as our needs were greater. 

Both the nature of our expenditure and the improbability of soon 
having a revenue in excess of normal charges afford ground for resorting 
to long-term borrowing. While we may hope to be able to defray part of 
the compensation charge by payment in the form of bonds we must 
undoubtedly also raise large amounts of cash under this head, and this is a 
burden which will not be borne entirely by current revenue but may 
fairly be spread out over some years. Part of the great cost of restoring 
order may be similarly regarded and the same applies as regards the 
redemption of the Republican loans issued in America and at home. 

It has been represented that the Government can borrow successfully in 
the United States. In particular the Guaranty Trust Company is anxious 
to have an opportunity of underwriting a loan and we are assured that the
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terms would be favourable. Although we have not actual power to 
borrow in America it is well to have this offer in mind in case of 
emergency, and no doubt if necessary new powers could be sought from 
the Dail. But in general it seems preferable to try borrowing at home first. 
The advantage, incidental to this, of giving our own citizens a special 
interest in the stability of the country is of particular importance now: 
also an internal loan has advantages over external borrowing as regards 
income tax and death duty. 

On the whole I am disposed to think that we ought immediately to 
sound our own banks as to the part they would be willing to take either 
by underwriting or otherwise in helping us to issue a loan.® 

McElligott, replying to this memorandum on the following day, 
emphasised the urgency of the problem when he declared that it was 
almost certain that the government would have to borrow before the 
end of February. “This limitation as regards time’’, wrote McElligott, 

imposes an obstacle in the way of a public issue which requires a large 
amount of preliminary work and propaganda. This consideration applies 
particularly to a large scale long term borrowing operation. Another 
factor affecting the prospects of such an issue is the political and military 
uncertainty and the general feeling of insecurity, tending to make people 
reluctant to place their money in an issue sponsored by the Free State. On 

the other hand that there is a large sum of money available for investment 

in Ireland is apparent from the accounts of the Irish Banks. Further, a 

period of industrial and commercial depression, such as we have at present 

in Ireland, leaves free for investment funds which would otherwise be 

locked up in business. Reluctance to invest on the score of insufficient 

security might be overcome if the British Government offered a support- 

ing guarantee as to both principal and interest, but apart from the political 

objections to this course the present attitude of that Government in 

financial matters does not indicate any likelihood of their consenting to a 

guarantee. Moreover, even if such a request were conceded it would 

mean for us a period of financial tutelage, while considerably hamper- 

ing our freedom in regard to the settlement of outstanding financial ques- 

Hous 7. . 

If for a large issue we go outside the country, a simultaneous offering in 

Dublin and the other centre, say London, would be desirable and alloca- 

tions could then be made as desired, giving preference to Free State 

applicants. The consent of the Dail would be necessary beforehand, and 

further it might be unwise to run the risk of a rebuff from the London 

Market while it would certainly be to our advantage to get as many Irish- 

men as possible financially interested in the stability of the Free State . . .
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Long-term borrowing to cover a revenue deficit is in itself highly 

objectionable and permissible only in times of exceptional stress. 

Normally, even short term borrowing for such a purpose is to be 

condemned except where it is strictly in anticipation of revenue. In our 

case the borrowing would be for a fairly long period and for this reason 

. raising money by means of Treasury Bills of three, six or even twelve 

months currency would not prove exactly suitable. There is the further 

consideration that much of the deficit will arise in respect of capital outlay 

on reconstruction etc — a fact that in itself justifies borrowing for a fairly 
long period. Compensation will no doubt be paid in part by Bonds, but 
this will not obviate the necessity of raising a large sum in cash. Bonds ‘on 
tap’ or Savings Certificates afford a continuous means of bringing in cash, 
the latter particularly helping to encourage thrift. Conditions throughout 
the country may hamper the success of Certificates but they deserve a 
trial. 

An issue other than certificates would be necessary and in regard to this, 
at a preliminary conference with Bankers the discussion would be 
primarily concerned with (1) Underwriting Commission, (2) price of 
issue and (3) rate of interest, these three points being largely inter- 
dependent. 

These memoranda, with their full discussion of the numerous 

problems relating to Exchequer borrowing in the Free State, were sent 

by Brennan to his minister with the comment that they could not con- 
tinue for much more than a few weeks by a ways and means advance. 

He therefore asked for ministerial authority for himself and McElligott 

“to have a preliminary talk on the subject generally with Mr Guinness 

and afterwards with a few of the other Bankers individually.” 

Cosgrave’s consent was immediately forthcoming and a meeting at the 
Bank of Ireland was duly arranged for the morning of 26 January 
1923.7 

The discussions at this meeting were tentative and inconclusive. The 
Bank’s representatives raised no difficulties about short-term loans on 
ways and means in multiples of £100,000 for a fortnight at a time 
(interest being reckoned at the end of the fortnight at 1 per cent under 
the Irish bank rate subject to a minimum rate of 3 per cent). But the 
Finance officials were less successful on the major issue, although, in 
Brennan’s words, “we tried as far as possible to leave it to the Gover- 
nor to give us his own impressions without telling him what was in 
our own minds.”” When pressed as to what sort of sum they en- 
visaged for the longer-term borrowing, they replied that ‘‘this
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depended very largely upon the prospects of the restoration of order 

but that ... it might not be unreasonable to say £5 million for the 

next six months, although this might possibly be exceeded.”’ The ap- 

prehensions then expressed by the Bank’s representatives fully justified 
the forebodings of Brennan and McElligott in their earlier exchange 

of memoranda. ““The main conclusion reached ... seemed to be that 

the Bank, while not unnaturally somewhat apprehensive about taking 
up securities of the Free State Government in the present state of af- 

fairs, would be quite prepared to do so to a reasonable extent as a duty 
to the Government.’’ However, the Bank’s representatives then raised 

the question of a British guarantee and also threw cold water on the 

prospects of the general public being willing to participate in any issue 

to which they might be invited to subscribe. The meeting ended with 

the understanding that further discussions would be held and that 

‘everything said was entirely confidential and without prejudice.’’** 

A month later, McElligott again took up the central issue of public 

participation in the proposed loan in another memorandum which 

declared that 

. while it is highly desirable to have the public financially interested in 

the stability of the Free State it might be possible, and there is scarcely any 

doubt the Banks would agree, to finance our requirements by means of 

bank loans for the next six months, at the end of which period we will 

presumably be able to fund our bank indebtedness or float a loan on much 

better terms than now. We ought then to be in a position to get a larger 

measure of public support as the stability of the Free State would be more 

assured. Whether a loan is raised now or at a later date, unless it be for a 

term of six or twelve months, it will be necessary to bring in the public. 

Banks continually change their investments, and though our proposed 

issue is a small one they may not wish to hold it until maturity ... 

In inviting the public to subscribe, if we do so, we must avoid the risk 

of failure. This may be done by increasing the attractiveness of the issue, 

e.g., by emission below par, by the offer of a premium on redemption, as 

well as by announcing that all the banks in the Free State had taken blocks 

firm. The bonds should also be negotiable with the Banks, that is, in 

effect, acceptable as collateral for a loan. The addition of certain attrac- 

tions such as some of those above mentioned makes the issue more 

expensive to the State, but this is unavoidable, especially as the Irish 

public puts most of its money either on deposit receipt or into cattle and 

land, and is reluctant to place it elsewhere. Besides, those who have their 

money in British Government securities can earn 5% and will not change,
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except in special cases where income tax and other considerations arise, 

into a Free State security yielding, say 6%. There is also at the present time 

fear of investing in a Free State issue because (a) of attentions from 

Irregulars, (b) of political instability. 

If the issue is made to the banks the full amount of the particular bonds 

could be paid up at once, and bonds need be issued only according to our 

requirements. In an issue to the public it would be desirable to have a 

definite opening and closing date for the subscription list, and a publicity 

campaign on the right lines would be essential. There is now little time 

for this, seeing that our needs compel us to borrow before the end of the 

financial year.°? 

McElligott’s memorandum caused Brennan again to ask the 

minister to approve another meeting with the banks and this took 

place on 13 March. Following this meeting, Brennan outlined the 

probable borrowing requirements of the state in a letter to the 

Governor of the Bank of Ireland. These consisted, firstly, of a loan of 

approximately two and three-quarter million pounds to meet the 

deficit between revenue and expenditure for the current financial 

year; and, secondly, in the likelihood of the deficit continuing to 

grow, of another three-quarters of a million to a million pounds per 

month for the first eight or nine months of the next financial year. 

Finance felt “that their borrowings from the Banks in present circum- 

stances would best take the form of twelve months Bills.’’ Brennan 
also said that they were considering “making available for public 
subscription on tap 5% Bonds with provisions for redemption by 
drawings within a maximum period of five years. The issue of such 
Bonds would cease as soon as the Bonds to be issued in discharge of 
compensation awards begin to go out.”? The terms of both Bonds 
would probably be identical.’’”! 

The banks immediately baulked at the extent of the government’s 
requirements, and the secretary of the Irish Banks’ Standing Com- 
mittee informed Brennan that, at a meeting on 14 March, they had 
been unable to come to any [firm] decision even about the condi- 
tions which should attach to the loan of two and three-quarter 
million pounds immediately required by the government, and that the 
matter had been deferred until a further meeting on 21 March.” At 
this second meeting, the committee, having expressed its regret that it 
had not been given “more time to consider in all its bearings this 
definite application for their financial assistance” which necessitated 
transactions “‘outside the range of legitimate banking business’, never-
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theless decided (‘in view ... of the pressing necessities of the 
Government and with a desire to assist it in its immediate financial 

difficulties’) to advance the two and three-quarter million pounds 
immediately required. But it also decided that it was “‘not prepared to 
make further advances to the Government of the Irish Free State 

unless such conditions are attached as would make the loan readily 

negotiable”, a proviso which again confirmed the private fears of the 

Finance officials. The Banks’ Standing Committee also availed itself 

of the opportunity to press the government to introduce immediate 

legislation allowing for the more equitable distribution of the govern- 

ment’s statutory banking accounts and urged that such accounts as 

could be redistributed without legislation should now be so disbursed 

without further delay. Such redistribution, the committee said, had 

been specifically pledged by Brennan as precedent to its loan.” 

Yet Finance, their embarrassment about borrowing notwithstand- 

ing, refused to accept this interpretation. The location of the 

government’s more important accounts were subject to statutory 

provision, replied Brennan; and he further stated that the banks must 

appreciate that, while the reallocation of accounts not affected by 

statutory provision was under review, “radical changes in this vital 

part of the financial organisation of the State could not be effected 

hastily or during the prevalance of the difficult administrative con- 

ditions which the Government have experienced since the transfer of 

functions from the British authority.”””* Finance’s obdurate defence of 

existing practice (and, in effect, their defence of the Bank of Ireland’s 

privileged position in holding government accounts) under circum- 

stances when the standing committee expected concessions, was to 

continue for over twelve months. Indeed at times (in June and 

October 1923) the committee had the greatest difficulty even in 

obtaining replies to their repeated inquiries on the subject. At the 

beginning of February 1924 it was agreed by Brennan and McElligott 

that “‘no action should be taken for the present’’,’”> and, some months 

later, Finance shelved the issue more permanently when they pointed 

out to the committee that, under the 1923 Land Act, the National 

Land Bank had become government property and that “in the 

circumstances it would be readily understood that this constitutes a 

material change in the position and in any alteration of the existing 

disposition of public Accounts so far as such is feasible the interests of 

the Land Bank cannot be overlooked by the Minister.’ The com- 

mittee’s willingness to accede a place to the Land Bank in any scheme
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of reallocation did not evoke a favourable response from Finance who 

stood equally firm against letters canvassing suppport from ministers 

on behalf of the National Bank in particular, the bank which in the 

eloquent words of one plaintiff, “was established by Daniel O’Connell, 

the Liberator, for the Irish people.’ 

The Origins of the First National Loan 

The episode testifies not merely to the strained relations between the 

banks and the Department in 1923-24 but, more significantly, to the 

determination of Finance to adhere to what they believed to be the 
orthodoxies of proper procedure, their indebtedness to the banks 

notwithstanding; and it is against this background of growing dis- 

enchantment with the banks’ attitude that we must consider the shift 

in Finance’s thinking about government borrowing at the end of 
March 1923. Brennan felt that “‘the attitude of the Banks towards us 
on the borrowing question appears to make it specially desirable for 
us to make a more effective effort than would otherwise be required 
to raise money from the public in the immediate future.’ He 

suggested a ‘tap issue’ which would secure public support “‘on terms 
that do not contemplate redemption for some considerable time — 5% 
Bonds issued at par which the Government would have the option to 

redeem at par after twenty years and must redeem after thirty years.”’ 
He felt the loan should only be for a reasonable amount at first “until 
we see how the market treats us.’’”’ 

In a reply which demonstrates the changing Finance thinking on the 

problem of borrowing, McElligott agreed that 

... 1n view of our increasing deficit it is desirable that we should as far as 
possible be independent of the Banks and essential that we should interest 
the public in an issue of Free State securities, apart from Savings 
Certificates, Treasury Bills and any Bonds that we may issue in compen- 
sation for damage. The financial prospects for several years to come not 
being very bright, a short-dated security would only postpone our 
embarrassment. Further we must be in a position to meet our engagements 
to the Banks in twelve months time, engagements that within a week or 
two will total two and three-quarter millions and are bound to expand. 
We will have additional obligations to meet if compensation bonds fall 
for redemption annually and are to be finally retired in a short period. 

In regard to an issue of 5% Bonds at par redeemable in twenty—thirty 
years, I think that our credit will deteriorate to above the 5% level in the 
coming year and still more so if we are called upon to shoulder a substan-
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tial burden as a result of the ultimate financial settlement.” The policy of 

fiscal and economic isolation which is, rightly or wrongly, attributed to 

our Government will also tend, until we prove that we can stand alone, to 

affect our credit both at home and abroad. At home because apart from 

the Banks we have no big financial institutions, and the Banks are largely 

influenced by opinion in London where they keep their reserves, their 

floating balances, and practically all their investments and whereto they 

must look for the supply of legal tender. Abroad because our political 

difficulties will be magnified and because the mantle of British credit has 

fallen from us. Despite these considerations and given the restoration of 

order in the country in the next twelve months, I think that when our 

compensation has been settled and our liability to England determined, 

our credit may improve to a figure below 5%. It is probable, however, 

that by that time some sort of a trade revival will have set in which will 

stimulate the ow of money into industrial and commercial channels and 

by raising the yield obtainable from securities of that description as well as 

from railway and other stocks would render it more difficult for the 

Government to borrow on easy terms. By then we may of course have 

introduced a currency of our own, and our credit both internal and 

external will be largely determined by the policy we pursue in regard to 

that currency. Inflation by reducing the commodity value of the interest 

tends to depreciate all fixed-interest-bearing securities while deflation has: 

the opposite effect. The pursuance of a middle course would increase 

confidence in us without adversely affecting business, and will tend to 

stabilise our credit on a lower basis than it is likely to be for some years to 

come... 

A public issue requires a large amount of preliminary work and 

propaganda, and its success depends on the active support of Bankers and 

Stock-brokers. The former we have.already approached and we should 

now enlist the services of the Dublin and Cork Stock Exchanges. At the 

same time publicity on our part and the stoppage of publicity on the part 

of others are required. Nothing can be more fatal to the success of Free 

State issues than the prominence given by the Irish press to Irregular 

threats, etc., and the free and extensive publicity given to all their ipse 

dixits, some papers even going to the length of publishing interviews with 

them. Acts of this kind which are exceedingly detrimental to the placing 

of any loan no matter how attractive should be stopped.” 

But this last, crucial factor gradually became much less important as 

the civil war drew to a close. By mid-April, following the death of 

Liam Lynch, the chief of staff of the anti-Treaty forces, on 10 April, 

the situation had sufficiently altered for Brennan to refer to “the more 

favourable turn that events in the Free State have taken during the 

past fortnight.’”*
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At the end of May Brennan and McElligott interviewed the Com- 

mittee of the Dublin Stock Exchange about the prospect of an 

early issue of Free State securities, and, in a minute to his minister, 

Brennan declared that 

. the time has now arrived when it is necessary to proceed with 

preliminary arrangements for making such an issue as if we delay any 

longer we are in danger of reaching a point when the Exchequer will be 

unable to meet the demands upon it. It is true that we have at present a 

balance of about £2 million to credit but a great part of this is already 
earmarked for accrued liabilities. 

The Finance representatives had told the Stock Exchange Com- 

mittee that they would probably need to borrow not less than £25 
millions within the next year. The committee were sceptical “‘as 

to the probability of the Irish Market being able to absorb issues 

amounting to £25 millions in the year .. . [without] active coopera- 
tion on the part of the Banks’’, and urged the necessity of seeking a 
British guarantee for the loan. This, as Brennan freely admitted, 

would almost certainly remove any obstacles that the banks might 

place in the path of the loan. Brennan said that he did not think that 

the fact of our looking for a British guarantee should be any 
embarrassment to us in our other financial dealings with the British 

Government. It would be quite understood that the debt for which we 
sought the guarantee would have been incurred largely for the main- 

tenance of the Free State within the terms of the Treaty. 

It would be desirable now to get a definite indication of the considered 

views of the Government on the subject of a British guarantee, as further 
progress cannot be made without having this aspect of the matter 
definitely cleared up. If the British Government were willing to give the 
guarantee, and we are not without indications to that effect, a convenient 

opportunity of having this done will be provided when they bring 
forward the Bill by which they are preparing to grant the guarantee in 
connection with Land Purchase Bonds. The principle of accepting a 
British guarantee has of course already been definitely admitted in the 
latter case and it is difficult to see that any vital objection can be brought 
forward in the present case that would not apply in the other.*! 

There is abundant evidence in support of Brennan’s contention that 
the British government, and the senior officials of the Treasury in 
particular, were more than sympathetic to the Free State’s difficulties
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in floating a loan. As early as March one such official, O.E. N iemeyer, 
had taken the trouble to send to the Secretary of the Colonial Office 
a note of a conversation he had had with one of the London represen- 
tatives of the Guaranty Trust Company of New York when the latter 
had asked him whether the British government would raise any 
objection if the Free State were to try to place a loan in the United 
States. Niemeyer replied that “‘in general he might regard our attitude 
to loans to be raised by the Free State as one of benevolence ... 
Speaking entirely for myself I think it might not be impossible for the 
Free State to obtain an agreement with the Imperial Government by 
which the service of any loan raised by them for the payment of 
compensation in Ireland might rank before the Imperial claim for 
debt. He seemed to think this was a very helpful suggestion.’”® 

The Treasury made an even more striking intervention in support 
of the Free State in the following month, following an interview 
between the parliamentary-under secretary to the Colonial Office, 
W. Ormsby-Gore, and one of the directors of the Bank of Ireland, Sir 
Andrew Jameson, on 26 April. Jameson, noted Ormsby-Gore, was 

- very nervous about the immediate financial outlook ... He says the 
Banks have gone to the limit of what they can advance to the Govern- 
ment and that he doubts whether a Free State loan would be taken up 
internally except possibly by means of premium bonds ... Mr Cosgrave 
would be forced either to come to the British Treasury for assistance or 
else to adopt some expedient that may be financially disastrous to Ireland 
... Mr Cosgrave will not wish to go to the British Treasury if he can 
possibly avoid it because of loss of prestige and the political handle it 
might give to both Republicans and the intransigent Unionists .. . 

Relations between Cosgrave and the Bankers Committee headed by 
Henry Guinness [the Governor of the Bank of Ireland] started by being 
intimate but are so no longer and . . . the Bankers have no idea where the 
Free State Government are now looking and they are rather apprehensive. 

It was for these reasons, Ormsby-Gore said, that Jameson had asked 
him whether the British Government would be prepared to nurse the 
Free State government over the crisis.* 

But the Irish banks would have found cold comfort in the 
Treasury's reaction to their entreaties. In a special memorandum, 
which was forwarded to Ormsby-Gore with the specific approval of 
the Chancellor of the Exchequer, Niemeyer dismissed the Irish banks’ 
fear of inflation as exaggerated — this was one particular fear which 
Jameson had stressed in his interview with Ormsby-Gore. The figures
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of the Irish banks, Niemeyer believed, revealed a trend no different 

from the British position. He also pointed out that it would be 

impossible “for Ireland to have a currency inflation unless she legislates 

to increase her fiduciary note issues or takes to a State issue of her 

own. Hitherto she has shown no signs in either direction.”’ Nor did 

Niemeyer see any signs of a credit inflation in Ireland. In any event, he 

argued that 

. it would be a fundamental mistake for us to intervene in the matter. 

We have no power to do so effectively if we wanted to; and our inter- 

ference would probably have quite the opposite effect to what we wished. 

The Free State is now a dominion. It must make its own experience in 

currency matters as in others. The business of the Irish Banks is to make 
their influence felt by their own Government and to give that Government 
sound advice. The Government will need the Banks’ assistance and will 
probably be not at all unwilling to listen to them. 

On the other hand, if the Irish Banks come over here and particularly if 
they are known to be coming over here, they will at once deprive them- 
selves of exercising their proper influence in their own country. 

The Free State has its financial troubles before it and it would be foolish 
to pretend that they are not considerable: but they are by no means 
insuperable and in fact are far less than those of the greater number of 
countries in Europe. On the whole, the Free State has hitherto shown no 

inclination to panic legislation and their own interests seem to me to be 
entirely in favour of reasonably sound monetary policy. But they clearly 
must be left to run their own affair.* 

Niemeyer’s was a shrewd assessment of the Irish government’s 
attitude. On 26 May Cosgrave brought Brennan’s memorandum of 
the 24th before the Executive Council when it was discussed with 
special reference to the possibility of seeking a British guarantee, and 

when “‘it was decided that Mr Brennan should ascertain at what rate a 
loan could be secured in the London Money Market in the absence of 
a British Government guarantee and that he should circulate a further 
memorandum embodying the result of his enquiries.’’®> In fact, as the 
President reported to the Executive Council on 28 May, it was 
McElligott who went to London where he had a succession of con- 
ferences over two days with the heads of the Bank of England and the 
other leading joint stock banks. Neither the Governor nor the Deputy 
Governor of the Bank of England, McElligott reported, 

anticipated that an issue of Free State securities would be looked upon 
with favour in the London market. London Banks would not participate
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in any way unless they were ultimately in a position to pass the securities 
on to the British Public, and the latter found it hard to get away from the 
conventional idea that Ireland is a disturbed country, and that the unsettle- 
ment will persist for some time. Our Government has not yet, in their 
view, been sufficiently long established, and its ability to restore complete 
peace to the country and to facilitate an effective return on the part of the 
whole population to economic pursuits was not yet sufficiently demon- 
strated. It was agreed that our Revenue was coming in well but the size of 
our probable deficit was very great. 

Other key points stressed by the representatives of the British banks, 
McElligott continued, were: 

(1) to get the good-will of the Bank of England, which was the only way 
to ensure negotiability, all the other Banks looking to it for a lead and 
accepting its judgement in matters of this kind as absolutely sound; (2) to 
prove conclusively to outsiders that there is no danger of the Irregular 
movement again raising its head. 

. it is clear that some backing other than our own credit is needed to 
enable a Free State issue to be made in London or to make it negotiable 
there after issue in Dublin. None of the people to whom I spoke said it 
would be possible to help it by underwriting or supporting the market 
and they did not consider, on the basis of the proposal I put forward, that 
any measure of assistance either towards placing the loan or helping it 
subsequently could be granted. Lack of confidence in our political 
stability, the unsettled boundary question, the unknown extent of liability 
in respect of UK debt and the priority which should be given to it when 
decided were, in the view of my informants, the chief factors at present 
adversely affecting our credit.% 

The Executive Council discussed McElligott’s memorandum on 
11 June when both he and Brennan were present. Confronted with 
Brennan’s statement that expenditure would exceed revenue by some 
£25 millions in the current year, it was agreed in principle to issue 
two or three internal loans, but it was also decided that the issue of all 
loans should be postponed until after the general election (planned for 
early September). In the meantime, however, Brennan was authorised 
to ascertain the views of the Irish Banks’ Standing Committee on the 
possibility of immediately floating ‘‘a small 5% loan of say 24 million 
pounds issued at 95 and with the first half yearly dividend payable at 
the end of three months, or as an alternative, a similar issue at 93 
without any concession in the matter of an early dividend.’’?? Brennan



94. The Irish Department of Finance 1 922-58 

was also authorised “‘to apply for the necessary accommodation to 

carry over until after the Elections, by means of bills, subject to the 

Banks agreeing to accept Government securities in redemption of the 

Bills on maturity.’”* 
The second alternative provided an interim solution. The banks 

were accommodating, and on 19 June President Cosgrave reported to 

the Executive Council on a meeting held with directors of the Bank 

of Ireland the previous day when arrangements were made for further 

advances “‘amounting to £3,000,000 to enable the Government to 

carry on until after the Elections, with other small advances, if 

necessary, for short periods subsequent thereto.’”*’ “The effects on 
the Banks of the Election — very great”, Richard Mulcahy noted 
cryptically.°® His comment was amply borne out by subsequent events 
since, from this point onwards, the air of uncertainty and crisis about 

the Free State’s financial position was greatly reduced. 
The improved situation was reflected by the more confident tone of 

another memorandum drawn up by Brennan which was 

. intended to explain in a general way some considerations of impor- 
tance which should be borne in mind in deciding matters which affect the 
finances of the Irish Free State. 

The borrowing necessary to provide the Exchequer with cash for 
meeting the issues that are required for the public services can be effected 
within the country in two forms, namely, either (a) by the transfer on 
loan to the Government of savings at present actually available in the 
hands of private owners or (b) by the granting of loans to the Govern- 
ment by the Banks. 

Borrowing in form (a) is that which will prevail in the normal circum- 
stances of a well governed State. It places at the disposal of the 
Government capital which as a rule has actually been accumulated by 
efforts already made. ... As total deposits are not increased no immediate 
addition is made to the purchasing power of the Community, in other 
words there is no direct inflation ... 

In case (b), that is, where the banks make loans to the Government, the 
immediate consequence is an expansion of bank deposits equal to the 
accommodation given. The fresh deposits are at the disposal of the 
Government and the deposits of private customers remain undiminished. 
Increased purchasing power has thus been created without effort by a 
mere book entry. Thus prices tend to rise or, what is the same thing, the 
value of the currency as measured by its purchasing capacity tends to 
Geprectate ay 
The foregoing remarks have reference to internal borrowing. Some points 
about external borrowing may now be considered.
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A Government having power to control its currency can, notwith- 
standing poor credit, borrow at home on a large scale if it chooses to 
pursue a course of reckless inflation. But when it goes to borrow abroad it 
can in general only raise money to such an extent on such terms as its 
credit in the foreign market justifies. Thus a needy Government cannot 
hope to rely long upon external borrowing unless it establishes for itself a 
sound credit, and the practical test of that is a satisfactory budget position. 

If the Government succeeds in borrowing abroad the proceeds may 
either be used to discharge foreign debts or else brought home to meet 
internal expenditure of the State. Insofar as the former alternative is 
adopted there is no direct inflation in the Free State. The second alter- 
native, however, involves an addition to purchasing power in the Free 
State and, therefore, is inflationary. The inflation so produced increases the 
currency requirements of the country but in this case the currency 
requirements can be met by the use of the resources acquired in the 
foreign borrowing centre. While such resources are available the Govern- 
ment can avoid the arbitrary creation of its own legal tender. 

External borrowing in any form is of course a weakening factor in our 
future exchange position. Moreover, with such borrowing we lose the 
taxes which arise in the case of internal borrowing. ... 

To obviate the evils that are certainly to be apprehended from this 
position there is only one plain and effective course of action and that is to 
terminate all abnormal public expenditure at the earliest possible moment 
and, what is even more important, to bring normal expenditure within 
the limits of revenue. The present condition of the public finances is really 
critical from this point of view and appears to demand drastic action. The 
fact that new proposals for expenditure without any compensating 
reductions daily make their appearance seems to indicate a serious lack of 
appreciation of the situation on the part of a number of Departments. This 
unsatisfactory budget position, which is well understood by outside critics 
such as the banks, is of course very prejudicial to our credit. If this were 
remedied or if obvious steps were taken in that direction there seems to be 
every reason to believe that our financial prospects and credit would 
quickly improve. 

The Banks have now intimated their willingness to grant accommoda- 
tion to the extent of not more than £3,000,000 until after the General 
Election and they state that until the results of the Election are known 
they will give no further accommodation and they give the £3,000,000 
only on condition that no appeal for any loan is made until after the 
Election. 

If the Election will not be over until after the end of August the limit of 
£,3,000,000 is such that expenditure will need to be checked with great 
care if the Exchequer is to be able to meet the demands upon it.”!
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Brennan took the trouble to send a copy of this memorandum to 

Niemeyer in the Treasury, a step which serves to demonstrate two of 

the major factors which enabled Finance to weather the crisis: first, 

the close, harmonious relationship between senior officials in Finance 

and their counterparts in the Treasury; and, second, Brennan’s 

determination to uphold the strictest principles of financial orthodoxy 
in running the financial affairs of the Free State. Niemeyer’s reception 
of the memorandum was wholly favourable: “I really have nothing to 

add to the memorandum’’, he replied, “‘which appears to me to be 

entirely on sound lines. So long as you borrow from the investor you 
are removing from him purchasing power and no inflation occurs. ’’”” 

Brennan’s policy of keeping the Treasury fully informed of his ideas 

thus paid handsome dividends and Niemeyer in particular continued 
to play a key role in easing Finance’s way during the critical pre- 
election period. He deemed the matter sufficiently important to send 

Brennan’s memorandum to the permanent secretary, Warren Fisher, 

whose reaction was equally favourable and who minuted that 
Brennan’s memorandum “‘should help to keep them straight, as it 

seems quite sound.’’ Niemeyer also took the trouble to inform the 

Colonial Office, which was formally responsible for Irish affairs. He 
had seen Brennan, he reported, once or twice since May and had 

made it clear to him that he would give him whatever help and 
counsel he could. He had offered him expert British assistance on 
setting up saving certificates and on external borrowing, and had 

urged him, 

... personally as a Treasury official, to make a point of seeing a leading 
Irish banker privately (not a Committee of Bankers which is entirely 
useless) say two or three times a week and I have indirectly encouraged 
the Bank of Ireland to give him these private consultations. This is quite 
essential as the technical equipment of the Free State Treasury is terribly 
deficient. 

I think they will come to me for advice when in trouble and I have 
encouraged them to do so. Through the City here I can probably help 
them a good deal. There is nothing to despair about in their situation — 
but they have everything to learn and all their bankers are rabbits. If the 
Election goes right they ought to pull through.” 

The election did go right and Finance did pull through in a more 
dramatically successful fashion than they could possibly have anti- 
cipated during the early months of 1923. In the election, held on
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27 August 1923, 102 supporters of the Treaty were returned, and the 
preparations for the first national loan (£10 millions of redeemable 
stocks issued at 95 per cent) subsequently went ahead as planned. 
Particular attention was paid to the question of publicity which was 
directed by McElligott working in close alliance with the govern- 
ment’s Director of Publicity, Sean Lester. 

However, the Irish banks continued to pose problems when they 
refused to agree to the Minister of Finance’s request that they should 
take up whatever amount of the loan might remain unsubscribed (not 
exceeding an amount of £4 millions) when applications closed, unless 
they first obtained certain safeguards, including an underwriting com- 
mission of 2 per cent.% This latter proposal particularly incensed 
Finance, since it meant “that the banks declined to make any sub- 
scription whatever to the Loan on the terms on which it will be issued 
to the general public.” ‘The Minister cannot help feeling”, wrote 
Brennan in his reply, 

that this is a very extraordinary attitude for the Banks to take up and he is 
disposed to assume that it must represent a decision arrived at without 
adequate consideration of all that it implies. He prefers not to comment 
on it further at this stage beyond suggesting that your Committee should 
consider it at their earliest convenience ... The Minister is anxious not to 
ask the Banks to do anything more than can fairly be expected from them 
in prevailing circumstances, but he would remind the Boards of the Banks 
that while they are undoubtedly charged with the obligation of safeguard- 
ing in every proper respect the interests of their shareholders and deposi- 
tors they are nonetheless under serious obligation to the State itself, upon 
whose stability and protection all credit institutions are in the last resort 
dependent.” 

But, in the event, the matter was of merely academic interest: when 
the list closed on 7 December 1923 the loan had been over-subscribed 
by some £200,000. The Irish public clearly had confidence in the 
credit and financial stability of the state even if their banks did not. 
For Brennan, McElligott and the other senior officials of Finance, the 
uphill haul, lasting almost twelve months, had ended in a resounding 

triumph. The magnitude of that triumph did not become fully 
apparent until 7 January 1924 when the first dealings in the loan on 
the Dublin Stock Exchange took place and it rose 4 points to 99, 

The significance of the success of the first national loan was as 
evident in the United Kingdom and abroad as it was in Ireland.
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“Creat effort was made to ensure the success of the issue”, commented 

The Times, “‘and it would be easy to make too much of the great 

strength of the Loan on the first day of dealing; but it is certainly a 

remarkable achievement for the Loan to be raised to within a fraction 

of the price of the British 5% War Loan. Provided that the Free State 

follows sound financial principles, there is no reason why Irish credit 

would not rise to a high level and remain there.”””” There was, indeed, 

no reason why Finance officials should now desert those sound finan- 

cial principles which had served them so well; as later events in the 

twenties were to show, having won the first, epic battle they were 
not now going to risk losing what they conceived of as a continuing 

war. 

III: The Shaping of Policy 

The organisation of the first national loan, together with the inaugur- 
ation of the Civil Service Commission and the Revenue Commis- 

sioners and the other developments discussed in this chapter, provide 

us with a sufficient volume of evidence to draw certain general con- 

clusions about the formulation of policy in the Department of Finance 

in these first years. 

The preliminary conclusion which most forcibly impresses itself 

upon the mind of the historian examining the earliest departmental 
records is how few men made so many big decisions — decisions, 
moreover, which, because they became part of the central adminis- 
trative structure of the new state, proved extraordinarily enduring, if 

not, indeed, irrevocable. Gregg, Brennan, Bewley and, after Bewley’s 

return to London, McElligott had a different kind of responsibility 
than the men who were to succeed them in later years. The absence of 
trained junior staff — the fact that there were so very few first 
division men in the administration taken over from the British and 
that the first junior administrative officers recruited to supply that 
need did not take up duty until August 1925 — meant that these few 
men made what seems in retrospect to have been an exceptionally 
large number of seminal decisions. Upon them also fell the burden of 
initiating policy, doing the preliminary research and drawing up all 
the memoranda and minutes which in due course gave rise to the 
enactment of legislation and other major decisions — the early ex- 
change of memoranda between Brennan and McElligott, without 
reference to any of their subordinates, on the first national loan is one
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such example. Subordinates could not be entrusted with such work, 
first, because the issues were too serious and too delicate; second, 
because they did not possess the necessary technical competence or 
experience:”? 

However certain advantages followed from the fact that the decision- 
making process was in these first two years so heavily concentrated in 
the hands of so few men. In particular, it made for a coherent and 
cohesive departmental view of a widely disparate range of issues. In 
practice, the departmental policy on any of the innumerable issues 
which came up for decision in these first years was the policy handed 
down by one or two men at the top. These men, moreover, enjoyed a 
remarkable freedom of action in decision-making in Circumstances in 
which the government seems to have had neither time nor, indeed, 
inclination to consider financial policy. ““‘We have never discussed 
anything about finance except the Army estimates’, commented an 
unidentified minister at an Executive Council meeting on 25 April 
1923, when the question of the government’s relations with the banks 
was informally reviewed;” and one of his colleagues, again unidenti- 
tied, observed pessimistically that ‘““we have no person at all here; 
except our own Treasury officials, who have no experience at all. It 
would be quite easy to make a mess of it.’”!°° This account, however 
fragmentary and disjointed, even in its very lack of appreciation of 
the expertise of men like Brennan and McElligott, fairly reflects the 
diffidence and uncertainty which characterised the approach of 
ministers to financial policy. Both the minutes of the provisional 
government and of the Executive Council (in its first years in parti- 
cular) confirm that, apart from the noted exceptions, matters of 

finance were never discussed. 

One obvious reason for this was the civil war — it was McElligott’s 
opinion in later life that the one beneficial effect of the civil war was 
that it enabled senior civil servants to construct the fabric of adminis- 
trative government in the Free State without interference from the 

politicians.'°' Very occasionally the Executive Council did take 

decisions which, if they had been implemented, might have had 

important consequences for economic and financial policy: on 21 
December 1922, for example, they decided to set up a commission on 

reconstruction and development; again, on 10 October 1924, they 

agreed to establish a council or committee to advise them ‘‘on matters 
relating to the general economic development of the State.’""” But 
neither initiative ever seems to have amounted to much more than a 

statement of intent.
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Michael Collins had been the one member of the pro-Treaty side 

who had armed himself with at least a certain financial expertise; his 

premature death left a gap which was never filled. Further mention 

should be made of the prolongation of the period when W. T. Cosgrave 

was Minister for Finance as well as President of the Executive Council 

until Ernest Blythe finally took over the Finance portfolio on the 

occasion of the appointment of the second Executive Council. That 

the head of government should also be Minister of Finance, as 
Cosgrave was from December 1922 to September 1923, is unique in 

the history of the state and, while this might seem a short time, it was 

in these first months that a host of decisions had to be taken which 

proved crucial to the state’s subsequent development. That Brennan’s 
and McElligott’s minister was the head of the government cannot but 

have been of cardinal importance in enabling them to carry out their 

policies. Such matters as the government’s relations with the banks 

and the first national loan, and the army estimates and Anglo-Irish 
financial negotiations (both of which will presently be discussed) 
ranked among the highest of the government’s priorities. The mantle 

of authority worn by the senior officials of the Department of 

Finance, upon whose advice the government depended in these 

matters, was shown, too, by their occasional presence at Executive 

Council meetings when such issues were being discussed — a 
privilege which, although rare and abolished in 1924, was bestowed 
upon the officials of no other government department.!° 

Cabinet Procedure and the Consolidation of Financial Control 

One critical area in which the special relationship of the senior 
officials of the Department of Finance with the President of the 
Executive Council in 1923 was especially significant was the 
procedure to be adopted for drafting legislation. In a circular letter to 
all ministers on 29 January 1923, the secretary to the Executive 
Council declared that that body had decided upon the following 
procedure: that the final draft of every bill must go to the Executive 
Council for approval before being introduced in the Oireachtas, a 
copy of the draft having been circulated to ministers and to the law 
officer and the general secretariat in advance; and that no bill intro- 
duced in the Oireachtas could subsequently be amended without the 
prior consent of the Executive Council. But the interests of Treasury
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control, Finance felt, were inadequately protected by the proposed 
procedure and Cosgrave asked Gregg to send him a minute on the 
subject which he could circulate to ministers! 

> . . . . . Gregg’s minute began with the objection that the secretariat’s 
circular letter ‘‘makes no provision for the duties and functions of the 
Ministry of Finance in relation to Bills”, and continued: ’ 

The Minister of Finance is the keeper of the public purse and the con- 
troller of expenditure from that purse and he therefore occupies a peculiar 
position in regard to Bills and legislation. It is obvious that where a Bill 
specifically makes a charge on Public Funds the propriety of that charge 
and the expediency of admitting such a charge having regard to the state 
of the National finances are matters which must be closely scrutinised and 
considered from a financial point of view by the Minister of Finance in 
order that the Cabinet may be apprised of the financial consequences of 
the measure as well as all the departmental consequences which the 
Ministry promoting the Bill will no doubt expand. Even where a Bill 
does not specifically make a charge on Public Funds the Minister of 
Finance is as a general rule intimately concerned from the financial point 
of view, for legislation of any kind involves administrative expenses and 
may leave the Exchequer open to charges resulting from the operation of 
the Bill; a Census Bill, for example, may prescribe that the census for the 
future is to be taken in a way which may double the work of taking it 
and may double the administrative expenses of taking the census without a 
single word in the Bill indicative of a charge on Public Funds, and so on. 

The procedure laid down in the Circular letter of the 29th January 
short-circuits the Finance Ministry by allowing the Bills to go direct from 
the Parliamentary Draftsman to the Cabinet there perhaps to be decided 
upon before the Finance Ministry can get in a word. 

The procedure in London is as follows:— Any proposals for legislation 
involving expenditure of any kind are the subject of departmental corres- 
pondence between the Department concerned and the Treasury and the 
Treasury’s concurrence is obtained for the promotion of legislation. When 
the proposals have been fully thrashed out and agreement arrived at the 
Department writes formally to the Treasury for sanction to ask the 
Parliamentary Draftsman to draft a Bill. The Parliamentary Draftsman is 
an officer of the Treasury. When the Parliamentary Draftsman has put his 
draft Bill into print it is sent simultaneously to the Department concerned 
and to the Treasury (it should be mentioned that in drafting the Bill the 
Parliamentary Draftsman is in direct touch with the Department con- 

cerned). When the draft Bill reaches the Treasury it is examined by the 
Division of the Treasury that deals with the subject matter of the Bill and 
that Division, either directly with the Department in ordinary matters, or
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through the Financial Secretary to the Treasury (a Minister) in matters of 

policy or high moment, effects such amendments as are considered 

necessary from the point of view of Finance. Where, as sometimes 

happens, the Minister promoting a Bill does not see eye to eye with the 

Chancellor of the Exchequer the views of both are circulated in mem- 

oranda at the time of circulation of the Draft Bill to the Cabinet and the 

Cabinet then settles the question. 
It will be observed that in the British machine the Parliamentary Drafts- 

man is an officer of the Treasury and this fact enables the Treasury to 

exercise a close financial control on the provisions inserted in Bills. The 
Saorstat Parliamentary Draftsman was appointed as an officer of the 
Ministry of Finance but was attached from the outset to the Law Officer 
and placed under his instructions. Although it is sound in principle that 
the Parliamentary Draftsman should be an officer of the Finance Ministry 
it is probably expedient for the present that he should be attached to the 
Law Officer. Much of our legislation is of the emergency character. 
Practically all of it involves in some degree or another questions of policy 
connected with the change of Government. All legislation has to be in 
alignment with a written Constitution which covers a very wide field. 
These considerations, it is suggested, make it expedient that there should 

be intimate relation between the Parliamentary Draftsman and the present 
Law Officer, who is particularly acquainted with Government policy and 
the ramifications of the Treaty and the Constitution. 

The attachment of the Parliamentary Draftsman to the Law Officer 
deprives the Ministry of Finance of the control which the British Treasury 
exercises on British Bills by reason of the Parliamentary Draftsman being 
its officer. It is all the more important, therefore, to establish well defined 
procedure that will secure Finance Ministry control. It is suggested that in 
normal cases the consent of the Finance Ministry should be obtained 
before the Parliamentary Draftsman is asked to draft a Bill; that in no 
circumstances should a charge on Public Funds be inserted in the Bill 
without the consent of the Minister of Finance; that the draft of the Bill, 
before being submitted to the Cabinet, should be sent to the Finance 
Ministry as well as to the Ministry promoting the Bill for their considera- 
tion and examination; and that it should be a general rule of the Cabinet 
that there should be circulated, before consideration of the Bill by the 
Cabinet, a memorandum giving the views of the Minister of Finance on 
the Bill. For emergency legislation where there may not be time to 
correspond with the Finance Ministry, Ministries can’ easily arrange for 
conferences.!% 

Gregg’s proposals were approved in principle at an Executive 
Council meeting on 14 April 1923 and were duly implemented in the
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procedural instructions issued by the Attorney General, Hugh 
Kennedy, in 1924 and reissued in 1930 (because, apparently, the 
original instructions had been mislaid).!% The 1924 instructions were 
even more explicit and favourable to Finance than Gregg had re- 
quested. They ordained that any government department promoting a 
bill should submit a general scheme of that bill “to the Ministry of 
Finance for consideration, accompanied by a minute directing special 
attention to matters of finance arising upon the proposals.” It was also 
laid down that “‘the proposing Department should indicate in a cover- 
ing minute that the sanction of the Ministry of Finance has been 
obtained” before the scheme of the bill was sent for drafting to the 
Attorney General. In the 1930 scheme, it was again laid down that 
any department proposing legislation should send a general scheme of 
the bill to all concerned departments ‘‘and always to the Department 
of Finance’’, and that Finance, in addition to being sent three copies of 
this scheme, should also be sent three copies of a further memorandum 
showing: 

(a) the need for, and aim of, the Bill, 

(b) the relationship between the Bill and existing legislation, 
(c) the estimated cost to the Exchequer of the proposed Bill. 

In addition, any amendments before or after the bill was introduced in 
the Oireachtas had to be sent to Finance which was the department 
responsible for printing the draft bill.!”’ 

Nor did Fianna Fail’s advent to power in 1932 seriously diminish 
Finance’s control of proposed legislation. Indeed, the revised regula- 
tions pertaining to cabinet procedures, were if anything, even more 
explicit. They stated that 

. where a proposal affects the interests of any other Department and 

especially where questions of finance are involved, steps should be taken 

before submitting the matter to the Executive Council to arrive at agree- 

ment between the Departments concerned, and to secure the formal sanc- 

tion of the Minister for Finance for any expenditure involved ... The 

scheme outlined above will normally secure that financial sanction, where 

it is necessary, will have been secured before the matter is submitted to the 

Executive Council, but even where such is not the case it must be clearly 

understood that a decision of the Council does not absolve a Department 

from the necessity of obtaining formal sanction from the Minister for 

Finance in respect of any expenditure which may be involved.'™ 

The episode is a particularly striking example of how a battle over
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procedural policy, fought and won on the principle of financial 

control in the first months of the Free State’s existence, conferred a 

powerful and permanent advantage upon the Department of Finance 

in its dealings with all other departments. The cabinet regulations 

were an important line of defence in the armoury of the Department 
of Finance in its unending struggle to curtail the proposals for expen- 
diture put forward by other departments. 

Further evidence of the determination of Finance officials to place 
the doctrine of financial control upon the firmest possible footing is 
found in a special memorandum, entitled ““The Nature and Method of 
Financial Control”, which Joseph Brennan circulated on 6 March 
1923. Brennan’s concern was that “‘the law, as found in the Appro- 
priation Act, defines only in very general terms how public money is 
to be expended.” While the estimates provided more detailed 
information as to how the government intended to use moneys voted, 
Brennan pointed out that 

.. these are chiefly for information and are not, as regards the details, 
given any statutory force. 

It is manifest that that in these circumstances it is vital for the efficient 

conduct of financial administration that machinery for detailed control 
within the limits of the total vote must be provided. Under the existing 

law this machinery is supplied by the Minister of Finance. The Minister of 

Finance, acting, of course, on behalf and with the concurrence of the 

[Executive] Council which has a collective responsibility and of which he 

must be a member, is the agent whose function it is to secure that the 
extensive and valuable discretion left by the Oireachtas with the Council 
is exercised according to sound financial principles. Unless the Minister of 
Finance is put in a position to discharge this function effectively it would 
not be in the public interest that the Executive Council should be given 
the discretion it now possesses in this connection. The alternative to 
detailed control through the Minister of Finance is probably an attempt at 
detailed control by Committees of the Dail. It is unlikely that the latter 
control would be scientific or systematic and the best expert opinion 
seems unquestionably to be against it... 

At the present time there is reason to fear that considerable public 
expenditure is being incurred in cases where no official letter of sanction 
can be produced to satisfy the Comptroller and Auditor General. It is 
evident that in such cases no guarantee exists for effective control by the 
Executive Council of the expenditure of the department concerned and 
that no proper system of public finance can be conducted on such lines. 

It is essential for an improvement of the existing situation that strict
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compliance be secured with a correct procedure in these matters. If a 
department, after the necessary consideration by its own Minister, wishes 
to give effect to some arrangement involving public expenditure, it 
should at first have the proposal communicated to the Minister of Finance 
by a minute addressed officially to the Secretary of the Ministry of 
Finance. Such a minute should explain the proposal in full detail giving 
the grounds which are considered to justify it and the estimated financial 
effect. The reply of the Ministry of Finance will be communicated 
officially in due course. As a rule, there will be no necessity for the 
Executive Council to be troubled with the matter, as most applications 
would relate to the current every day work of Government, €.g., appoint- 
ment of two extra typists, etc. If the Ministry of Finance regards the 
matter as of sufficient consequence he will no doubt bring it before the 
Executive Council before directing the Secretary of his Ministry what 
official reply to make to the proposal. Possibly the Minister responsible 
for the proposal in the first instance will take the initiative in raising the 
matter at the Executive Council, but he will presumably in such a case 
have caused the proposal to be communicated to the Minister of Finance 
beforehand according to the proper official procedure. Otherwise the 
Minister of Finance is not afforded before the time of discussion an oppor- 
tunity of having the proposal examined by his advisors.!" 

Brennan’s memorandum was complementary to the proposals 
approved for the procedure whereby bills would be brought before 
the Executive Council, and it further tightened Finance’s control over 
the expenditure of other government departments. 

IV: The Campaign for Retrenchment 
Insistence upon the necessity for the most rigid economy and re- 
trenchment was another major theme in the policies propounded by 
the officials of the Department of Finance in 1923-24, as Brennan’s 
memorandum on financial control made plain. The same theme was 
spelt out still more forcefully in a circular letter of 14 March 1923 sent 
to all heads of departments at the express wish of President Cosgrave 
when discussions were taking place in Finance about the possibility of 
launching a loan. “The condition of the public finances of Saorstat 
Fireann”’, stated the circular, “is a matter of very serious concern in 
view of the present circumstances of the country. According to the 
best estimate which can be formed the revenue paid into the 
Exchequer for the current financial year will fall short of expenditure 
by about £2,750,000 and this deficit should be increased by a further
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sum of £1,750,000 but that the latter liability is being deferred for 

settlement in the next financial year.’’ Brennan requested that 

‘immediate and earnest consideration be given to the whole field of 

administration with which your Ministry or Department is con- 

cerned, with the object of exploring every feasible means of effecting 

economies, and ... that the views of your Minister will be com- 

municated to him [the Minister of Finance] without delay.” 

Brennan returned to the subject in another memorandum on the 

general financial situation at the end of April which was 

. intended to explain the need for securing that existing and proposed 
schemes involving public expenditure should be specially scrutinised in 
the light not merely of their intrinsic utility to the community but also of 

the capacity of the State in present circumstances to support the financial 

burden that they involve. As a rule the schemes which are put forward 

from time to time by the several Ministries and Departments contain some 

feature which would constitute a prima facie case for aid from public funds. 
But the general state of the finances, as explained below, nevertheless 

makes it essential to refuse help for services which in other times or 

circumstances ought to be assisted, or in more pressing cases to grant help 
only on the condition that the Minister or Department concerned agrees 

to meet the cost by sacrificing some other service of less consequence. 

Brennan then proceeded to examine the problems inherent in deficit 

financing and argued that, 

while the deficit in question has been estimated by excluding al- 
together from our expenditure the amount of items which from their 
nature might be regarded as justifying recourse to borrowing, it is right to 
bear in mind that a government which conducts its financial administra- 

tion in a prudent manner would not be satisfied actually to rely on 

borrowing to meet the whole of such items but would endeavour to find 
some fraction of the money out of current revenue. The British Govern- 
ment, for example, deferred nearly 40% of the cost of the Boer War out 
of current revenue during the War. 

It is unnecessary to insist on the obvious evil of permitting an avoidable 
deficit to occur on the working of the ordinary services of government. 
Even in normal times such an occurrence is indefensible; there is a special 
obligation not to permit it at a time such as the present when an abnormal 
strain is imposed on the national resources .. . 

To deal with this deficit two courses open are either to impose an 
increased taxation or to adopt a determined policy of cutting down 
expenditure. The country is not in a position to stand increased taxation
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and the maintenance for any length of time of the present conditions 
under which our taxation is at higher rates than the British will tend to 
become embarrassing. The second alternative of strict economy, therefore, 
becomes imperative. An effort has already been made to procure a review 
of departmental expenditure ... in which the Minister of Finance has 
asked for the views of other Ministers as to the feasibility of effecting 
economies in their several services, but with two exceptions no reply has 
yet been sent to this very important communication. 

Besides dealing with existing expenditure it is still more necessary, 
while present circumstances continue, to adopt a policy of rigid opposi- 
tion to any extension of State activity which involves a burden on the 
Exchequer and is not of proved urgency in the public interest. Much 
more definite recognition than heretofore must, it is submitted, be given 
to the fact that our resources are strictly limited and that we must aim at 
living within them. No real benefit to the country can result from the 
extension of public expenditure without regard to the means available for 
meeting it but the ultimate economic effects of oppressive taxation or con- 
tinued inflation.!!° 

These pungent criticisms of the prospect of the new state living 
beyond its means were indicative of Brennan’s approach to public 
financing throughout his career. Deficit financing, for him, was anath- 
ema, even if it were designed to finance schemes which, as he put it, 
were of “‘intrinsic utility to the community”. His success in persuad- 
ing his political masters of the rightness of his opinions was remark- 
able, although here again we must remind ourselves of the contem- 
poraneous concern with national credit prospects and the need to 
launch a loan. 

On 12 May 1923 the financial position was the first item on the 
agenda of a fully attended meeting of the Executive Council at which 
both Brennan and McElligott were present. Brennan submitted a 
further statement “‘on the present financial position of the State” 
which showed that, 

. after making due allowance for such items as 
(a) the cost of the war with the Irregulars, including compensation for 

destruction of life and property etc. 
(b) non-recurrent expenditure entailed by the setting up of the new 

State 
(c) other charges and adjustments of an exceptional nature, 

there emerged the serious fact that the cost of conducting the ordinary
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operations of government for the year 1923-24 was estimated to produce a 

deficit of £1,203,684.'"! 

There is no evidence that Brennan’s strictures upon the financial 

performance of the new state provoked resentment or resistance from 

ministers on political or other grounds. The conclusions of this 

meeting, indeed, appear to have been Brennan’s own. When he 

insisted that, to meet the deficit, “every possible saving should be 

effected”, the Executive Council simply decided that Brennan 

“should confer on the subject at the earliest possible moment with the 

executive heads of the various Ministries, the end of the coming week 

being named for this purpose. In the meantime, Ministers are to 

discuss the matter with their Departmental heads, with a view to 

ascertaining in what services economies can be effected.”!!? While 
Cosgrave’s unswerving support for the head of his department was 

doubtless decisive on this as on many other occasions throughout this 

period, it is nevertheless noteworthy that little or no discussion, let 
alone criticism, of Brennan’s. viewpoint occurred. 

Cosgrave was not the only minister to afford Brennan comfort and 
support at this time. A remarkable memorandum by Eoin MacNeill 
on the subject of national finance reveals how important a role he 

ascribed to what Brennan thought of as sound financial principles. 

“The real political crisis for Ireland at present’, MacNeill wrote, 

is the problem of national finance. 
Up to now, we have dealt with finance as a disagreeable necessity, and 

we have discussed it only from the point of view of pressing needs. 
We should now approach it differently and regard it and teach the Dail 

and the public to regard it as part of the structural edifice of national 
power and national liberty ... 

It never helps a Government or a Party much to appeal to what it has 
done. What people want to know, and rightly, is what it intends to do 

and has a prospect of doing. 
What has been done? The Treaty has been secured, the Constitution 

has been secured, the Irregulars have been beaten, the organisation of 
public services has been achieved etc. etc. Still we feel ourselves and the 
public feel that the State is not yet on firm ground. The reason is the 
unsound condition of national finance .. . 

My firm belief is that the solution of the financial problem can be made 
the chief aim of the public as well as of the Government . . . The financial 
policy of the Government should consist of two items. 1. Controlled 
expenditure, full revenue, a clear account with the balance on the right
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side. 2. The nation to be its own creditors .. . Here above all we need a 
national policy on a national scale. Our credit dealings heretofore are like 
those of a private firm in difficulties. 

The Irish nation is a solvent concern. Ireland is in fact a lending 
country, a creditor country not a borrowing country. If Ireland has to 
borrow it should borrow from itself. For Ireland to be lending to others at 
low interest and borrowing from others at high interest would be a sign 
of national incapacity and imbecility ... 
We must take the high line and the public line on this matter, The 

success of the Saorstat depends on it. We must make it a big and universal 
public interest. If we do, I am confident of success. If we don’t, I see 
nothing for it but a poor face all the time and pulling the devil by the 
fat 

The general acceptance of the need for drastic economy as a major 
aim of government is clearly reflected both in these discussions and in 
the deliberations which led to the first national loan. It represents a 
major triumph for the Finance philosophy at a particularly crucial 
moment in the history of the young state. As we have already seen, 
the spring and early summer of 1923 witnessed the end of the civil 
war and the slow return of political stability. The government’s sense 
of relief, its (admittedly muted) sense of victory, could have led to a 
quest for new and expensive goals satisfying to national prestige. One 
might, perhaps, have expected to see expansion rather than retrench- 
ment. But, given the early and persistent warning note sounded by 
Finance, there was little prospect of the government succumbing to 
such temptation. 

What, then, did the acceptance of the principle of retrenchment 
mean in practice? A detailed list of the economies implemented under 
the aegis of the Department of Finance in 1923-24 would be otiose. 
The temper of the times may be judged in the light of two or three 
outstanding examples of the Department’s endeavours to curtail 
expenditure. The first of these — the reduction in old age pensions in 
1924 — is, perhaps, the most celebrated instance in the public mind of 
the consequences of the retrenchment programme. The other two 
have been singled out because they exemplify proposals for additional 
expenditure which were important to the sense of national pride and 
prestige of a new state trying to find its feet — expenditure which, if 
relatively costly economically, was eminently desirable politically: 
namely the inauguration of a broadcasting service and the control of 
expenditure and establishments in the armed forces.
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The Reduction in Old Age Pensions 

In 1924, John Murphy has written, “the old age pension rate was 

actually cut by a shilling a week!’!* and his exclamation mark 

testifies to the political reverberations of a decision for which the 

Cumann na nGaedheal government was ever afterwards bitterly 

reviled by its opponents. Yet that decision must be related to circum- 
stances in which, as another authority, James Meenan, has pointed 

out, 

. the objects of state expenditure were ... a legacy from British rule. 
The expenses of the civil war provided obligations of expenditure on 
defence and compensation for property. These, however, were non- 

recurrent items of expenditure. The new state was faced with one heavy 

burden which would not be so easily shaken off. The social legislation of 

the last Liberal government added considerably to the volume of public 

expenditure. The structure of the Irish population, in which the older 

age-groups are proportionately far greater than in any other part of the 

United Kingdom, entailed that old age pensions were exceptionally 
heavy. That did not matter when they were paid out of the Treasury of 
the United Kingdom; it mattered a very great deal when they fell to be 

paid out of the modest resources of the Irish Free State. In the early years, 
they were one of the largest single items of state expenditure— 
some £3-3 millions, in fact, out of total estimates for 1922-23 of £20 

millions.!'° 

Old age pensions, then, were clearly a prime target for a retrench- 

ment programme. On 27 October 1923, little more than a month after 

its triumph in the general election, the new Executive Council 
approved the recommendation of the new Minister of Finance, Ernest 

Blythe, that the pension should be cut from ten to nine shillings a 
week “subject to the concurrence of the Government Departments’”’;!!® 
and, on 2 November, Blythe publicly nailed his colours to the mast of 
retrenchment in a comprehensive financial statement in the Dail. 
“Whatever justification may exist for going outside of revenue to 
meet the abnormal expenditure on Compensation and the Army’’, he 
declared, ‘“ — and the justification in those cases is obvious — the 
Government are quite convinced that the normal public services must 
be financed out of revenue.’”!!” 

Pensions fell into this category and the government’s conviction 
seems to have been sufficiently resolute to prevent heartsearching or 
delay about the proposal; in any event, it was unlikely that one of the 
first major proposals of a newly appointed Minister of Finance would
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be resisted by his colleagues in government. The main objects of the 
draft Old Age Pensions Bill, duly approved by the Executive 
Council on 21 January 1924, were to provide 

(1) for an immediate all-round reduction in the rates of pension by 
1/- a week, 

(2) for the introduction of a revised scale of means for old age 
pension purposes and for the review of existing old age 
pensions, 

(3) for an amendment of the method of calculating the means from 
capital and property not personally used, and 

(4) for an amendment of the law in regard to calculation of means 
from property or income which has been assigned or trans- 
ferred. 

The total saving which these measures would permit in a full year, 
concluded a Department of Finance minute, was some £600,000.'8 
The enthusiasm with which the Department’s officials supported the 
proposed cuts, moreover, was shown by one notable difference 
between the bill as enacted and their original scheme which had 
provided for the reduction of pensions by two shillings instead of one, 
although there is no evidence that the Executive Council seriously 
contemplated adopting the two-shilling cut.!!° 

The Department of Finance and Wireless Broadcasting 

The Postmaster General’s White Paper on wireless broadcasting was 
debated in the Dail on 14 February 1924, and the next day Gregg 
minuted that 

... the real point is whether this suggestion of State enterprise should be 
adopted or not. I think it would be utterly wrong for the State to build 
wireless stations and carry on the enterprise itself. I think the Post Office 
idea is essentially right that some outside body should undertake the 
enterprise. State enterprise is always more extravagant and less likely to 
succeed and develop than private enterprise and we have not got sums of 
£20,000 to play with in the present state of the national finances.!”° 

The debate which followed is of particular interest in view of the 
subsequent growing reliance upon state enterprise towards the end of 
the nineteen twenties and afterwards. The final report of the special 
Dail Committee set up to consider the subject took a directly con- 
trary view to Finance and recommended that “broadcasting should be
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a State service purely — the installation and working of it to be solely 

in the hands of the Postal Ministry ... no new principle would be 

introduced. The State has for a long time subsidised national culture 

combined with entertainment through its National Library, National 

Gallery”’ and other institutions. If the Dail rejected this recommenda- 
tion, then the committee proposed, as an alternative, that “broadcast- 

ing should be developed by means of a company in which the State 
would have, directly or indirectly, a controlling interest.’’7! 

Finance found these proposals objectionable for three reasons: first, 
because it was freely admitted that such a company would run at a 

heavy loss; second, as Gregg had argued, because the state could not 

operate as economically as a private firm; and, third, because the 
proposal would swell the numbers of civil servants.!?* The quest for 
economy even caused Brennan to suggest that if a station were to be 

set up, it should broadcast for only two nights a week and that, on 
other nights, programmes might be relayed from the BBC to supple- 

ment such a service.!?? 

Finance’s opposition was one factor which postponed the decision 

for over a year, but eventually the Department felt obliged to 

concede when, at a meeting with Posts and Telegraphs officials 

attended by both ministers in May 1925, they dropped their proposals 
for curtailing broadcasting to two nights a week and for relaying 

BBC programmes, and accepted the “‘principle of complete State 
control’’.'** Later the same month, under renewed pressure from Posts 

and Telegraphs, McElligott acknowledged that he did not “think we 
can at the moment press the question of economy any further.”’!?° 
McElligott’s remark reflected a recognition of the inevitable, rather 

than any change of heart. Some years later, in October 1929, Finance 

objected equally strongly to new proposals of the Department of Posts 
and Telegraphs to erect a 60 kilowatt high power broadcasting station 
at an estimated cost of £70,000. ““This heavy expenditure should not 
be incurred on a luxury service”, they then argued, “‘at a time when 
money is scarce and dear (costing the Exchequer practically 7%), and 
when, because of the great uncertainty as to the future, it is essential 
that the credit of the State should not be impaired by unnecessary 
additions to the short-term or floating debt.’’!6 

Although the Wireless Telegraphy Act of 1926 illustrates the 
powerlessness of the Department of Finance successfully to resist new 
expenditure when political considerations affecting national prestige 
were adjudged paramount, the episode is also of interest in a quite
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different context. This had to do with the nature of the relationship 
between the Department of Finance, as the premier government 
department, and Dail committees. The matter arose with a letter from 
the Clerk of the Dail, on behalf of the special committee, to the 
Secretary of the Executive Council, asking for “all documents and 
files in the possession of the Executive Council bearing on the 
Wireless Broadcasting Report.”’ The next day, 12 January 1924, C. J. 
Gregg replied that his minister had directed him “to state that while 
he will at all times be prepared to give to any committee of the Dail 
the fullest possible information in his possession ... he must regard 
Departmental files as confidential and not available for production to 
Parliamentary Committees.’ This uncompromising statement of 
principle formed the basis of the reply to the committee as approved 
by the Executive Council and, apparently, went unchallenged.!”” 

Army Expenditure 

Control of army expenditure was an especial concern of the Depart- 
ment of Finance even before the civil war had begun. “While it may 
not be possible at the present time to reduce either the strength of the 
forces or the rates of pay”, acknowledged T. K. Bewley in his mem- 
orandum of May 1922 to the Minister of Finance, “‘more men should 
not be attested, and the possibility of reducing the number of separa- 
tion allowances paid would probably also bear close examination.” 
Nevertheless, the memorandum continued, some economies were 
possible, since 

... apart from these major matters it has been brought to the notice of this 
Ministry that expenditure from public funds has been incurred on such 
things as armchairs, cardtables, bedroom carpets, electric light installation 
in barracks, etc. which may be desirable in normal times, but which we 
think ought to be dispensed with at times like the present. We are 
disposed to question also whether a considerable economy is not possible 
in the expenditure on motor transport, petrol, etc.'8 

The relative magnitude of army expenditure is evident in the fact 
that more than 25 per cent of the total estimates for 1922-23 (exclud- 
ing the £10 million allocated for property losses compensation) was 
earmarked for the army — some £7-2 out of £27-7 millions.'2? But 
it was in preparing the estimates for 1923-24 that Finance officials 
made a really sustained effort to slash army expenditure. A meeting of 
the Executive Council on 21 March 1923 was, most unusually,
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exclusively given over to considering the army estimate of £14.75 

millions for the coming year; after a prolonged discussion, a final 

decision was postponed pending a further report from the Department 

of Finance. The Council met next morning when, again, the army 

estimate was the only item on the agenda and when, again unusually, 

Joseph Brennan was present. It was decided to refer the estimates back 

to the Minister of Defence, General Mulcahy, “‘for reconsideration’’. 

The revised estimate of £10-5 millions — a cut of nearly 30 per cent 
— was approved by yet another full meeting of the Executive 

Council which took place at eight o’clock that evening.'*? Such a 

sequence of events is unparalleled elsewhere in the records of the 

Executive Council. That the government approved a reduction of 

this order when the civil war had not yet finally ended is a further 

indication, if such were needed, of how seriously they regarded 
Finance’s persistent calls for economy. 

Similar sentiments motivated Brennan when, in August 1923, he 

questioned the Department of Defence on the necessity for the new, 
fledgling air force. The position of the public finances, he wrote, 

. is such as to render it imperative that drastic economies be effected in 

all services which are not immediately essential in the public interest. In 

this connection the Minister of Finance would be glad to learn whether 

the Minister of Defence sees any urgent reason for the maintenance at the 
present time of an Air branch in the Army. The Minister of Finance finds 

it difficult to believe that the upkeep of an Air Service in this country at 
the present time can be justified by any arguments which are not much 

outweighed by counter-arguments based on the grave injury being done 
to the economic interests of the country by the present high level of taxa- 
tion and of Government expenditure. 

Finance raised the matter again with Defence in September, 
October and December, and at one stage stated that, pending a reply, 
payments of ‘‘additional and extra pay to Air Force personnel in 
certain cases are being held over.’’? But Finance did not gain their 
point, for when Defence eventually did reply, they pointed out that 
“the Air Force is now definitely provided for in the scheme of Army 
reorganisation which it is understood has had the approval of the 
Executive Council.”!’? Nevertheless, the Department of Finance con- 
tinued to question the need for aviation development when, in March 
1925, some ministers (notably the Minister for Industry and Com- 
merce, Patrick McGilligan and the Minister for Posts and Telegraphs,
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J. J. Walsh) began pressing for an investigation of the prospects for 
civil aviation development. Although the Executive Council decided 
in October 1926 that the Minister for Industry and Commerce 
“should be responsible for the control and administration of civil 
aviation in the Irish Free State’’, no progress was made because of lack 
of funds; and, as late as January 1930, McGilligan felt compelled to 
resort to the expedient of bringing before the Executive Council his 
inability to arrive at an understanding with the Department of 
Defence on the question of diverting a portion of the Army air vote 
for civil aviation purposes — £20,000 was the sum at issue. The 
Minister of Finance’s reaction was predictably unenthusiastic and, in 
July 1930, McGilligan complained to the Executive Council about 
what he alleged was the undue delay of the Department of Finance in 
dealing with correspondence on the subject. This was finally referred 
to the Minister of Finance in January 1931, and was never again 
formally discussed by the Executive Council before the change of 
government in 1932.!% 

Yet aviation matters, while again illustrating Finance’s indifference 
to factors of national prestige when set against their quest for economy, 
were only of marginal significance in comparison with the debate 
about overall army expenditure; Brennan returned to this theme in a 
memorandum to the Executive Council in October 1923. Reduction 
in army numbers, he wrote, 

... 1s at present making fair progress but unless it is accelerated a good 
deal there would still be a large Army (25,000—30,000 men) at the begin- 
ning of next financial year. This would involve a charge of perhaps £5 
millions for the Army in 1924-25 and such a charge inevitably means 
borrowing. Even with an Army charge of only £2 millions in 1924-25 
there seems little likelihood of being able to balance that year’s budget 
unless £3 or £4 millions can be saved on the normal public services. 

The strength of the Army must, no doubt, depend largely on other con- 
siderations besides that of finance, but nevertheless the time has come 
when it cannot be determined irrespective of the consideration of finance 
unless the Government are prepared to contemplate the prospect of 
paying the soldiers in paper money of the Government. 

Whatever decision be taken as to the strength of the Army this year and 
next, there is no reason for not taking measures to secure that whatever 
Army we have is run on the most economical lines consistent with mili- 
tary efficiency. Improvement in the administrative machinery at head- 
quarters is one of the matters which seems to require examination, and in 

this connection the provision included in the draft Ministries bill for a



116 = The Irish Department of Finance 1922-58 

Council of Defence should, it is suggested, be more fully considered. 

Again such questions as the proper proportion of officers to men, the 

numbers to be authorised for the several grades of officers, the numbers 

of separate commands to be maintained all involve financial issues of 

importance. There is reason to suppose that a substantial saving could be 

effected by improved control over the use of Army transport. Questions 

have already been raised as to the justification at the present time for 

maintaining an Air Service and Marine Service but the military case still 

remains to be made out. The heavy cost of Army bands is a matter for 
special consideration; in a time of crisis it does not seem too much to 

expect that all expenditure on such a service should be treated as non- 
essential, but at the very least a drastic curtailment is called for. The 
question of continuing an t-Oglach might be reviewed in connection with 
the similar problem of the Civic Guard: maintenance of Government 
newspapers of any kind, the contents of which are not strictly official, is 
calculated sooner or later to have embarrassing results and is a burden of 
which the taxpayer may not unreasonably complain. 

The foregoing are merely illustrations of points of varying importance 
where prospect seems to exist of securing legitimate Army economies. A 
detailed survey would certainly disclose numerous others.'** 

The government’s commitment to continued reductions in army 
expenditure was spelt out to the Dail by Blythe in a major financial 
statement on 2 November 1923. Already, he declared, an army which 

had numbered more than 50,000 men had been reduced to “‘nearly 

35,000” and further demobilisations were planned. Rates of pay had 
been cut — a private who reattested in the reorganised army would 
get 2/6 as opposed to 3/6 a day — and steps had been taken “‘for 
doing away with the expensive system of dependants’’ allowances: a 
wife’s allowance had been cut from 4/- a day to 1/6 and children’s 
allowances had been completely abolished. In the light of these and 
other economies, said Blythe, it was proposed to reduce the Army 
estimate from £10-7 millions for 1923-24 to £4 millions for 1924~25.'% 

The Army Mutiny 

Further details of the army reorganisation scheme of 192324, and of 
the events leading to the so-called ““Army Mutiny” of March 1924, 
when a group of dissident Army officers, many of whom had been 
closely associated with Michael Collins as members of the Irish 
Republican Brotherhood during the Anglo-Irish War, issued an 
ultimatum to the government demanding, inter alia, an end to
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demobilisation, lie outside the scope of this work. Yet the conclusion 
is inescapable that the Department of Finance’s unrelenting entreaties 
for economies in the army — the demands voiced by Brennan, for 
example, for the drastic reduction of army numbers, for the reform of 
the administrative machinery at army headquarters, for a Council of 
Defence and for the revision of the proportion of officers to men in 
the army’’” — cannot but have contributed to the sense of grievance 
of the mutinous officers and to the traumatic course of events which 
led to the resignation of two government ministers (Richard Mulcahy, | 
Minister for Defence and Joseph McGrath, Minister for Industry and 
Commerce). 

Even in these circumstances, however, the momentum of the 
Finance drive for the proper ordering of army finances continued 
unchecked. In mid-April 1924, less than a month after the army 
mutiny, Brennan turned to the subject of proper financial control of 
the army. His fundamental point was “that the Accounting Officer 
of the army vote should be a person of high administrative standing 
subordinate to no one in the Army organisation except the Minister 
and protected from interference with his own functions on the part of 
clearly military persons.’’°* The refusal of the newly appointed 
General Eoin O’Duffy (whom the Executive Council had placed “in 
complete control of the Army” at the turbulent midnight meeting 
when it was decided to seek Mulcahy’s resignation)'’ to allow the 
army accounting officer to examine certain accounts, on the grounds 

that the moment was inopportune, raised the type of issue with which 
Brennan was most concerned. 

Certain key principles central to Finance’s conception of proper 

control, were duly emphasised at a meeting to resolve the dispute, at 
which President Cosgrave was present, when it was stressed that “‘it 

would be a very serious matter indeed if an essential civil financial 

duty were in any way interfered with by the military authorities.” 

Brennan also took exception to the fact that 

... financial proposals had been put up by the Commander of the Forces 

direct to the President, and had actually been considered by the Executive 

Council without any reference to the Army Finance Officer. It was 

pointed out that all financial proposals concerning the Army were 

required to be considered in the first instance by the Army Finance 

Officer who will advise the Minister regarding them, and who will make 

any necessary submissions to the Minister of Finance concerning them; 

and it was agreed that the procedure as thus defined would be followed in 

future.!4°
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Finance’s insistence upon these principles at such a time is a measure 

of their determination to uphold proper financial procedures, regard- 

less of the prevailing political opinion. Moreover, Brennan was fully 

aware of the serious effect of the military crisis upon national finances. 

In a confidential memorandum of 30 April 1924,"4! he pointed out that 

“the credit of the Government has suffered seriously during the last 
two months.” Brennan’s figures showed how weekly sales of savings 
certificates, which had consistently averaged over £33,000 between 

December 1923 and 8 March 1924, had plummeted dramatically 

following the Army Mutiny — to £23,058 for the week ending 15 

March, £14,557 for the week ending 22 March and, subsequently, for 

the next five weeks, to under £8,000. Savings bank deposits were 

similarly affected, as was the National Loan, the course of which, 

wrote Brennan, 

. indicates in a striking fashion the recent decline in the credit of the 

State. On a number of occasions in the months of January, February and 

March business in the Loan was then on the Dublin Exchange at prices of 

99 and over. The quotation was as high as 99 and five-eighths on the 13th 

February. 
The military crisis had an immediate weakening effect and this has 

operated continuously to depress the Loan further and further up to the 
present time. The quotation was pegged for a time at 97 by Government 

purchases, which amounted to about £175,000 during the last two 
months. Such purchases are, however, not being made at the moment and 

the quotation has now fallen away to 92 ex-dividend. The extent of the 
decline which has occurred cannot be attributed in any degree to general 
market conditions and in fact quotations of gilt-edged securities have been 
appreciating recently ... 

In face of the foregoing evidence it will be obvious that we have had a 
very serious financial set-back by reason of recent events. Credit is a very 
delicate fabric which it is much easier to damage than to repair. The fact 
that we are certain to borrow in one form or another to a considerable 
extent within the current financial year renders it of great importance that 
in the formulation of Government policy for the future special regard 
should be had to the possible effects upon credit of the various courses 
which may be proposed. Mistakes affecting credit cannot be made good 
by any sort of organised manoeuvering if an impression gains ground that 
financial administration is unsound.14? 

The Army Mutiny is an important watershed in the history of the 
Department of Finance in the nineteen twenties. On the one hand it
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testified to the extreme youth of the new state and revealed how thin 
was the crust of civil over military authority in a state born in arms 
and how potentially disruptive were the passions and resentments 
bubbling beneath that crust. On the other hand, the fact that the 
Army Mutiny came to nothing, that in the event the government 
came through the crisis without making a major concession, demon- 
strated that the crust, if new and thin, was also strong. It showed, too, 
how fully the government accepted the principles of administrative 
control which Finance had advocated without pause since the days of 
the provisional government. Admittedly, to use Brennan’s own 
words, credit was a “‘very delicate fabric’’. But a fabric which the 
Finance officials had woven so skilfully in the unpropitious circum- 
stances of 1923 could be rewoven when the crisis had passed. In the 
meantime Finance officials could rest assured that the government’s 
resolution showed how thoroughly they had become imbued in so 
short a space of time with what Finance officials thought of as right 
principles. 

In one sense, then, the Army Mutiny symbolises the frustration and 
bitterness of some of those elements in Irish society who resented 
Finance’s bleak prescription for the future health of the new state. But 
what is really significant about the Army Mutiny is that it failed, 

totally and absolutely. What that failure proved was that the 
administration of the new state would continue to be run in the 

future, not in accordance with the aspirations of those men who had 

taken up arms in 1919-21 and who threatened again to take up arms in 

1924, but in accordance with the administrative principles of the civil 

servants who had come to power with the provisional government 

and within whose councils the representatives of Finance were 

pre-eminent.



CHAPTERFOUR 

Anglo-Irish Financial Relations 1922-26 

I: Anglo-Irish Financial Relations and the Treaty 

Any discussion of the financial relationship between the British and 

Irish governments in the first years of the Free State must begin with 

the Treaty of December 1921. At the second session on the opening 

day of the Treaty negotiations, 11 October 1921, it was agreed that a 

special sub-committee of the conference should be established to ex- 

plore the issue of the financial relationship between the two countries. 

The British were primarily concerned with assessing the appropriate 

Irish contribution to the public debt of the United Kingdom with 

particular reference to the war debt. “What we want’, said the 

British Prime Minister, Lloyd George (who “compared Ireland to 
partners going out of a business firm’’), “‘is something fair between 
the two countries, not a Jew bargain.”’”! Michael Collins, on the other 

hand, insisted that the sub-committee “must have an open reference 

— the whole ground of liability past and present to be discussed.’” 
What Collins had in mind was the long-standing Irish nationalist 

claim for redress because of British over-taxation of Ireland under the 

Act of Union, which had formed as integral a part of the Irish 

demand for Home Rule since the days of Parnell, as of the later separ- 
atist demands of Collins and the other revolutionary nationalist 

leaders. On the occasion of the third public session of the Dail in May 

1919, when the Irish-American Commission (then in Europe trying 
to persuade the American President, Woodrow Wilson, to admit 

Ireland to the Paris Peace Conference) were in attendance, Collins 
had devoted his entire speech to the theme of over-taxation. He con- 
cluded that 

England stands arraigned with having through her financial machina- 
tions: 

1. Over-taxed us to the extent of at least £400,000,000; 

120
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2. Drained our capital to the extent of (at a moderate estimate, as al- 
ready set forth) £ 1,000,000,000; 

3. Destroyed flourishing industries and generally retarded our industrial 
development; 

4, Banished some millions of our population and made the remainder 
pay , as Grattan said they would pay, ‘the price of their enslavement’. 

These very different British and Irish preoccupations were plainly 
reflected in the one and only meeting of the sub-committee on financial 
relations on 19 October 1921. Collins, the only Irish plenipotentiary 
present, was accompanied by Erskine Childers and a group of four 
advisers (J. J. Murphy, L. Smith Gordon, H. Mangan and Professor T. 
Smiddy). The British ministers present, Sir Laming Worthington- 
Evans (the Secretary of State for War) and Sir Robert Horne (the 
Chancellor of the Exchequer), were accompanied by a trio of Treas- 
ury officials (headed by Sir Warren Fisher) and by Anderson and 
Cope. A British memorandum before the meeting focused inevitably 
upon the apportionment of the appropriate Irish share of the war debt 
and pension liabilities and prompted Collins to remark that the 
British figures were “‘rotten”’. He, equally inevitably, returned to the 

theme of over-taxation. 
One extract from the minutes of the meeting well illustrates the 

breadth of the gulf dividing the two sides: 

Sir L. Worthington Evans: read the following formula and asked if this 

would be what was wanted — 
‘Having regard to the relative taxable capacities of Great Britain and 

Ireland at the present time, what is the fair proportion which each should 

pay towards Debt and Pensions, and on what basis should these be capital- 

ised?’ 

Mr Collins: Our desire is to get a definite figure, that is our whole purpose. 

We want to draw a line. 

Sir L. Worthington Evans: When you get our figure you can raise any 

argument you like. We give you your ‘X’ and ‘Y’. 

Mr Collins: I will put some arguments that may surprise you. 

Sir L. Worthington Evans: Mr Collins will never surprise me again. We 

would like to have a statement of your counter-claims. Could you put 

these in now? It need not wait for our memorandum. 

Mr Collins: According to my figures our counter-claim works out at 

£3,940,000,000. 
Sir Robert Horne: I suppose that dates from the time of Brian Boru. How 

much did we owe you then? 

Mr Collins: Oh no, it is the capital sum since the Act of Union.



122. The Irish Department of Finance 1922-58 

In the light of such exchanges and following the Irish counterclaims 

based on the memoranda secretly drafted by Joseph Brennan for the 

use of the Irish delegation, it is not surprising that there was agree- 

ment only to differ.> This agreement, effectively postponing the resol- 

ution of all disputed financial issues until after the Free State had been 
established, found formal expression in the two financial articles of the 

Treaty signed on 6 December 1921, namely: 

Article 5 

The Irish Free State shall assume liability for the service of the Public 

Debt of the United Kingdom as existing at the date hereof and towards 

the payment of war pensions as existing at that date in such proportion as 
may be fair and equitable, having regard to any just claims on the part of 
Ireland by way of set-off or counter-claim, the amount of such sums being 
determined in default of agreement by the arbitration of one or more 

independent persons being citizens of the British Empire; and 

Article 10 

The Government of the Irish Free State agrees to pay fair compensation 
on terms not less favourable than those accorded by the Act of 1920 to 
judges, officials, members of Police Forces and other Public Servants who 

are discharged by it or who retire in consequence of the change of 

government effected in persuance hereof. 

Provided that this agreement shall not apply to members of the Auxiliary 
Police Force or to persons recruited in Great Britain for the Royal Irish 

Constabulary during the two years next preceding the date hereof. The 
British Government will assume responsibility for such compensation or 

pensions as may be payable to any of these excepted persons. 

The subsequent negotiations on the implementation of these articles, 
and the three agreements to which they led, form the subject of this 
chapter: first, the agreement of 12 February 1923 which, simply, 
necessitated certain financial adjustments other than those arising 
under Article 5 of the Treaty; second, the agreement of 3 December 
1925, amending and supplementing the Treaty which, while not 
specifically designated as a financial agreement, contained important 
financial provisions; and, third, the ultimate financial settlement of 9 
March 1926. 

II: The Treasury and the Department of Finance 

Before treating of each of these agreements, however, it would be
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well to say something of the officials of the Treasury and of the De- 
partment of Finance who were largely responsible for negotiating 
them. In this respect at least, the quoted exchanges between Michael 
Collins and his British political counterparts are unrepresentative of 
the negotiations of 1923-26 which are characterised by a remarkable 
mutual understanding between the officials concerned. The account of 
the Department of Finance under the provisional government has 
already revealed the close ties between the Department and the 
Treasury. The practice of getting Treasury officials on loan from 
London for key posts in the Department of Finance, the determination 
to inaugurate proper procedures in all areas for which they were re- 
sponsible (procedures based almost exclusively upon the British 
model), Brennan’s readiness to keep his Treasury counterparts fully 
informed of his policies and to seek their advice — these are but some 
of the factors which testify to the continuing closeness and cordiality 
of the relationship. We have seen how benevolent was the attitude of 
Treasury officials to their Dublin colleagues: their readiness, for 
example, to extend the loan of C. J. Gregg and their efforts to help 
Finance establish the credit of the new Irish government on the 
firmest possible footing. 

Other instances may here be cited. In 1922, for example, the British 
Civil Service Commission suggested to the Treasury that a request 
from the Department of Finance, asking them to hold a general 
examination for Post Office messengers in Southern Ireland, went 
beyond the limits of the agency-service they were then providing for 
the Irish government and they therefore sought further instructions. 
Niemeyer, the responsible Treasury official, advised full cooperation 
on the grounds that it would be ‘a wholly mistaken policy to show 
unwillingness to assist the provisional government in taking the 
proper steps to prevent corrupt appointments”; he further declared 
that, if necessary, he was prepared to take a token supplementary 
estimate.° Niemeyer made a similar intervention in the autumn of 
1923, following an inquiry from the chairman of Barclays Bank, F. 

C. Goodenough, to the President of the Board of Trade, Sir Philip 
Lloyd-Greame, as to the British attitude if the Free State tried to bor- 
row in the American market. The American banks, Goodenough re- 

ported, were anxious not to do anything which might offend their 
British banking colleagues. The Chancellor of the Exchequer, 

Neville Chamberlain, took the view that, “‘if the Free State Govern- 

ment are able to borrow in America, we should not desire to raise any
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objection. As you know, we wish in general to support the Free State 

and to give them every opportunity to solve their admittedly difficult 

problem.’’ Chamberlain’s reply, moreover, was a watered-down ver- 

sion of Niemeyer’s original draft which had read: “it seems to me that 

if the Free State Government are able to borrow in America, it is 

from every point of view very desirable that they should do so and it 
would be extremely regrettable, I think, if British bankers en- 

deavoured to place any obstacles in their way.’”’ 
But British civil service sympathy for the Irish government’s finan- 

cial problems was not confined to the Treasury. Other British civil 

servants in the Colonial Office (the department formally responsible 

for Ireland at this time) were similarly committed. One notable 
instance of interdepartmental consideration of such problems had 
occurred some months earlier, in July 1923, when the British govern- 

ment had proposed to publish a White Paper on Anglo-Irish financial 

relations, following undertakings to this effect given in parliament in 

May and June by the Duke of Devonshire (the Secretary of State for 
the Colonies). Waterfield, the former head of Treasury (Ireland) and 
now back in the Treasury in London, asked the British government’s 

representative in Dublin (M. J. Loughnane, who was attached to the 
Colonial Office but who then worked out of the Vice-Regal Lodge 
in Dublin) whether the Irish government might object to publication. 

Waterfield subsequently reported that “‘there is very grave objection 
to publication, at any rate before the elections. On the one hand the 
Government would be accused by the Republicans of having curbed 
the rebels with the aid of British guns and ammunition; on the other 
hand the figures would be unpalatable to Ulster and the die-hards 

generally.’’ But the Treasury were unconvinced that, in view of par- 
liamentary pledges, they could avoid publication until Niemeyer once 
more intervened decisively. “I do not like this at all”, he wrote. 

I am not sure what your pledges are, but to publish a document of this 
sort just before the Free State elections and just before the Free State try to 
borrow in the market (in the success of which we are considerably 
interested) seems to me the height of folly. It should certainly not be done 
without full consultation with the Colonial Office, which Department, I 
think, should certainly secure the private assent of the Free State Govern- 
ment. I do not think we should publish intimate details about a Dominion 
without previous consultation with them; and if I were the Irish Treasury 
I should feel that the present publication was very nearly a hostile act 
from us in this Treasury. The credit aspects of what is proposed ought to



Anglo-Irish Financial Relations 1922-26 125 

be most carefully weighed by both Governments before we rush into 
print. 

At a meeting the next day, 28 July 1923, at which Loughnane and 
other Colonial Office and Treasury representatives were present, it 
was finally agreed that there should be no publication and that it was 
not necessary to consult ministers any further on the matter. 

But British opinion was by no means uniformly sympathetic to the 
financial predicament of the new state and those British civj] servants 
who favoured benevolent policies had frequently to contend with 
marked antipathy to the Irish government and all that it stood for. 
Two men who played important roles in counteracting this antipathy 
were Tom Jones, a key member of the cabinet secretariat and con- 
fidant of Lloyd George and other notable British politicans, and 
Lionel Curtis who was immediately responsible for Irish policy at the 
Colonial Office — both of whom had advised the British govern- 
ment during the Treaty negotiations. Their difficulties arose in part 
from the change of government in Britain following the fall of Lloyd 
George’s coalition on 19 October 1922 and its replacement by an ex- 
clusively Conservative government, first under Bonar Law and later, 
from 22 May 1923, under Stanley Baldwin. 

Munition Payments 

The change of government created immediate and serious problems in 
Anglo-Irish financial relations. On 26 September, Winston Churchill, 
then Secretary of State for War, had proposed a financial arrangement 
to Cosgrave, then still Minister of Finance as well as President, 
whereby Irish ministers would ‘‘apply to the British Government in 
the first instance for all munitions ... Such munitions as they [the 
British Government] were able to supply to be furnished as at present 
on credit, the question of payment being left over to the general 
financial settlement.’”? Cosgrave’s reply of 18 October, which “ap- 
proved and accepted” the proposal, was received in London during 
the interregnum between the coalition and Conservative govern- 
ments, although the new ministers (the Duke of Devonshire at the 
Colonial Office and Lord Derby at the War Office) also approved 
the scheme. 

But Lord Derby then went on to propose that the provisional 
government should be informed that after 6 December (the date of 
the Irish Free State government’s formal takeover) the Irish Free State
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would be treated on exactly the same lines as any other dominion, 

i.e., that the War Office would act either as purchasing agent, or 

supply out of store, but in either case the goods would be supplied for 

cash payments only by the Free State government. The idea which 

inspired this recommendation was that the moment Southern Ireland 

became a dominion, it should no longer be accorded any special treat- 

ment. 

This view, however, omits certain considerations — Curtis sug- 

gested 

1. The Free State is fighting for its life financially, as well as politically. 

2. The munitions which are its greatest need were purchased from funds 

to which the Irish taxpayer contributed on exactly the same footing as the 

British taxpayer. The Irish Ministers claim not without reason that cash 

payment should await the decision of the arbitrators under the Treaty. 
3. While munitions to the value of £780,000 have been issued on credit 

in Northern Ireland, which is backed by large British forces, munitions to 

the value of £250,000 only have been issued to Southern Ireland, which 

single-handed is fighting the same elements of disorder. 

On the following day, 22 November, a conference of cabinet 

ministers decided, “that having regard to assistance given in the past 

to other Dominions in suppressing insurrections, no decision should 
be taken at present to limit the supply of munitions of war to the 

Government of Southern Ireland’’, and that the arrangements for 

future payment should be considered by the Chancellor of the 
Exchequer and the Secretary of State for War. The result of these 
considerations was a Treasury decision that “‘issues whether to the 
Free State Government or to the Government of Northern Ireland 
should be made on the terms of immediate cash payments.””!” 

In the meantime, negotiations had been set in motion for Irish 
Army officers to visit the War Office to discuss their “probable 
requirements in munitions of war for a period of several months in 
advance”’, and a tentative arrangement was made whereby General 
Mulcahy and other officers were to visit London in late December 
after they had completed the operation of taking over from the British 
forces. Curtis pointed out, however, that there was nothing in the 
correspondence about this visit which indicated a change in British 
policy on the matter of payment: 

Irish Ministers must have assumed and were justified in assuming that they 
were still to receive large supplies on credit . . . the one feature really at-
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tractive to them in Mr Churchill’s proposals. As things stand General 
Mulcahy and his officers on their arrival here will learn for the first time 
that this particular offer expired on December 6, eight days after our 
formal invitation to them to come here was sent. They will certainly 
reply that they had been brought here under false pretences and will 
probably close the negotiations and forthwith return to Dublin." 

Curtis, having suggested “‘that a financial decision appears to have 
been formulated between the War Office and the Treasury without 
apprehension of the political aspects”, advised one of the following 
courses: 

1. That immediate steps should be taken to procure a suspension of the 
Treasury decision, and to see that a certain quantity of munitions, in 
decreasing quantities, can be supplied on credit. 
2. Failing that, the Government of the Free State be informed in explicit 
terms of the position created by the Treasury decision, before the Irish 
officers are sent.!? 

Curtis’s representations were successful and he was authorised to take 
up the matter with the Treasury. He did so on the same day, when it 
was agreed that ‘‘the whole question of payments for arms supplied 
and to be supplied should be remitted for discussion at the conference 
on outstanding financial questions to which the Free State Govern- 
ment had been invited to send a Minister forthwith.’ 

Sympathy and Antipathy 

But similar problems arose once more in January 1923, when the pol- 
itical atmosphere in Britain under the new Conservative government, 
coupled with the increasing indebtedness of the Free State govern- 
ment, had “‘led to a revival among the die-hards in England of hopes 
that the Union might be renewed; so spoke the Morning Post and the 
Daily Mail.’’ Under these circumstances, at a time when the Irish 
government were trying desperately to raise a loan, Curtis again 
urged Treasury intervention since “‘he was most afraid that the Free 
State would soon not be able to pay its troops and might lose the 
Civil War by default.’ 

Again, in February, against a background of renewed Morning Post 
complaints about the Colonial Office’s excessively sympathetic 

attitude to the Irish government, Tom Jones recorded in his diary that 
the Irish government had “‘only about £644,000 in their chest’’ and 
that, at Curtis’s bidding, he had spoken to the Prime Minister, in the
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hope that “he would tell our Treasury to be helpful with guar- 

antees. ’’!5 

The kind of mutual trust and cooperation which prevailed between 

Cosgrave as Minister of Finance and British civil servants such as 

Curtis and Jones was again demonstrated at the height of the crisis 
between the Irish government and the banks, when Cosgrave took 

pains to explain to Curtis why he would not seek a British guarantee: 
firstly, because he felt that 

... it would inevitably become public and prejudice him in the elections; 
and, secondly, because if he was not returned to power he had no right in 

such a matter to prejudice his successor. He recognised the risk that if 

large funds were advanced by the Banks, the depositors might begin to 
withdraw their accounts, but that risk was not half so great to the Banks 

as would be the downfall of his own Government. It was when he was 

faced with this impasse that he had seen Loughnane and told him of his 

difficulty to find cash to meet the compensation awards.’ 

In the event, as we have already seen, the crisis was temporarily re- 

solved by the Irish banks agreeing to advance a loan of £3m. Never- 

theless, Curtis “begged him [Cosgrave] that if he saw a real danger 

of not being able to find cash to meet awards in the immediate future 

that he would not fail to let me [Curtis] know at once through Mr 

Loughnane.’””” 

The benevolent financial policies, advocated and executed by such 

men as Jones, Curtis and Loughnane, sometimes raised eyebrows in 

Whitehall. After the next change of government, when in January 
1924 Labour came to power for the first time, Curtis reported 
to Jones, after a Colonial Office conference on Ireland, that 

‘“Loughnane, our man in Dublin, put the case for the South with such 
conviction that Thomas [the Minister] rounded on him as an Irish 
Free Stater! Curtis pointed out that our representatives abroad always 
did tend to take the view of the State in which they were located, and 
that this was their great value.’”!* 

Of course, men such as Jones and Curtis had been associated with 
Irish policy ever since 1920-21, which may well explain their very 
marked sympathy for the Irish government during this later period. 
Alfred Cope, a key figure in Dublin Castle during the Truce and 
Treaty negotiations, shared such sentiments even when he had no re- 
sponsibility for Irish policy. In June 1923, Kevin O’Shiel, then in 
London on business for the Irish government, reported a conversation
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with Cope when, “apropos of nothing”’ Cope had volunteered his 
view of the financial relationship between the two governments. He 
had advised that the Irish government “should not stir hand or foot in 
the matter for many a day as yet — certainly not until after the Boun- 
dary Commission .. . if it is raised now the Tory Government will 
drive a hard bargain as they want to ingratiate themselves with their 
friends and Die-Hards who are beginning to be a little uneasy of 
them.” Cope also gave his views on the prospects for an Irish loan in 
Britain, saying, reported O’Shiel, that ‘“‘a huge effort will be made by 
interested and powerful financial inimical elements to force us to 
accept a high rate of interest.” Cope urged that the Irish government 
should not “float the loan at a higher rate of interest than 44% as there 
is plenty of idle money in the world at the moment’, and said that, if 
for some reason the government did float a loan at a higher rate of 
interest than 43 per cent., they should do so “‘only for a very short 
period’’. Cope believed, O’Shiel concluded, that “if we are cute we 
will get a loan anywhere for 44%, if not in Britain most certainly in 
America.’’!” 

These examples, in conjunction with those cited in the previous 
chapters, are sufficient to warrant some general observations about the 
nature of Anglo-Irish financial relationships in the first years of the 
Free State. The relationship between Dublin and London, both at 
civil service and at ministerial level, was close and cordial in those 
matters where both Irish and British representatives believed their individual 
interests to be identical. Both the governments and their respective civil 
servants recognised such an identity of interests in all those areas 
where their cooperation has here been traced. Both wanted to ensure 
the survival of the Free State. Both wanted to set the finances of the 
Free State upon a firm foundation. Both wanted the establishment of 
an efficient and incorrupt Irish civil service. Both, simply, wanted the 
Free State to be a success, and financial stability was one of the 
prerequisites of that success. Neither (not even when the Conser- 
vatives were in government) wanted to jeopardise the 1921-22 settle- 
ment. 

One can safely conclude, then, that the senior officials in Finance, 

and Brennan and McElligott in particular, had no inhibitions about 
seeking help and advice from their counterparts in Whitehall when 
they believed that it was in their own interests to do so. It was a ques- 
tion of obtaining professional advice on professional matters in excep- 
tional circumstances when such advice was in a very short supply in
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their own, new service. Hence when Sir John Keane, a member of the 

Senate, proposed a reform of the public accounting system (based 

upon the British model), Brennan turned to his former colleagues of 
Treasury (Ireland) days in Dublin Castle for advice — to Waterfield 

in Whitehall and to G. C. Duggan in the Northern Ireland civil 

service — and forwarded their replies, which formed part of his suc- 

cessful defence of the existing system, to his minister.”° 

More frequently, especially in procedural and administrative mat- 
ters, it was a question of silently following British example rather 

than of actively soliciting British advice. Hence in November 1922 

T. K. Bewley, on loan from the Treasury in London, drew up the first 

draft of the first estimates circular prepared in Finance (for 1923-24). 
His draft was a word for word copy of the corresponding Treasury 
circular of 1922.7! In a minute to Brennan, Bewley suggested that the 
Irish regulations “could be adopted more or less in bulk from the 

English, unless you think too slavish an imitation undesirable.” 

Brennan, who prepared the final draft of the circular himself, did not 

think it undesirable.” 

Yet one must guard against confusing the nature of the financial 

relationship between Merrion Street and Whitehall when British and 

Irish interests were identical with the nature of that relationship when 

British and Irish interests conflicted. Where Brennan, McElligott and 

their colleagues were following British example or taking British 
advice, they were doing so in an avowedly Irish interest. If British 

methods and British assistance could be enlisted in support of their 
Irish, Finance interest, then Departmental officials did not hesitate to 

call upon such example and advice. 

Clearly, however, British and Irish interests were not always iden- 

tical and, where and when they differed, Brennan and his colleagues 
proved unrelenting opponents of the Treasury. Brennan’s vigorous 
use of his expertise against his erstwhile colleagues in Treasury 
(Ireland) was particularly noteworthy, and as early as April 1922, 
when Brennan had been in the service of the provisional government 
for only a couple of months, following a conference between British 
and Irish representatives on the payments to be made to Irish ex- 
servicemen in the British forces, Waterfield observed that Brennan 
was “taking a very ‘sticky’ line in this and all other matters involving 
relations with His Majesty’s Government.’ This was a perceptive 
comment, although it was to be some time before it became fully 
clear (in connection with the negotiation of the various financial
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agreements of 1923-26) just how “sticky” Brennan could prove in 
such matters. Before turning to these negotiations it would be well to 
trace briefly the history of one such dispute when British and Irish 
interests were in conflict. 

The Register of British Government Stock in Dublin 

The dispute began early in June 1922 when the Treasury wrote to the 
Department of Finance and to the Bank of Ireland informing them 
that it was “their intention at an early date to seek parliamentary aut- 
hority for the discontinuance of the register of British Government 
stock at present maintained at the Bank of Ireland in Dublin, and for 
the establishment of a register at the principal office of that Bank in 
Belfast.”’* Brennan, in a minute of 12 June, saw the proposal as 
raising 

. several important questions which need full consideration, e.g., the 
deductions at source of income-tax on dividends and interest on Govern- 

ment securities. The collection in Belfast of tax on securities held in our 

area would be objectionable. The problem of double income-tax may 

arise here. Much of the Government stock held by the Irish people is, of 

course, registered at the Bank of England, and the converse also holds. 
The arrangement would also affect land stock and the right of the British 

Government to take arbitrary action in this connection is specially 
questionable. It is bound up with the question of the arrangements to be 
made for transfer of the functions of land purchases generally. 

The total amount of British government funds registered or in- 

scribed in the Bank of Ireland’s books, wrote Brennan in another 

memorandum the next day, was “about £106 million of which 

£54m is inscribed in the names of owners domiciled in the 
Northern area, and £14m in joint northern and southern names.” 

Brennan argued that it would be “unreasonable to alter the 

arrangement for registration of the stocks forming part of the 

British public debt until the problem presented by Article Five 
of the Treaty is solved” and that, equally, “no change should be 

effected as regards the land stocks until the necessary financial 

arrangements in regard to the transfer of land services are com- 

pleted.”” While he felt that the government could not “reasonably 

resist a proposal to set up a register in Belfast for stock-holders in 

the northern area”, he stressed that it was the closing of the Dublin 

register for stockholders resident elsewhere in Ireland that was 

“specially objectionable”.
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The Minister of Finance, Michael Collins, felt even more strongly. 

The proposal, he wrote, was ‘‘a most sinister one” and “‘a typical 

instance of how they [the British] load the dice against us at every 

turn. It shows also the vital necessity of settling with them at once and 

finally so that we won’t have to be thinking of their politics on every 

occasion. Equally it is another of these moves calculated to strengthen 

enormously the position of the N[orth] Efast].”’”° 

At the end of September Alfred Cope wrote to Cosgrave, by then 

Minister of Finance, enclosing a copy of a letter from the Treasury in 

which they renewed their proposal. The delay, wrote Cope, was due 

to the fact that Collins had taken up the matter 

... on one of his visits to London, and he, Mr Andrew Jameson and myself 

visited the Treasury and discussed the matter ... on that occasion Mr 

Jameson put forward strong reasons for postponing the transfer. Mr 

Collins proposed the postponement very strongly and I myself pointed 

out that from a political point of view the immediate transfer would be 

most unfortunate. The Treasury saw the force of the arguments and 

agreed to postpone it.” 

But a month later, on 28 October 1922, the Treasury sent the Bank 

of Ireland a draft of legislation which implemented their proposal. 
Brennan’s counter-memorandum of 8 November reiterated and 
elaborated his earlier arguments and formed the basis of the 
provisional government’s case as he presented it at a conference held 
in the Colonial Office on 10 November. The Irish case argued that 
the Treasury proposal was premature since there were “no steps 
immediately in contemplation for currency innovation in the Free 
State’’ and, more seriously, because it anticipated the negotiations, on 
possible adjustments under Article 5 of the Treaty; the Treasury, in 
short, “appeared to deal with the matter as though it were one of 
exclusively British concern.”’ But the Treasury responded by arguing 
that the difficulty “lay deeper’ than this. The stocks in question on 
‘the Bank of Ireland register “represented a purely internal debt’’, a 
contract between the British government and the stockholders, and 
the Treasury case hinged upon the argument that the British govern- 
ment “could not allow the management of these stocks to be in the 
hands of those over whom, after the establishment of the Irish Free 
State, they would cease to have any control. Though in practice there 
might be no difficulty, in law the Bank of Ireland would be entirely 
outside the control of His Majesty’s Government.” Yet, these argu- 
ments notwithstanding, the conference ended with an agreement that
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the provisional government’s case should be examined and repres- 
ented to British ministers?’ 

Finance lobbied support intensively among the most powerful 
financial interests in Dublin. Cosgrave and Brennan arranged with 
the Governor of the Bank of Ireland that a deputation should visit the 
Chancellor of the Exchequer, consisting of representatives of the 
Bank of Ireland, the Dublin Stock Exchange and The Incorporated 
Law Society of Ireland; Brennan, working through Lionel Curtis of 
the Colonial Office, also arranged that copies of representations made 
by these and other bodies were forwarded to the Chancellor of the 
Exchequer. These pressures were ultimately successful, although -“‘it 
was only after personal representations made by the Governor 
General that the decision already taken to remove the registers from 
Dublin was cancelled.”?8 The outcome was an Order-in-Council of 
12 February 1923 — the Bank of Ireland (Belfast Register) Order 
1923 — which laid down that only the holdings of stockholders 
domiciled in Northern Ireland, and who did not object to transfer, 

were to be transferred to Belfast. The settlement proved long-lasting; 
although the matter came up again in 1929, 1947, 1955 and 1957, it 

was only in 1964 that the two governments finally agreed upon 

procedures which brought the Bank of Ireland register into line with 
the procedures governing the United Kingdom national debt. 

III: The Agreement of 12 February 1923 

The controversy over the Register of British government stock and 

the other disputes outlined in the preceding pages not merely indicate 

something of the attitudes of Irish and British officials, but also 

demonstrate the speed and intensity of the financial pressures building 

up on the Irish government in 1922-23. Similar evidence is afforded 

by the events leading to the agreement of 12 February 1923. 

On 9 December 1922, when the Irish Free State was not yet a week 

old, the new government received from the Duke of Devonshire (as 

Secretary of State for the Colonies), through the Governor General, 

T. M. Healy, a special despatch as a matter of “great urgency’. The 

British government, the despatch stated, was “‘now in a position to 

discuss with a view to an immediate and final settlement a number of 

outstanding subsidiary financial questions’’, including 
1. The financial arrangements for 

(a) The completion of pending land purchase transactions, as well as 

for 
(b) the completion of land purchase as a whole.
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2. The question of the concurrent repayment of the British share of pay- 

ments made by the Provisional and Free State Governments on awards 

of the Compensation (Ireland) Commission and the proposed basis of 

the division of the cost of such awards between the two Governments. 

3. The Free State share of the sum of £1,500,000 payable to the Irish Rail- 

ways under the Irish Railways Acts. 

4. The cost of the munitions of war supplied by the War Office to the 

Provisional and Free State Governments. 

5. The Free State share of the cost of Royal Irish Constabulary pensions 

and payments on account of superannuation charges since April 1st last. 

6. Payments in respect of the upkeep of Haulbowline Dockyard.” 

The “really urgent’’ question, Joseph Brennan told Cosgrave in a 

nine-page memorandum on the British despatch, was the payment to 
the railways which, under British statute, was due no later than 15 

January; the other pressing matter was land purchase, since the 

arrangements then in existence would come to an end on 1 April. The 
compensation issue and the RIC pensions matter were in hand; while, 
as Brennan drily observed, the facts about war materials “are not 

officially on record in this Ministry, ... the position seems to be that 

the War Office proposes to charge only for supplies of articles which 
they must themselves replace.’”” The Haulbowline situation, on the 

other hand, was described by Brennan as “very unsatisfactory as we 
appear to be under a considerable but vague liability.’*° 

Some days later, on 17 December 1922, the Executive Council 
decided to set up a committee “‘to advise the Government on financial 
matters arising out of the settlement between Ireland and Great 
Britain’, on which the following were “‘provisionally approved” to 
serve (in addition to Brennan and Gregg from the Department of 
Finance): John J. Murphy, the Town Clerk of Dublin, who had 
attended the financial sub-committee meeting during the Treaty 
negotiations; H. S. Guinness, the Governor of the Bank of Ireland; 
John J. Horgan, a prominent Cork nationalist and businessman; and 
two economists, George O’Brien and C. F. Bastable. But, although it 
was agreed that Cosgrave should approach each of this group,*! in 
practice the committee seems never to have got off the ground and 
the task of advising the government fell almost exclusively to 
Brennan. This may well have been because of the urgency to initiate 
negotiations, for, on 20 December 1922, the Irish government replied
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to Devonshire’s despatch, requesting that arrangements be made for 
Brennan to meet British officials in London. Brennan, the reply 
declared, was “fully cognisant of the views of the Free State Govern- 
ment in the matter.” 

Brennan met Treasury officials in London next day, 21 December, 
and was able to wire Cosgrave that evening that his discussions 
“while not conclusive, seemed satisfactory on the whole.”’ Brennan’s 
approach had been to sound out the Treasury officials “with a view to 
seeing if they would take on the railway burden if we gave substantial 
payments on account in cases where we undoubtedly have liabilities 
towards them”, notably for RIC pensions. This suggestion was 
“favourably” received and Brennan was further reassured by a call he 
paid on Sir John Anderson, his old chief in his Dublin Castle days, 
who seemed to have “‘no serious expectation’’ that the British govern- 
ment would oppose such an arrangement.” 

But the British kept up the pressure. On 29 December 1922 
William O’Brien received a telegram from A. P. Waterfield, com- 

plaining that the official letter incorporating the Irish proposals, 

which Brennan had promised would be sent immediately, had not yet 
arrived and saying that, because of the need to consult British 
ministers formally, the “delay causes us great embarrassment.” The 

official reply, sent the next day, followed the line suggested by 

Brennan: after expressing readiness to enter into talks, but urging 

postponement to mid-January because of the pressure on Irish 

ministers due to the “‘initial proceedings of the Oireachtas’, it offered 

to pay £600,000 on account of the RIC and civil service pension 

liability. 
The British response, while indicating a readiness to reach some 

such compromise, made payment to the railways subject to three con- 

ditions: first, that it should be recognised only “as an advance ... 

made for practical convenience” which in no way prejudiced sub- 

sequent British claims; second, that the Irish government should 
provisionally pay the first million pounds of the British share of the 

awards which would be made by the Compensation (Ireland) 

Commission — again without prejudice; and, third, that the Irish 

payment on account should be £800,000 rather than £600,000.*? These 

terms, approved by the Executive Council on 9 January 1923, dimin- 

ished the urgency of the proposed talks between ministers. The com- 

promise was a tribute not merely to Brennan’s expertise, but to the 

degree of confidence reposed in him by Cosgrave.
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The talks were finally arranged to take place in London on 9 

February 1923. The Irish delegation was headed by President Cosgrave 

who was accompanied by the Minister of Agriculture, Patrick Hogan, 

and the Law Officer, Hugh Kennedy, as well as by two officials, 

Brennan and Gordon Campbell of the Department of Industry and 

Commerce. No record of these talks has survived either in the records 

of the Department of Finance or of the Department of the Taoiseach.” 

The main items on the agenda,*> however, were the compensation 

issue (discussed later in this chapter) and the question of land purchase 
arrangements which were provided for in two parts of the final agree- 

ment, the first relating to completed and pending purchase arrange- 
ments, the second to the Irish government’s new scheme of land 

purchase (the Land Act of 1923). Under the first part, the Irish 
government undertook to collect and to pay the land annuities and 

the British government to “‘continue as at present to provide the stock 

and cash necessary to finance purchase arrangements pending.” But 

the more important and sensitive provisions in the agreement were 

those relating to the financing of the 1923 Land Act. 

The Irish government proposed to finance the Act by issuing a 
stock at 44 per cent “‘the capital and interest of which, subject to 

agreed provision for redemption, shall be guaranteed by the British 
Government in the same way as it might guarantee a Colonial or 
Dominion Government loan’’, and in view of this guarantee, it was 

further agreed that the terms of the new Land Act would be “subject 
to the concurrence of the British Government.’’*° 

The provisions of the agreement seem to have been accepted 

without demur by the Executive Council which met on 13 February 
for the first time since the meeting of 7 February when they had 
approved the membership of the Irish delegation. The minutes of the 
later meeting, when Brennan was again present, simply record that 

President Cosgrave reported on his negotiations in London and that 
his report was approved; no reference is made to the terms of the 

agreement nor, indeed, to the fact that an agreement had been signed.*” 
These details may be noteworthy in the light of later political con- 
troversy about the publication of the agreement, the terms of which 
were treated as secret. 

The question of publication first arose in July 1923 when the British 
government proposed to publish a White Paper on Anglo-Irish finan- 
cial relations and when, as we have seen already, only the interven- 
tion of the Treasury, in its anxiety to save the Irish government from
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political and financial embarrassment on the eve of the 1923 election, 
had prevented publication. Two years later, in July 1925, the British 
again sought to publish the agreement, this time to substantiate their 
Attorney General’s defence of an important Petition of Right case. 
But the Minister for Finance, Ernest Blythe, saw “‘considerable objec- 
tion from a political standpoint to publishing in extenso the 
document. . . If necessary for a successful defence, he would not object 
to the disclosure of the particular agreement (No. 2) which is con- 
cerned with compensation.’ 

Blythe’s objections centred on the land purchase arrangements 
which had remained secret when, for example, an amendment to the 
1923 Land Bill establishing “the Purchase Annuities Fund’ was 
moved by the government in the Dail on 18 July 1923; and when no 
reference was made to the agreement of the previous February.°? The 
first domestic political pressure for publication occurred in January 
1926, when notice was given of a Dail question for President 
Cosgrave which sought the text of the agreement. “After most 
careful consideration I am of opinion the following answer is best’’, 

wrote Cosgrave to Blythe: “‘It is proposed to have the Agreement 
printed and published at an early date.’ What do you think?” Blythe 
thought differently and opposed publication on the grounds that it 

was ‘bound to lead to a certain amount of wrangling about the points 

involved. The question to be considered is, I think, simply, whether 

publication or non-publication is politically best.’’4° That the agree- 
ment provided that the land bonds should be guaranteed and the 1923 
Land Act approved by the British government, obviously laid the 
Irish government open to the risk of political embarrassment. Blythe 

got his way. Although there was further pressure for publication, 
from both London and Dublin, later in 1926, it was successfully 

resisted. The formula (drafted by Brennan) to justify non-publication 
was that the 1923 agreement had been superseded by the ultimate 

financial settlement of March 1926 and that its terms “‘should not now 

be published either in whole or in part.’*! This formula was accepted 
by the British government who refused to answer a parliamentary 
question on the 1923 agreement in December 1926. The agreement 
was only finally published after Fianna Fail came into office in 1932, 

when it was effectively used by de Valera as a stick with which to 

beat the Cosgrave administration on two scores: first, that the secrecy 

of the agreement and the fact that it had never been ratified by the 

Dail meant that it was not binding — an interpretation which led
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directly to the land annuities dispute and the economic war; and, 

second, that the agreement was improperly drawn up — “it is 

literally in tatters — half-pages, parts of pages not typed, interlinea- 

tions and so on. Honestly, I never saw a contract of any kind 

presented in such a form. There is not even an Irish signature to it”’, 
de Valera told the Dail.” 

The 1923 agreement is the most obscure and controversial of the 

three Anglo-Irish financial agreements of the nineteen twenties and, in 

the absence of a formal record of the negotiations of February 1923, it 
is difficult further to illuminate this obscurity. The available evidence 
seems to suggest, however, that the political sensitivities of the 

Cosgrave government were not immediately awakened by the agree- 
ment. Brennan’s sole responsibility in the preliminary talks of 
December 1922, the apparent absence of any discussion in the 

Executive Council either before the negotiations of February 1923 or 
after the agreement had been signed, and the speed with which those 

negotiations were completed — all seem to point to that conclusion. 
Moreover, as we have already seen in connection with the first 
national loan, Brennan had felt able as late as 24 May 1923 to write to 

Cosgrave that he saw no “‘vital objection” to accepting a British 
guarantee when this principle had “already been definitely admitted” 
in the case of the land purchase bonds.* 

But it may be that it was the Executive Council’s discussion and 
rejection of the principle of a British guarantee in respect of the loan 

— although even that was not absolute — which made them more 
sensitive to or, less probably, first focused their attention upon the 
guarantee clause in the February agreement. Other reasons why the 
Executive Council may have accepted the necessity for a British 
guarantee for the land bonds and not for the national loan may have 
been their increasing confidence, which grew with every month they 
held office and with the end of the civil war, to say nothing of their 
success in the 1923 election. The Free State was just two months old 
when the agreement of February 1923 was signed and its ministers had 
not yet, perhaps, become accustomed to having escaped from that par- 
tial financial, and indeed psychological, dependence upon the British 
government which had restricted the independence of the provi- 
sional government. 

IV: The Compensation (Ireland) Commission 

The other major problem which demanded the attention of the
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Department of Finance in 1922-23 was the question of liability for 
compensation for property damaged and injuries suffered during the 
Anglo-Irish war of 1919-21, an issue nowhere mentioned in the 
Treaty yet undeniably the most complex and sensitive of the post- 
Treaty problems to be resolved in Anglo-Irish financial relations. The 
problem was first formally recognised in the Heads of Working 
Arrangements for implementing the Treaty, agreed by Irish and 
British ministers in London on 24 January 1922, which laid down 
“that the principle should be admitted that fair compensation is to be 
paid in respect of injuries which are the subject of compensation 
under the enactments relating to criminal injuries, including losses 
sustained through the destruction of property by order of the military 
authorities under martial law’’ (Clause 3). “That as respects personal 
injuries —- (a) each Government should deal with and should be 
responsible for the payment of compensation in respect of personal 
injuries to its own supporters, (b) awards already given should stand 
[and] (c) provision as to liability under (a) should be retrospective to 
apply to awards already satisfied’? (Clause 4). Clause 5 related to 
injuries to property and provided for a commission of three members 
(one appointed by each government under an agreed chairman “who 
holds or who has held high judicial office’’) which would adjudicate 
on all claims “‘arising out of the conflict ... during the period from the 
1st January, 1919 to the 14th January 1922 and ... review awards 

already given in undefended cases.” The other relevant Clauses, 6 and 
7, provided “‘that the terms of reference to the commission be drafted 

by the [Governments’] Legal Advisers and submitted for considera- 
tion”, and “‘that all proceedings (including pending proceedings and 
proceedings for the enforcement of decrees already given) under the 
enactments relating to compensation for criminal injuries be barred, 
and that a resolution in this sense be passed and promulgated by the 
Provisional Government, to be followed by legislation in the British 
Parliament.’’4 

These provisions were duly implemented under the authority of a 
warrant of appointment signed by the Lord Lieutenant, Lord Fitzalan, 

on 8 May 1922, appointing Lord Shaw of Dunfermline (one of the 

Lords of Appeal in Ordinary) as chairman and James C. Dowdall 

(the Irish nominee) and C. J. Howell Thomas as the other commis- 

sioners, although the terms of reference agreed by the two govern- 

ments altered the dates in question to 21 January 1919 and 11 July 

1921)
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Insurance Problems 

The first major problem taken up by the commissioners was the 

liability of insurance companies during this period: “whether the 

Commission should make an award in respect of that part of the loss 

for which the insurers are liable.’ At a meeting on 21 June 1922, at 
which solicitors and counsel representing the provisional government, 

the Treasury and the insurance companies were present, Lord Shaw 
suggested that: 

The British Treasury and the Irish Treasury and the Insurance Companies 

should endeavour to adjust an agreement dealing with this whole question 

of insurance. It is quite manifest that the entire finance of the position 

must be taken into account.... It is a case of a large number of 

individuals who have suffered loss, but it is not alone that. It is also a case 

of a very large number of persons who have not suffered losses, but who 

have paid substantial and in some cases, extraordinary premiums which 
will remain in the pockets of the insurance companies, and the results of 

the insurance companies’ plea will be to enable them to pocket these sums, 

and to enable them also to be completely recouped, if their arguments 

were correct, against all the losses and in short, ride off out of the political 

transaction meant for the well being of Ireland, with an enormous figure 

of profit. Whatever may be the construction of the exact words used, the 

Commission cannot believe that any sums which we are to recommend 
should be destined to any other object than the actual relief of suffering 

caused. 

Lord Shaw therefore proposed that an agreement should be drawn 
up by both governments and the insurance companies “which would 
finance the entire Irish insurance position’? and which would ensure 
both that “the insurance companies should emerge from the transac- 
tion without any loss whatever’’ and “‘that they should have no profit 
except a reasonable figure of commission.’’ The members of the com- 
pensation commission, Shaw argued, could thus “remove all insurance 
questions from [their] cognisance.’’* 

Brennan analysed the matter from the Finance standpoint in a long 
memorandum on 27 June which argued that “both Governments 
would manifestly gain if they could transfer to insurers any burden 
which they should otherwise have to bear themselves”, but which 
also stressed “‘that the British Government should not be allowed to 
get into the position of transferring their liabilities to insurers unless at 
the same time any rights of insurers against local rates are abrogated.” 
But Brennan concluded that
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. on the whole the arguments do not seem sufficiently strong to 
encourage the hope that we can place ultimate liability on insurers. The 
British Government, who have a bigger interest in the matter than we 
have, are understood not to be prepared to attempt to do this, and con- 
sequently, I think, it must be assumed that such a result is not practicable 
of achievement. But on the other hand there is sufficient ground for con- 
tending that the insurers should not be allowed to have the advantage of a 
full indemnity and at the same time pocket the heavy premium income 
which they collected in this country during the disturbed period. On this 
point a deal ought to be made, and the Governments may hope to get 

some at least of the premiums (including those paid by insured parties 
who did not suffer damage) as a partial set off to their burden in provid- 
ing the indemnity. As the Provisional Government have a direct interest 
in securing for themselves a proper share of premiums it seems desirable 
that they should be represented in any negotiation which the British 
Government may wish to carry on with the insurers.*’ 

The Department of Finance thought it vital that its interests should 
be fully safeguarded and, on 7 July, William O’Brien (acting on 
Brennan’s advice) forwarded the relevant papers to the Minister, 
Michael Collins, complaining that Finance had not been kept 
properly informed in the first instance — yet another example of the 
Department’s determination to control policy in key areas under the 
provisional government. 

Collins gave Brennan his full support and instructed him to go to 
London to attend a conference on 18 July with representatives of the 

Treasury and the insurance companies.“* This conference was largely 

given over to an explanation by the Treasury of Lord Shaw’s pro- 

posed compromise to the insurance companies, and Brennan felt that 

Waterfield (representing the Treasury) “‘seemed rather too readily to 

convey an impression that Lord Shaw’s suggestion was satisfactory 

from the points of view of the two Governments.”” Brennan refused 

to commit his government to Lord Shaw’s scheme, and reported to 

O’Brien that he 

... had in mind but refrained from stating that while the British Govern- 

ment no doubt feel compelled to indemnify the insurers from the liability 

for Cork, Balbriggan etc., in order to avoid the embarrassment that 

would arise for that Government if the insurers were to make public 

disclosures of the misbehaviour of the British forces in those places, the 

Provisional Government seem to have no corresponding reason for 

making concessions to insurers. It may prove of advantage later to use this 

contention.*”
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This first conference was informal and exploratory and reached no 

conclusions; the insurance companies expressed the wish to meet for a 

further conference the following week, after they had further con- 
sidered the matter among themselves and had consulted with their 

clients. Brennan suggested that there were two possible courses open 
to the provisional government when the conference resumed: first, 
“that the possibility of obtaining or enforcing decrees in respect of 
damage in the stipulated period should be barred by special enactment 
and that in paying compensation in cases where the damage was 
attributable to Irish forces the Provisional Government would see that 
their grant would be abated to the extent to which liability could be 
enforced on insurers who had taken the risks of riot and civil com- 
motion’’; or, second, that the provisional government should try to 

conclude a bargain with the insurance companies along the lines of 
Lord Shaw’s suggestion. Brennan favoured the second alternative in 
that “the obligation accepted by the insurers would be made definite”’ 
and because he felt that there might be too great an “element of 
chance’’ attached to the first alternative. But it was impossible, 
O’Brien told Brennan, “to obtain any special instructions from the 
Government”, and he authorised him to exercise his own judgement 

at the resumed conference which met on 25 July — another illustra- 
tion of the extent to which sole responsibility for major financial 
decisions devolved upon Brennan during the civil war period. 

At the resumed conference the insurance companies’ representative 
stated “‘that the chief requisite of a settlement which would satisfy his 
clients was that they should not suffer as regards Cork. They counted 
on getting back the full amount of their advances for the destruction 
in that city.”’ Eventually, however, the insurance companies agreed to 
an arrangement “‘whereby the underwriters would get back an 
amount which would in fact represent a substantial part but not the 
whole of their Cork advances ... £218,000 out of their total 
advances of £351,000.’° The settlement, wrote Brennan, meant “that 

while the Governments indemnify the insurers so far as concerns loss 
which might be the subject of an award by the Shaw Commission 
(the indemnity representing £351,000) the insurers surrender to the 
Governments £133,000”, a figure much larger than the premiums 
received by underwriters and “perhaps double the amount of any 
liability that the Provisional Government would accept under the 
arrangement’, and one which Brennan therefore regarded as ‘‘very 

>
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favourable”’.®! Cosgrave, by then the acting Minister of Finance, 
approved the proposed agreement, the details of which were finalised 
at a third conference at the Treasury in August 1922. The Minister of 
Finance agreed to pay Lloyds £233,600, in return for credit for the 
payment of awards of nearly £358,000; in effect, Lloyds surrendered 
over £124,000, plus £16,500 which they had agreed to pay in cases 
then outstanding.” 

British Liability 

Once the insurance question was disposed of, the commission was free 
to begin its work. The biggest single question before it was to decide 
what proportion of liability the British government should bear. Under 
the heads of working arrangements [5(e)], the British government 
undertook “‘to reimburse the Irish Government for such a proportion 
of the total amount (including advances already made out of inter- 
cepted grants) as may be agreed between the two Governments, the 

amount of the damage done to property in Great Britain in pursuance 

of the Irish political movement being brought into account.’’ The 

British proposed that this proportion should be decided for each case 
which the commission reviewed “‘according to the nature of the 

political motive which ... might be assumed to have inspired the 
malicious act.’’ But the Irish Law Officer, Hugh Kennedy, did not 
“think the motive in a number of cases could be called political, e.g., 

cases of reprisals, drunken and wanton damage, military tactics.’’°’ He 
was supported by Kevin O’Higgins, who agreed that “all cases of 

apportioning liability, viz. ‘who did the damage?’, is at once simpler 

and surer than the proposed basis of motive.””** Kennedy’s alternative 

formula was that the proportion of the total amount to be reimbursed 

to the Irish government by the British government “‘shall be such sum 

as shall represent the damage assumed to have been done by the 

military police or other servants of the British Government or by 

persons acting on behalf or in the supposed interest of that Govern- 

ment.”” — that in practice each government was prepared to accept 

liability “‘for damage done by its own supporters.’’*° 
Initially there was some uncertainty about which draft of the agree- 

ment had been approved and the following extract from a minute 

from Brennan to O’Brien on 16 June serves to illustrate how confused 

and difficult were the circumstances under which Finance officials had 

often to work in the first months of the provisional government:
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I saw Mr Kennedy today .. . and was surprised to learn from him that an 

agreement in regard to the basis of reimbursement had already been made 

between the two Governments and communicated in the form of supple- 

mentary instructions to Lord Shaw. Mr Kennedy could not give me an 

exact copy of the agreement or instructions assigned . . . it is essential that 

we should possess an authoritative copy of the agreement or instructions 

before we proceed further. It is a serious indication of the lack of proper 
official procedure that we have not been officially acquainted of this 
matter. The absurd position now seems to arise that unless we can get 

from Mr Collins personally a copy of whatever document he signed we 

shall have to ask the British authorities to give us the information. 

I may-mention that when Mr Dowdall [the Irish Commissioner] was 

here a few days ago I discussed this question of reimbursement with him, 

and he seemed to be unaware of any arrangements having been concluded 

for determining liability. Today in the hope that I might get a copy from 
Professor Ryan, Assistant Secretary of the Commission, of the instructions 

understood to have been issued, I asked him if he could let me have them. 

He said that he had never seen them and that so far as he knew Mr 
Dowdall had never seen them, but that he believed Lord Shaw has them 

in his pocket.* 

In fact, as Brennan discovered when he eventually succeeded in 
getting a copy of the elusive agreement from Dowdall, the draft 

proposed by the Irish ministers was what had been approved.*” 
The year 1922-23 saw little further progress on the question of 

British liability. A meeting in London between Irish ministers and 

their British counterparts on 9 November 1922 only resulted in both 
sides agreeing to investigate the possibility of deciding upon their 
liability “on a percentage basis of the ultimate liability for amounts 

awarded” by the Shaw commission. Nor were the talks of February 
1923 much more productive. No agreement was arrived at on the 
apportionment of the commission's costs: the Irish refused to agree to 
a fifty/fifty division and the British refused to consider any other 
ratio. All that was agreed was that “‘the division of costs shall be on 
the basis of existing arrangements”’, although the British government 
did confirm that they had waived in favour of the Irish government 
any claimed benefit under the agreement with the insurance com- 
panies; the only other provisions in the 1923 agreement related to the 
method of British refund payments. 

The next twelve months saw a lull in the tempo of Anglo-Irish 
financial negotiations, and the next formal round of talks began only 
in the summer of 1924. The first conference, in London on 16 May 
1924, was attended by the Minister and Secretary of the Department
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of Finance (Blythe and Brennan) and the Irish High Commissioner in 
London (James MacNeill); the British were represented by the 
Financial Secretary to the Treasury, the Solicitor General and officials 
from the Treasury, Colonial Office and Inland Revenue. 

This conference saw the emergence of a major stumbling-block in 
the negotiations leading to the ultimate financial settlement: the 
question of the attribution of income tax arising out of land purchase 
annuities, local loan advances and British payments of salaries and 
pensions in the Free State. A full discussion of these issues was post- 
poned pending the submission of “‘a reasoned statement” of the Irish 
case before the next conference. It was also agreed to adopt this 
procedure in relation to certain other matters which required tidying 
up: the attribution of capital and interest payable in respect of 
advances to the Dublin and South-Eastern Railway between 1918 and 
1922; questions arising out of the provisional transfer of Crown land 

in the Free State; a British claim for shared Irish liability for deficiency 

of the unemployment insurance fund, and Irish liability for damage to 

property in Britain during the Anglo-Irish war. However, more 

definite progress was made in other areas. 

The first of these concerned the Irish repayment of expenditure 
incurred by the British government on behalf of refugees from the 

Free State as a result of the change of government. Blythe pointed out 
“that he would have very considerable difficulty in getting the money 

voted for this service unless he was in a position to say that he himself 

had examined the list of persons to whom grants had been made and 

was satisfied that the money was properly spent.’’ He also expressed 

surprise at the size of the British claim — approximately £14,000 

between the end of 1923 and 1 May 1924, in addition to a somewhat 

smaller sum owing for the earlier period — and at the fact that claims 

were still being entertained. There was a further difficulty, he felt, in 

that the committee responsible for examining such claims had very 

often “given an under-taking to the applicant that the matter would 

be kept entirely secret.” However, it was agreed that the fullest 

possible report would be submitted to Finance and that from now on 

“no grants should be made in new cases except where the applicant 

agreed that the payment might be reported to the Ministry of 
. > 

Finance.’”®! 

Progress was also made on the issues of land purchase and the com- 

pensation commission. The British agreed to finance those additional 

land purchase agreements which, somewhat to the surprise of the
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Department of Finance, had been lodged under the old Land Purchase 

Acts since the financial agreement of February 1923. A much more 

delicate issue was the British guarantee of the land bonds to be issued 

under the 1923 Land Act. Finance estimates showed the amount of 

bonds would be over £30m., and they wanted to increase the British 

contingent liability to £35m., from the £25m., previously proposed. 

But “‘the Financial Secretary laid stress on the importance of keeping 

the figure of contingent liability on the Consolidated Fund as low as 

possible in view of parliamentary criticism, and said he would much 

prefer not to go beyond £30m., [and] it was agreed that the Ministry 
of Finance should send a copy of their estimates to the Treasury who 
would then consider the question.’’ At the resumed conference a fort- 

night later, the British finally gave way on this point, but only with 
considerable reluctance, principally because of what they described as 
“growing criticism in Parliament of the watering of Government 

credit by the giving of guarantees” which made it “very hard to 
justify a figure which looked as if it might be higher than was neces- 
sary.” The figure of £30 millions was only finally adopted “‘on the 

understanding that the Ministry of Finance would supply the fullest 
possible brief for the use of Treasury Ministers.’’ In return for this 

concession, moreover, the British successfully insisted that while “‘the 

Land Bonds might be in Irish currency ... the amount of the British 
guarantees must be expressed in pounds sterling.’’®? Certain other 

minor changes were agreed without difficulty, the most important of 
which was the removal, at Blythe’s request on political grounds, of a 
provision giving the Treasury power to fix the rate of interest under 
one secton of the act — “‘that for the words ‘at such rate as the 
Treasury may fix, there should be substituted ‘at five per cent per 
annum.’ ’* 

There remained the problem of the compensation commission and 
here, too, the conference did see some progress. The much-debated 
question of the basis of the apportionment of the commission’s 

expenses was finally resolved when it was agreed that, in cases which 
would not otherwise come before the commission, “the expenses 
should be divided between the British Government and the Free State 
Government in the proportion of 55 to 45”, the same proportion to 
apply in the “residue of cases’? in which the commission would be 
unable to apportion liability in accordance with ascertained facts.® 
But, although the outcome represented a considerable and hard-won 
victory for the Finance negotiators, the compensation issue continued
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to provoke disagreement between the two governments. 

Indeed the dispute which followed — which centred upon the 

interpretation of the commission’s terms of reference relating to 

martial law — ranks as one of the most acrimonious in the period 

under review. It amply demonstrates how precarious was the har- 

mony which characterised much of Anglo-Irish financial relations and 

how such concord could be swiftly and seriously threatened by factors 

of political suspicion and distrust deep-rooted in the recent unhappy 

history of Anglo-Irish relations. 

The British position on the martial law issue was that “only such 

acts as were officially done in counties set forth in two of Lord 

French’s proclamations’’® fell within the commission’s jurisdiction, a 

view which the British government communicated unilaterally to the 

commission on 27 March 1924 and without the prior knowledge of 

the Irish government. The Irish Attorney General, Hugh Kennedy, 

outlined the background to the disagreement in a special memoran- 

dum to President Cosgrave in which he said that the terms of refer- 

ence had been negotiated, on the Irish side, by himself and Kevin 

O’Higgins. These negotiations, said Kennedy, were “frequent and 

prolonged” and had been 

... lengthened to a considerable extent by the effort of the British 

Treasury officials to limit the compensation for destruction or injury 

resulting from military action to areas in which martial law had been 

actually the subject of proclamation. The Treasury officials were very 

insistent in pressing that this limitation should be imposed on the terms of 

reference. We absolutely refused to accept any such limitation... I 

frequently pointed out to those with whom we had the discussions that 

martial law is a state of affairs which exists independently of proclama- 

tion; that the proclamation does not in fact change any state of facts, but is 

merely a warning to people concerned. I explained over and over again in 

the course of the discussions that martial law existed outside the areas 

mentioned in the proclamations. After long and frequent discussions the 

proposal on the British side was ultimately turned down and no such limi- 

tation was inserted in the terms of reference... I understand that the 

British Treasury has taken a most extraordinary, and in my opinion, quite 

unjustifiable course with reference to the Commission. I understand that 

although the British Treasury is one of the parties interested in the 

decisions of the Tribunal, (i.e. the Commission) they have approached 

the Commissioners behind our backs and have attempted to dictate to 

them as to the manner in which their decisions are to be given... But I 

have been given to understand that the British Treasury have done even
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worse than this. I learn that they have called upon the Commission to 

furnish some of the files of the cases upon which the Commission 1s 

adjudicating. I hear also that a former member of the Irish Bar, now prac- 

tising in England, interviewed the Commissioners behind closed doors for 

the purpose of presenting the view of the British Treasury which was to 

be ‘swallowed’ by this International Commission at the dictation of the 

Treasury, and that, without any chance for us to contest the arguments 

put forward, and in fact, without notice to us that any such proceeding 

was being gone through with. One begins to wonder what is become of 

the once notable traditions of what is called “British justice’. They do not 
seem to have descended to the British Treasury!* 

But Cosgrave needed no persuading of the Treasury's iniquity. He 
had already made plain his feelings in a minute in his own hand 

which spoke volumes of the passions never far from the surface of 

Anglo-Irish financial relations under circumstances where Irish minis- 
ters had to negotiate about the bloody details of a war, which had 

ended less than three years previously, with their enemies in that war. 

The substance of the compensation arrangement, wrote Cosgrave, 

. was a back to back. You cannot bring in Martial Law on one side and 
exclude it on the other. Houses were destroyed for many reasons on both 
sides — military necessity, military reprisal, military puppyism. The fact 
of a proclamation or a dozen proclamations, does not affect the issue 

which both governments set out to solve. That, in effect, was compensa- 
tion to persons who suffered in consequence of disturbances. The fact that 

premises were destroyed in a legal way does not affect the claim of a 

sufferer. What we on our side agreed to pay, though we had as little love 
for the person affected as the British had on the other [sic]. 

In essence it comes to this: Did Collins and the rest of us agree to com- 
pensate Lord A, B, C and D, and at the same time ask Mulcahy and 
O’Malley to make peace with the British Government at the cost of their 
houses and property? We have no means to compensate Mulcahy and 
O'Malley and, if we had potential means, is it suggested we should go to 
the Oireachtas for such and at the same time make solvent a couple of 
dozen absentees and hear their abuse? It can’t be done.°” 

In mid-May 1924, Sergeant Hanna, acting on behalf of the Irish 
government, argued before the commission that its terms of reference 
had been drawn up “‘on the basis that [the] conflict was a war between 
the Governments of the two countries, and not a contest between an 
established Government and rebels’, and were not “confined to acts 
done by order of the British military authorities within areas where
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martial law had been formally proclaimed, but extended, and was 

understood by both parties to extend, to the combatants on both sides 

in every part of the country, exclusive of Northern Ireland, in which 

a state of war de facto existed.’ This fundamental conflict of opinion 

caused the commission (by then under the chairmanship of Sir 

Alexander Wood-Renton, formally a British Chief Justice) to 

forward an interim report to the two governments seeking further 

joint instructions.” 

The dispute was discusssed at a conference between British and Irish 

ministers at the Treasury on 29 May 1924. Blythe, Brennan and 

MacNeill again represented the Irish government and the British dele- 

gates were the Chancellor of the Exchequer [Snowden (in the 

absence of Thomas, the Secretary of State for the Colonial Office) ], 

the Financial Secretary to the Treasury, the Solicitor General, Sir John 

Anderson, and other civil servants from the Treasury and the 

Colonial Office. Blythe argued that 

_ the two Governments had made a satisfactory arrangement about 

compensation in general; but in the view of the Free State Government 

the present attitude of the British Government would mean going back on 

all the original agreements. . . The Free State Government could not agree 

that because a man was a member of the Irish Volunteers or of the IRA he 

should be deprived of all right to compensation, nor could they admit that 

the term ‘martial law’ should be restricted to mean the state of things 

which existed in areas in which martial law had been proclaimed. .. He 

did not wish to suggest that the British Government should accept 

liability for damage done by British forces in the course of actual military 

operations and under sheer military necessity (e.g. a house occupied by 

one party set on fire in the course of an attack by the other)... . But he 

claimed that, on the present wording of the terms of reference, the British 

Government would often be able to evade liability, under the plea of 

military necessity, for compensation for damage which was really nothing 

else but unnecessary, and therefore, wanton and malicious damage, 

done because the owner of the property was known to be in sympathy 

with Sinn Féin.°? 

The British response to these arguments, in the conference at least, 

was strangely muted. Snowden, having “expressed regret for having 

been obliged in Mr Thomas's absence to take part in the discussion of 

a subject which was unfamiliar to him’, contented himself with 

suggesting “that there was really nothing in the claim of the Free 

State which could not be dealt with by the Commission under their
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present terms of reference’’; but he also said that the British govern- 

ment would not accede to any proposal to extend these terms of 

reference.’° 

Thomas answered the Irish case more fully in a formal despatch the 

following week, when he declared himself satisfied that, when the 

terms of reference to the compensation commission had been drawn 

up, there had been no difference of opinion between the two govern- 

ments as to the meaning of the term “martial law’’. Martial law, he 

continued, 

. was a very definite phase of administration publicly proclaimed and 
generally understood, and the cases in question were those commonly 

known as ‘official reprisals’ , acts of destruction or damage which had 

been-ordered deliberately and with great formality, as a punishment to the 
locality by the Competent Military Authority in those areas where 

martial law had been specifically proclaimed. In consenting to assume 
liability for compensation in these cases His Majesty's Government 
admitted in effect that these particular acts were not dictated by military 
necessity nor done under the powers conferred by the Defence of the 
Realm or the Restoration of Order in Ireland Regulations. This admission, 
however, could not be, and never was, extended to other official acts of 

the Crown Forces in Ireland. 

Thomas accordingly confirmed that his government were not 

prepared to contemplate “an extension of liability which in the 
negotiations of 1922 the British representatives expressly declined to 

accept’, and he reiterated “that the only practical course is to leave 
the interpretation to the judgement of the Commissioners them- 
selves.’’ But he then proposed another, compromise arrangement to 

deal with claims arising under the Indemnity Act of 1920. The British 
government, he declared, were prepared, if the Irish government so 
desired, 

. to discharge their liability under the Indemnity Act by a lump sum 
payment to the Free State Government, to be assessed by the Compensa- 
tion Commission on the basis of the sum total of the individual awards 
... [Irish] Ministers, under such an arrangement, would on their part 
make provision by legislation or otherwise for enabling that Commission 
or some other suitably constituted tribunal to award compensation to 
individual claimants on terms not less favourable, or of course, should 
[they] so desire, on wider terms... It remains open to them, if they 
should consider the total contribution of the British Exchequer under the 
arrangements adopted to be inadequate, to seek the remedy by way of 
counter-claim provided by Article 5 of the Treaty.”!
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In the official reply to the despatch a month later, the Irish govern- 

ment rejected the proposal that the commission should be “left to 

interpret without the assistance of the Governments the disputed 

passage in the terms of reference”, on the grounds that the matter 

involved “‘inter-Governmental policy in an important respect.” But 

the gravity of the crisis and the unwonted bitterness the dispute 

occasioned is made plain not so much in the official correspondence as 

in a private letter sent by Cosgrave to Thomas on 3 July 1924. Cos- 

grave began by saying that “‘in view of the gravity of the matter” he 

had thought it better to write personally “before the critical position 

now reached in the official correspondence is allowed to develop 

further.” His “special object’? in writing privately was to inform 

Thomas of 

_ certain aspects of the matter which have assumed a very real impor- 

tance here, but which it would not, I think, be in the interests of either 

Government to have made the subject of official communications, if such 

a course can possibly be obviated. 

The Commission are concerned with two categories of cases in one of 

which the claimants have already obtained formal decrees from the 

Courts, which operated in this country until the Treaty. The second 

category consists of cases where for one reason or another claimants did 

not obtain decrees from the Courts. A very high proportion of the British 

supporters who suffered damage during the conflict obtained decrees from 

the Courts, whereas most of the sustainable claims in non-decree cases 

will be those of Irish supporters. 

The Commission found it convenient to begin with the decree cases 

and they have now almost finished this branch of their work. The result 1s 

that the Free State has compensated, in accordance with the rules of the 

Commission, the great bulk of the British supporters whom it was liable 

to compensate. While the decree cases were being dealt with an arrange- 

ment was in force by which the Commission had each investigated by 

two investigators — one representing the interests of each Government. 

So long as this plan operated the Free State Government refrained from 

intervening in matters pending before the Commission, and it could fairly 

be said that no effort was made on our side to press the Commission to 

cut down their awards to British supporters. The Commission have lately 

entered on the task of dealing with non-decree cases. I regret to have to 

say that for some time past abundant indications have been given of a 

determination on the part of the British authorities concerned to fight 

these cases in a narrow and niggardly spirit which is in marked contrast 

with the attitude taken up by us in regard to the decree cases of British 

supporters to whom we were liable.
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The agreed system of joint investigators has broken down and its place 

has virtually been taken by a practice of one-sided interference by 

Treasury and Colonial Office officials, which has gone far to deprive the 

Commission of its character as a neutral body. It is now a matter of daily 

occurrence that memoranda and details of individual claims are referred 

from the Commission to the Treasury for analysis and criticism before the 

Commission proceed to make an award..We have never on our side 

taken such action in a single case. Continuous direct correspondence 

between British officials and the Commission or its members has reached 

such a degree that with the best wish in the world to be independent it is, 

I fear, inevitable that the two members of the Commission, who are 

officially connected with the British Government, cannot in the nature of 

things fail to be influenced. This situation is well known and appreciated 

over here and has produced a very bad effect. 
Apart from the foregoing you will, I am sure, appreciate the very 

serious impropriety of the official communications addressed to the 

Commission on 27 March and 15 April by the Colonial Office, in which 

an effort is made without the previous concurrence of the Government of 

the Free State to instruct the Commission officially as to the meaning of 
their terms of reference. The request ... that the Commission should 

decline to hear arguments on behalf of applicants designed to conflict with 

the views of the British Government is nothing short of amazing. 

Again, much though I dislike to have to mention such a point, I should not omit 

to let you know that the dissatisfaction existing here in this matter is rendered 

specially acute by the fact that Messrs Crutchley, Whiskard, Waterfield and 

Wynne now advising the Treasury and the Colonial Office on this subject, have 

all been officials in the Hamar Greenwood régime. (author’s italics) 
I hope very much that in view of what has happened you will be able 

to fall in with our contention that the Commission should have the present 
difficulties solved for it by agreement between the two Governments 
which appointed it. The matters at issue are fundamental and the 
Commission was not constituted for the purpose of solving them. I cannot 
reflect on the impartiality of the Commissioners in applying the terms of 
reference such as they find them but when it comes to a question of 
settling inter-Government policy I cannot overlook the fact that two of 
the three Commissioners are or have been connected with the British 
Government service. . .”° 

It would be a gross injustice if the British Government were to 
endeavour to reject now the interpretation for which we contend. As an 
illustration of the feeling which prevails here on the matter, I think it 
right to let you know that the suggestion is being pressed upon us that if 
satisfaction is not obtained by a reasonable attitude on the British side in
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this discussion, the Indemnity Act, which we passed last year so as to save 

members of the Crown Forces from legal proceedings, should be 

repealed. When that Act was being passed one of the first questions 

addressed to the Dail was about the effect of the measure upon the com- 

pensation question and I am bound to say now that my notions on that 

point would have been different from what they were, if it had been 

possible to foresee the developments which have since taken place.” 

There are several reasons why Cosgrave’s letter merits such exten- 

sive quotation. First, because it uniquely summarises the difficulties 

which Irish participation in the compensation commission entailed for 

the Department of Finance and their political masters, and here we 

must note that both the letter in question and the official despatch 

were drafted by Joseph Brennan. Brennan’s feelings on the subject 

cannot but have been influenced by the fact that his home town, 

Bandon, and his family’s property there had been sacked by soldiers 

of the Essex regiment during the war. Second, because it is a testa- 

ment, again unique, to the suspicions and resentments (ordinarily 

deep-hidden and rarely surfacing to disturb the tranquility of official 

correspondence) which attended upon Irish participation in Anglo- 

Irish financial relations. Last, because it ultimately achieved its objec- 

tive, after a special conference at the Colonial Office on 25 July 

1924. The impact of Cosgrave’s letter upon the British may be best 

judged by the fact that he was asked to withdraw it and to sub- 

stitute for it a version which omitted the especially vehement passages 

(italicised in the quotation above) which criticised individual British 

civil servants, and which Thomas feared might “create an atmos- 

phere which might render difficult frank and full discussions of the 

fundamental issues in this question.’’”° 

Cosgrave withdrew the passage and, although, first he and later 

Thomas, pleaded inability to attend the conference on 25 July, that 

conference led to a noticeable easing of tension. The Irish were repres- 

ented by Kevin O’Higgins and Edmund Duggan; the British by Lord 

Arnold, the Under-Secretary at the Colonial Office. Although 

nothing was finally agreed, G. G. Whiskard of the Colonial Office, 

who had served with Brennan in Dublin Castle, came to Dublin on 8 

August 1924 with the British proposals “for settlement of all out- 

standing points in regard to compensation in pre-truce property 

cases.” The British proposals were based upon a division of the out- 

standing cases into four distinct categories:
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1. Cases which in the opinion of the Compensation (Ireland) Commis- 
sion are without reasonable doubt within their existing terms of reference. 

2. Cases which in the opinion of the Compensation (Ireland) Commission 

would be within the scope of the proposals in [earlier] British despatches 

... enabling the Commission to deal with claims arising under the 

Indemnity Act 1920. 

3. Cases which the Free State Government contend should be regarded as 

a proper subject matter for compensation either under the terms of refer- 

ence of the Commission or by a War Compensation Court on the basis 

proposed by the Free State Government. 

4. Cases outside of any of the foregoing categories ... 

The British proposed that the commission should proceed to make 
individual awards in the first category, should “definitely rule out”’ all 
cases in the fourth, and went on to offer two alternatives in the 

disputed middle categories. Their first alternative was that the com- 

mission should make awards in the second category in cases “without 

reasonable doubt”’ and that the British government would undertake 

liability for these payments; they would then “make a lump-sum 

payment of £150,000 towards meeting awards in cases placed by the 
Commission in the third category, any further sums necessary ... 
being found by the Free State.”’ Alternatively, they would make a 
larger lump-sum award of £300,000 towards second and third cate- 

gory awards “‘indiscriminately” and the Free State should make up 
the balance in these categories.” 

Brennan discussed the British proposals with the Irish commissioner 
and the Irish joint secretary to the commission (Senator Dowdall and 
N. J. Ryan) and concluded that the best Irish counter-proposal would 
be “‘to ask for a lump-sum payment by the British Government which 
would cover British liability in all outstanding cases in the first three 
categories ... and also cases of pre-Truce loot involving special or 
continuing hardship.’”’ He thought £13m. would be a fair payment. 
This would rid the commission of any necessity to distinguish 
between categories and, more important, would protect Irish interests 

“against the risk which would otherwise arise that the British 
members of the Commission will naturally have a tendency to force 
as many cases as possible into the category or categories covered by a 
lump-sum.” If the British failed to accept the proposal of an overall 
lump-sum of £1}m., Brennan thought that the next best course was 
to claim £m. “to cover British liability for the second and third 
categories as well as for loot within the limits above mentioned.’
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counter-proposals. The final British offer was “ £900,000 to be paid 
by the British Government to the Free State Government in full and 
final discharge of all liabilities of or claims against the British Govern- 
ment in respect of compensation for damage to property in Ireland 
prior to the Truce, including all awards made by the Wood-Renton 
Commission since June 30 last.’’””® The Colonial Office prevailed upon 
the Treasury, who had felt that £800,000 would have given the Irish 
government ‘‘an ample margin.””? The Treasury’s reluctant agreement 
was prompted by their desire to help “to reach a final settlement 
without delay’? — a settlement reached on 12 August 1924,°° 

The £900,000 agreement was the decisive breakthrough and 
formed the nucleus of the compromise which finally disposed of the 
compensation issue, even though the precise wording of the des- 
patches embodying the agreement was the subject of further wrang- 
ling between Whitehall and Merrion Street which continued until 
December 1924.°! Both sides were relieved that so contentious an issue 
was finally disposed of,’ when, at the end of the year, the British 
government finally severed its connection with the compensation 
commission under the terms of the indemnity obtained in return for 
their payment of £900,000. The agreement was a notable coup for 
Finance and a defeat for the Treasury who openly recognised it as 
such. Treasury officials felt, however, that they had no alternative but 
to accept the settlement proposed by the Colonial Office telegram of 
12 August, but they were particularly irked by the fact that the Irish 
government intended the £900,000 to cover all future awards and not 
merely, as the Treasury had intended, to be a contribution to such 
awards. “‘In the light of the information we now possess”, noted a 
memorandum for the information of Walter Guinness, the newly 
appointed Financial Secretary,® the £900,000 agreement was “‘at least 
£250,000 more than can be justified on financial grounds”’.* But, as 
the memorandum also noted, and as Guinness agreed, the Treasury 
had no alternative but to stick to the agreement. 

V: The Agreement of 3 December 1925 
The broad outline of the ultimate financial settlement of March 1926
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first became discernible at the conference of 16 May 1924,°° which 

resumed, again in London, on 29 May. This second meeting saw the 

emergence of a seemingly irreconcilable difference of opinion on the 

issue of the attribution of income tax — most noticably with respect 

to income tax arising out of land purchase annuities. Finance’s 

representatives took the view that they were entitled to deduct 

income tax before paying over the annuities since, in Ernest Blythe’s 

words, “Irish land ought to pay Irish tax, not British’’.8° The British 

counter-argument was that “‘the Free State claim was unfounded in 

law” in the opinion of the law officers of both the present and 

previous British governments.*’ The discussion was protracted and 

inconclusive and nothing was decided before the luncheon adjourn- 

ment. Finance’s representatives did make one minor concession when 

the conference resumed in the afternoon: they were prepared, Blythe 

said, “‘to admit that the amount of over £700,000 which they had 
withheld was too great; and that they would pay a sum of £300,000 
at an early date, without prejudice to further discussion of the 
question.’’®® But the basic deadlock was not broken before the 

meeting ended, having agreed to meet again on 27 June. 

In fact the June meeting never took place. Blythe postponed it, first 
until early July and then until late July because of pressure of bus- 
iness in the Dail.*? But the July meeting too was postponed. Blythe 

fell ill and had to undergo an operation which necessitated his subse- 

quently going abroad to recuperate.” In the event, a full twelve 

months elapsed before the conference met once more in London on 3 

July 1925. 

-{n the meantime, however, another major theme of the negotiations 

leading to the ultimate financial settlement had emerged: Irish liability 
to contribute to the British national debt under Article 5 of the 
Treaty. The first British pressure on Finance to take up this question 
was indirect and arose from a question asked of the Secretary of State 
for the Colonies in the House of Commons on 2 October 1924, a 
copy of which (together with his non-committal reply) was duly 
forwarded to Dublin.?! Some weeks later Brennan circulated a con- 
fidential letter to the secretaries of all government departments as the 
initial step in “the investigations necessary ... with a view to the 
effective presentation of the case of the Irish Free State for the purpose 
of Article 5 of the Treaty.” Finance asked to be informed of “any 
matters ... which might possibly have a bearing upon the issues 
involved in that Article” and stressed the need “‘to include all points
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that seem to contain any appreciable element of argumentative 
value”, even though the “ultimate practical utility of some of the 
points” might be doubtful. “Attention should chiefly be given’’, 
wrote Brennan, to points which might be urged “positively against 
Great Britain, arguments that would be of advantage in rebutting 
claims likely to be urged by Great Britain against us should also be 
included.” 

But British pressure was not yet acute and it was not until the end 
of April 1925 that the British took the matter up in an official des- 
patch. The new Conservative Secretary of State for the Colonies, W. 
Ormsby Gore, then pointed out that, while he felt (like his pre- 
decessor) that Irish liability under Article 5 “could not be determined 
before a decision had been reached under Article 12” (which related 
to the Boundary Commission and the jurisdiction, or lack of jurisdic- 
tion, of the Free State over Northern Ireland), nevertheless, he also 
felt that “the time has come when the question should be examined.” 

- The British duly presented their case in a six-page memorandum (the 
main arguments of which are summarised below)’ which accom- 
panied this despatch. This was acknowledged on 1 May but not 
answered until 23 October, despite further Colonial Office despatches 
of 24 July and 28 September, seeking a reply.% 

In the meantime, however, the resumed conference on the Irish 
deduction of income tax on the land annuities took place, on 3 July, at 
the Treasury. The British were represented by the Financial Secretary 
to the Treasury (Walter Guinness) and by six civil servants, including 
Waterfield and Whiskard. The Irish representatives were Blythe, 
Brennan and McElligott and two of the Revenue Commissioners — 
William O’Brien and W. D. Carey. 

Guinness, in an opening statement, presented the British case. There 
was little point, he suggested, in discussing 

... the legal aspect of the main subject — the deduction by the Irish Free 
State of income tax on the land purchase annuities. He hoped they might 
reach a settlement on the broad equities of the question without going to 
arbitration. Any solution was, moreover, bound up with a settlement of 
the question of double income tax arising between the Irish Free State and 
Great Britain. 

On the equities of the question, the Irish Free State had by the agree- 
ment of February 1923 undertaken to pay over the annuities in full. It was — 
in the mind of no party to the agreement that deductions of any kind 
should be made. Any layman would assume that the meaning of the
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agreement was that the full amount of the annuities would be paid over as 

had always been done in the past. That was certainly in the mind of the 

British negotiators and on that basis they had assumed liability for the 

bonus and the excess stock. The British Government felt they could not 

give way on such a big principle. 

There had now arisen the necessity for the British Government going to 

Parliament with a supplementary estimate to cover the deficiencies in the 

payments guaranteed to the National Debt Commissioners. . . There was 

a great deal of restiveness in the House [of Commons] and questions were 

continually being asked about the settlement provided for in Article 5 of 

the Treaty. Any concession to the Irish Free State must certainly be 

announced as outside the terms of the agreement of 1923 and the Govern- 

ment would only be able to say that such a concession had been made 

under duress. . . 

With regard to any arrangement about double income tax, he thought 

they might find a basis of adjustment by each state’s exempting from tax 
their respective non-residents who might receive income from the other 

state. But if the Government of the Irish Free State were going to set up a 

new principle of taxing not only non-resident citizens but also other 

governments, it would be impossible to ask Parliament to assent to the 

general arrangement as regards non-residents. The Irish Free State could 
not have the benefit of any such new arrangement and at the same time 
have the benefit of any other arrangement when it suited her. He could 

not give figures but he thought the cost to the British Government of the 
proposed arrangement would be heavy and Parliament would only agree 

to it if other questions at issue had been settled satisfactorily.” 

Guinness concluded by reiterating his anxiety to avoid presenting a 
supplementary estimate to parliament which, as he again said, could 
only be recommended ‘‘as having been agreed to under duress.”’ 

Guinness’s statement was illustrative of the unwonted gravity with 
which the British Conservative government appeared to view the 
state of Anglo-Irish financial relations at this juncture, and it also 
revealed their readiness to consider the Article 5 issue and the land 
annuities income tax issue together rather than separately — a readi- 
ness which helped smooth the way to the eventual solution. 

However, Blythe, in his initial reply, reasserted that the Irish 
government were “entitled to the income tax on the annuities subject 
to any arrangements for dealing with double income tax.’’ He 
emphasised that there had been no mention of income tax in the 1923 
agreement and that
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-- . a new position had therefore arisen. It could not be held that, because 
the Irish Free State had signed a certain agreement to pay over the whole 
amount of the annuities whether collected or not, that agreement was 
irrespective of any right they had to taxation... The question of income 
tax was quite another matter. The fact that the annuities had been paid 
over in the past without deduction of income tax was due to the fact that 
the two countries then had only one revenue system. . . 

The Irish Free State certainly did not wish to gain on the present 
question and also on the proposed exemption of non-residents . . . [or] to 
place an undue burden on the British tax-payer. On the other hand mere 
accidental circumstances — such as the fact that the British Government 
were merely a conduit pipe for the land purchase annuities — should not 
deprive the Irish Free State of the income tax justly accruing to them on 
the annuities. 

He agreed that the question should not be discussed on a legal basis and 
he would endeavour to arrive at a settlement on the broad equities of the 
matter.’ 

A more detailed and technical discussion followed these opening 
speeches, and it gradually became clear that both sides were prepared 
to assume, in Waterfield’s words, “‘that the Irish Free State would be 
willing to set off their claim on this point against other benefits which 
they might receive.”” After an adjournment of half-an-hour, Guinness 
accordingly proposed “that they should carry on their discussions on 
the principle that a settlement of the Double Income Tax question 
would automatically settle the present question” but he again 
emphasised his government’s anxiety “‘to avoid a discussion on a 
supplementary estimate which would prejudice the larger settlement.” 
If such an agreement could be reached, he said, “the British Govern- 
ment thought they could give the Irish Free State retrospective satis- 
faction on the other issues.’ 

After further discussion Guinness outlined the concessions he had in 
mind: “‘the British Government would concede the claim (£180,000) 
in respect of the Southern Railway and would further agree to write 
down its claim in respect of damage in Great Britain from £,700,000 
to £600,000.”’ But Brennan’s reply was uncompromising: “‘he did not 
think either of the two ‘concessions’... could be regarded as such.” 
He was supported by Blythe who did recognise, however, “that as 
regards the past a compromise involving the settlement of other 
matters would be convenient.”” Nor did the Finance representatives 
react favourably to a further British offer when Guinness “‘stated that 
he was willing to concede the War Office claim for £30,000 in
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respect of the supply of munitions’, a claim which, “Blythe pointed 

out ... the Irish Free State had offered to submit . . . to arbitration by 

a High Commissioner.” 

No progress was made until the conference reassembled after a 

luncheon adjournment, when Blythe declared “that the Irish Free 

State was prepared to pay over in full the land purchase annuities 

provided the general question of the exemption of the non-resident 

was pursued.” But, as regards the general question of a compromise 

over the “‘last two or three years’’, he again insisted that “the conces- 

sions suggested by Mr Guinness were not concessions.” The larger 

ambitions of Finance’s representatives finally emerged when 

“Brennan said that the Irish Free State representatives had been discus- 

sing other items that might be brought into a compromise . . . namely, 
the large sum involved in claims by British Government Departments 

for compensation in respect of pre-truce damage, and the question of 

the Local Loans annuities’? which had not been discusssed at the 

morning session and in respect of which, Brennan said, the Irish 

government “had been paying over the full amount collected” 

although “‘the question of income tax arose in this connection also.”""° 
After more intense discussion, the Irish representatives finally 

succeeded in extracting the admission, from Waterfield, that while “‘it 

would be difficult to relate this question to the Irish Free State’s 

income tax claim’, this “could ultimately be done.” There followed 
further discussion of the figures involved in the income tax question, 

but eventually the conference decided to adjourn until 14 July 
without drawing up any formal agreement and arranged “‘that in the 
meantime representatives of the two Governments should discuss the 

question of the Departmental property claims.’””! 

Discussions on, and Finance’s consideration of, these claims took 
longer than anticipated and caused Brennan to postpone the con- 
ference!” which was rearranged for 21 July. But the nucleus of an 
agreement clearly existed following the arduous negotiations of 3 July 
and was summarised in a friendly letter from Guinness to Blythe some 
days later in which he stressed that he understood that there was 
“every reason to suppose that satisfactory assurances” could be given 
to the Irish representatives on the outstanding question of the “British 
claims for compensation for damage to non-transferred property 
belonging to British Public Departments’’.!°° 

Guinness’s apparent optimism was justified when a formal agree- 
ment was reached on 21 July. This agreement consisted of six clauses,
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the first of which provided that the Irish government would “‘pay 
over forthwith the sum of £750,000 on account of the outstanding 
amount of the Land Purchase annuities, leaving the question of the 
balance for further discussion.” The Irish government also agreed, in 
the second clause, ‘‘to pay the full amount of the annuities accruing 
due in December 1925 without deduction on account of income tax. 
provided that a settlement of the question of Double Income Tax has 
by then been reached or that negotiations on the subject are still in 
progress.’ The British agreed in consequence to waive their claims for 
the advance to the Dublin and South-Eastern Railway and for pay- 
ment for “‘military stores supplied to the Irish Free State Government” 
(the sums in question were £180,000 and £28,996-8-0 respectively); 
and they also agreed “that the payment to be made by the Irish Free 
State Government on account of damage done by Irish agency in 
Great Britain shall be fixed finally at £500,000,’ an amount which, 
in any event, the Irish had already offered to pay in contrast with the 
original British claim for £1,000,000 which had been gradually 
reduced to £700,000 and eventually, at the 3 July talks, to £583,000 
(“the amount already deducted by Great Britain from payments to 
the Irish Free State.”’)!°° The final clause of the agreement also went 
much of the way to meet the Irish case in as much as it provided that 
“the Compensation (Ireland) Commission shall be instructed to 
proceed with the assessment of the quantum of the claims of British 
Government Departments in respect of pre-truce damages . . . without 
prejudice to subsequent discussion between the two Governments on 
the question of transfer.” 

While the agreement of 21 July cannot be regarded as more than an 
interim one, paving the way for another interim agreement (of 3 
December 1925) and preceding the ultimate financial settlement, the 
negotiations which led to it are nonetheless revealing. They show, in 
the first place, the extraordinary tenacity and obduracy of the Finance 
negotiators, notwithstanding the relative financial weakness of their 
government's position vis-a-vis their British counterparts. Nor is there 
the slightest sign of Brennan and McElligott being in any way over- 
awed by their opposite numbers in the Treasury — men who had 
been their superiors (in the case of Waterfield and Brennan, his 
immediate superior) only a few years before. Indeed, one derives a 
general impression that it was the Irish negotiators who sought, and 
the British who yielded, concessions. But such an impression must be 
qualified in one important respect: while the British appear to have
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been generous in their readiness to concede on purely financial 

matters they too were unyielding where political considerations were 

involved, as is demonstrated by Guinness’s incessant harping upon the 

fact that, “‘for Parliamentary reasons’’, he could not “in any circum- 

stances agree to propose a Vote for a cash payment” in settlement of 

the Irish claim for the 1923-26 period; “‘the settlement ... must take 

place by way of a set-off on other claims.’’!°° The British, as we shall 

see, would again have recourse to this principle in subsequent finan- 

cial negotiations, 

The major financial issue which had still not been resolved was the 

question of Irish liability under Article 5 of the Treaty. The British 

case, as laid down in their memorandum of 21 April 1925, was that 

three main factors should be taken into account in calculating the 

United Kingdom’s claim on the Free State: 

1. what was the Public Debt of the United Kingdom on 6th December 

1921: 

2. what was the capital cost of War Pensions as on that date; 

3. what is a fair basis of division as between the Free State and the United 

Kingdom,.'” 

In the light of subsequent developments which led the British to 

waive their claim under Article 5, it is unnecessary to examine the 

British case in any detail. It is sufficient to point out that, relatively 

speaking, the sums involved were enormous. The Treasury calculated 
that the Free State would be liable for £1174 millions in respect of 
the public debt and another £123 millions in respect of war pensions, 

a total of £1304 millions to which they proposed to add ““compound 
interest say at 5% per annum from December 1921 to the date on 

which the Free State assumed its liability — say for 4 years an 
additional £273 millions. The basis of division for these figures was 
the proportion between the “net receipts from the principal direct 
taxes in the two countries”, and the Treasury proposed “that the Free 
State should take responsibility for 1-5% of the capital sums arrived at 
for debt and pensions as on December 1921.’7'% 

It is hardly surprising that Finance’s initial reaction to so huge a bill 
was to resort to delaying tactics.'? Nor is it surprising that their reply, 
when it was drafted (by Brennan) should totally reject the premises 
upon which the British arguments were based. Indeed, the only agree- 
ment between the two sides was that any settlement under Article 5 
“cannot properly be reached pending the completion of the steps con- 
templated by Article 12.’ Brennan’s reply conceded that while the 
terms of Article 5 made it relatively simple
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... to formulate against the Irish Free State a demand thereunder which, 
if admitted, could be regarded with confidence as at least safeguarding 
adequately any interests which His Majesty’s Government may be con- 
ceived to have under the Article. The facts on the other hand that the 
possible subjects of counter claim by the Irish Free State are not expressly 
specified in the Article and that no principle is indicated for measuring the 
the Free State contribution, if any, towards public debt and war pensions 
make it incumbent on ... Ministers to survey very wide fields of fact and 
argument before they can present a case which on their side can be 
regarded with confidence as reasonably protecting the interests of the tax- 
payers of this country ... Ministers consequently feel that, even apart 
from the question of Article 12 above mentioned, until this survey, which 
is now in progress, has reached a more advanced stage, it would be 
premature and not consistent with the interests of the Irish Free State to 
enter upon any conference with His Majesty’s Government on_ this 
subject. 

Brennan reinforced his argument by emphasising that the British 
memorandum “‘indicates expectations ... so remote from the ideas 
entertained by [Irish] Ministers that discussion of the memorandum 
would be likely to prove futile in the absence of a considered exposi- 
tion of the case for the Irish Free State.!!! 

The stage thus seemed set for yet another fundamental disagreement 
in Anglo-Irish financial relations which, because of the magnitude of 
the sums involved, threatened to provoke a crisis more bitter and 
prolonged than anything that had gone before. This was partly 
because, in Irish eyes at least, the question of Ireland’s contribution to 

the public debt hinged on considerations of historical justice, the 

ramifications of which were much more political than financial. 
Witness, for example, the exchanges of the 1921 financial conference 

between Michael Collins and Worthington Evans quoted earlier in 

the present chapter. Again, in the opinion of John Fitzgerald, the 

Accountant General to the Revenue Department in Dublin Castle 
who was asked by Finance to prepare some notes which might 

support the Irish rebuttal of the British demand, the best strategy 

would be “‘to avoid figures as much as possible, and tell the British 
Government in effect that we have no contribution to give them, as 

our resources are insufficient for our own requirements, and that this 

result is very largely due to their efforts in the past to wipe us out.” 
Similar arguments were adduced by Brennan in a memorandum 

which he described as “‘a very hasty, rough and partial statement of
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some of the leading points which should probably be used in an 

argument on behalf ... of the Irish Free State in the event of an 

arbitration taking place on Article 5.””"?? The memorandum included 

such diverse arguments as the unreasonableness of expecting the Free 

State to bear any of the burden of the debts arising from British 

advances to dominion and allied governments; the already “severe 

pressure of taxation upon the national income of the Irish Free State’’, 

in the light of the “‘very disquieting symptoms’’ of the Irish exchange 

position; that “the British test of relative yield of direct taxes as a 

standard of relative taxable capacity for the present purpose [was] 
- 

unquestionably fallacious”; the marked difference in the two 
countries’ national incomes (the British being “‘derived largely from 
an immense and varied trade ... which has been increasing for 

generations and is likely to continue doing so in the future’, the Irish 

‘being of a much more precarious kind ... largely derived from 

agriculture’); that the actual figure of 1-5 per cent was, “apart from 
its basis, clearly excessive from other points of view”; that political 

developments in 1921-22 “‘made it necessary for this country to incur 
large compensation and military charges, the meeting of which con- 
stitutes an obligation ... [which] must in the circumstances take 

priority over any British claim” and that the same was also true for 

the Dail loans; and, finally, the case for an Irish counterclaim on the 

grounds of overtaxation throughout the nineteenth century. 
The unaccustomed weight given to political factors is what most 

clearly distinguishes the dispute over Article 5 from the other con- 

troversies of Anglo-Irish financial relations in the early nineteen twen- 

ties. It is, therefore, hardly surprising that in the last analysis both the 
British and Irish governments treated the matter as one of high poli- 

tics rather than as one of high finance. 

The history of the Boundary Commission of 1924-25 falls outside 
the scope of this book and, in any event, has been the subject of 
detailed discussion elsewhere.'* Yet the failure of the Boundary 
Commission was the catalyst which made possible the agreement of 3 
December 1925. The Boundary Commission crisis had begun with 
the Morning Post ‘‘leak”’ of 7 November 1925, which accurately pro- 
phesied the proposed and secret terms of its award; it became acute on 
19 November when the Free State’s representative on the Commis- 
sion, Eoin MacNeill, resigned; there followed a week of intensive 
negotiations between the British and Irish governments, beginning on 
25 November. Faced with the breakdown of the commission and
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anxious that its report should be ‘“‘burned or buried’’,'5 the Irish 
government were confronted with the spectre of an unchanged boun- 
dary between their territory and Northern Ireland with all the acute 
political embarrassment that this entailed. In return for accepting the 
status quo on the border issue, the Irish government demanded “‘that 
the rights of the British Government under Clause 5 of the Treaty 
should be waived (or) should be waived for a period of x years from 
the date of the Treaty.’’!"° The Irish, clearly, preferred the first alterna- 
tive, and, in order to achieve it, Cosgrave offered to take over and to 
repay to the British government the moneys they had paid under the 
terms of the compensation commission and “‘to pay also 10% of the 
total sums awarded by the Courts under the Damage to Property 
Act, 1923, in 5% compensation bonds. Or — as an alternative ... 
subject to allowances in respect of a moratorium, £250,000 a year for 
60 years.’’117 

The British, too, were prepared to compromise. The Chancellor of 
the Exchequer, Winston Churchill, “advised the Cabinet that a 
settlement was a paramount interest. A complete collapse into the 
hands of the republicans would mean much more than the loss of 
Article 5”, including “what was now being received for RIC 

pensions (£1}m.) and perhaps £3}m. now being collected from Free 
State tenants in payment of land purchase annuities.”!'® These 

arguments won the day and agreement was reached on terms which 

meant the “‘acceptance of present boundary waiving of Article 5, and 
assumption of [the] burden of compensation for damage to property 
by the Free State.’’ A formal agreement along these lines was drafted 

and signed the next day, 3 December 1925.'! 

The agreement, signed on behalf of the British, Irish Free State and 

Northern Ireland governments, was short and uncomplicated.'”° 

Clause 1 revoked the powers conferred on the Boundary Commis- 

sion under Article 12 of the Treaty and left the border as it was. 
Clause 2 released the Free State “from the obligation under Article 

5”, Clause 3 revealed that the thorny and provocative problem of 

compensation, like Article 5, was to be resolved politically rather than 

by a continuation of the process of financial negotiation; under its 

terms the Free State assumed 

...all liability undertaken by the British Government in respect of 
malicious damage done since the 21st day of January, 1919 to property in 

the area now under the jurisdiction of the Parliament and Government of 

the Irish Free State, and the Government of the Irish Free State shall repay
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to the British Government at such time or times and in such manner as 

may be agreed upon moneys already paid by the British Government in 

respect of such damage or liable to be so paid under obligations already 

incurred. 

Clause 4 also related to the compensation issue and provided for the 

Free State’s promoting legislation increasing by 10% “the measure of 

compensation under the Damage to Property (Compensation) Act, 

1923, in respect of malicious damage to property done in the area now 

under the jurisdiction of the Parliament and Government of the Irish 

Free State’? between the truce at the end of the Anglo-Irish war and 

the end of the civil war — 11 July 1921 to 12 May 1923 — and “for 

the payment of such additional compensation by the issue of five per 
cent Compensation Stock or Bonds.” The last two clauses, 5 and 6, 

were not financial and related to the transfer of the powers of the 

Council of Ireland to Northern Ireland (in so far as they related to 
Northern Ireland) and to the confirmation of the agreement by the 
British and Irish parliaments. 

A supplementary financial agreement, not published as part of the 

formal agreement, was also drawn up; its purpose was to give effect 

to Clause 3 of the formal agreement as quoted above and it provided 

... that payment shall be made by the Irish Free State Government to the 

British Government of 

(a) a sum of £150,000 on the Ist January 1926, and 

(b) an annuity of £250,000 for 60 years, of which the first payment 
shall be made on the 1st April 1926, and subsequent payments on 
the Ist April in each succeeding ‘year.'?! 

The subsequent history of this supplementary agreement, which was 

given statutory force by the Damage to Property (Compensation) 
(Amendment) Act 1926, is of special interest. The payment of the 

first, full annuity only fell due on 1 April 1932 — after the change of 

government — since the earlier instalments had been set, either in 
whole or in part, against British liabilities under the agreement of 
12 August 1924 and because of certain other minor adjustments.!” 
“Following discussion between the President and the Minister for 
Finance’’, payment was duly made by the new government and the 
cabinet confirmed this decision in 1933. The Irish government did 
not subsequently cease to pay the annuity, either during the economic 
war or after the Anglo-Irish financial talks which ended the war in 
1938. The payments were only finally waived following Anglo-Irish
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ministerial discussions in London on 27 February 1969, when the 
British government indicated that they regarded the ‘arrangement as 
being due for review, and that, in the light of its origins and purposes, 
and of the development of relations between the two countries, they 
were prepared to waive the remaining payments.’”!3 

The agreement of 3 December 1925, it has been argued, was essen- 
tially political in inspiration despite the fact that it was a major land- 
mark in the history of Anglo-Irish financial relations. Witness the 
speeches of both British and Irish ministers when they spoke on the 
agreement in their respective parliaments. The British Prime Minister, 
Stanley Baldwin, spoke about his government’s reluctance to leave 
“in the original Treaty a subject of friction or trouble in future 
years... What there is in Article 5 is a perfectly indefinite possible 
liability, undefined, and as such it hangs round the neck of those 
whom it concerns, and... indisputably affects their credit.’!74 But 
Baldwin also recommended the Irish Agreement Bill on grounds of 
British self-interest: ‘“Where’’, he asked, 

does the interest of Great Britain lie? Does it lie in keeping the South of 
Ireland poor and trying to squeeze debt out of them? As a matter of pure 
business, and that alone, the interest of this country lies in a prosperous 
Ireland ... for two very good reasons. The first one is this, that Ireland 
ought to be a great market for our manufacturers, and the second reason 

— and this is rather a selfish one — is this, that if you have a prosperous 

Ireland Irishmen will work in their own country and will try and make 
their own country rich and prosperous. A poverty-stricken Ireland means 
a continuous flow of immigration of a poor class of people into Great 

Britain, where at present our own problem of unemployment and bad 

trade is as severe as we can face.!* 

Churchill spoke equally strongly about the undesirability of 
enforcing Article 5, in terms which demonstrate the success of the 

policies laid down by Finance in the first years in winning both the 
respect of the Treasury and a confidence in their future. “I cannot 
imagine’, he declared, 

that this powerful country... could ever pursue against a small, weak 

nation claims which had no regard to the real capacity of that nation to 

pay, and which would have had the effect, if they were pressed to their 

ultimate conclusion, of not only affecting its prosperity but also its 

self-respect. What is there to build on in the enforcement of any claim? 

There is nothing to build on but the word of the Irish nation. Their desire 

and their self-interest as a new State ought not to be exposed to the world
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as impossible. I do not undervalue either the natural pride or the 

self-interest that is involved in the maintenance of their credit. Having 

been in this Irish business all through I have been struck very strongly 

with their desire to maintain a strict financial independence and to 

discharge their obligations.'7° 

Blythe, speaking in the Dail on the following day, was concerned 

with these same issues. “If we came out in the end with nothing to 

pay under Article V’’, he said, 

I believe we would have lost, through the weakening of our national 

credit and through the result of that weakening in our industrial life, a 
figure at least as great as that which we are undertaking to pay under this 
Agreement. There is another aspect of our undertaking to repay this 

amount which the British have paid for compensation. There was no 
obligation on the British Government under the Treaty to pay for 
compensation. They agreed after the Treaty, in which there was provision 

for our undertaking a part of the debt. They agreed, by way of assistance 
in a difficult situation ... but they made it clear all along that they were 
doing that as an act of grace and friendship and that they were paying no 
indemnity. After a war, it is only an enemy that has been pretty well 
beaten that pays an indemnity, and nobody can say that the British in the 
Anglo-Irish war were beaten to the extent that would justify anyone to 
expect the payment of an indemnity. .. By wiping out Article V we go 
back to the position as it was in December 1921, and we say that it is a 
case of back to back. The British go out without any claim for money 
upon us and they go out without undertaking to pay anything to end the 
struggle. I think that is a very fair arrangement.!’ 

VI: The Ultimate Financial Settlement of 19 March 1926 

At long last, after the agreement of 3 December 1925, the door was 
finally opened for the negotiation of the ultimate financial settlement. 
In fact the nature of that settlement belies its somewhat portentous 
title; essentially, it was a “‘tidying-up operation”? which could only 
have taken place after the bigger decisions incorporated in the 
December 1925 and other earlier agreements had been taken. What 
the ultimate financial settlement did was to confirm decisions (in some 
cases, after certain minor adjustments) which had been made in earlier 
rounds of Anglo-Irish financial relations between 1922 and 1925 and 
to embody those, and some other decisions, in a document that was 
more formal, more conclusive and, soon afterwards, more public than 
the agreements which had preceded it.'® But, while the negotiations
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leading to the ultimate financial settlement were consequently neither 
as protracted nor as hard-fought as some of the earlier rounds of talks, 
the spirit of conciliation which informed the December discussions 
was not alone sufficient to overcome what obstacles to final agree- 
ment still remained. 

The Treasury, for its part, was quick to press for the early resol- 
ution of all outstanding differences. In a memorandum of 4 December 
— the very day after the agreement had been signed — they sent-a 
memorandum to Finance proposing to waive certain claims against 
the Free State in return for the Free State’s agreeing to make certain 
other, hitherto disputed, payments to the British government. There 
were four claims which the Treasury proposed to waive: first, their 
“claim for payment in full of the cost of bonus and excess stock 
charges under the Irish Land Acts... of which the present capital 
value is approximately £20,000,000”; second, their ‘‘claim to a 
proportion of the value of property belonging to British Government 
Departments’, which was not transferred when the change of gov- 
ernment occurred and which they “‘estimated at approximately 
£5,000,000"; third, a claim for repayment of £14m. being the 
“second moiety of the compensation payable to the Irish Railways 
under the Irish Railways Act, 1922”; and finally, a claim for £250,000 

for “‘munitions supplied to the Free State by the British War Office 
and the Air Ministry after the setting-up of the Free State Govern- 
ment and not yet paid for in cash.’’!” 

In return, the Treasury memorandum invited the Irish government 

to agree to make three payments: first, the full amount of the land 

annuities “‘without any deduction whatsoever whether on account of 

income tax or otherwise”; second, “‘the full amount of principal and 

interest due on account of . . . the Local Loans Fund”’, again without 

any deduction for income tax but with deductions for collection costs 

and for losses from irrecoverable loans; and, third, “‘to pay to the 
British Government in cash the full amount of awards made by the 
Compensation (Ireland) Commission . . . for pre-truce damage to the 
property of British Government Departments... excluded from 

transfer to the Free State Government.””!°? 

Brennan’s reaction to the Treasury memorandum, in a minute for 

his minister, reveals that the 3 December agreement had in no way 

weakened Finance’s consistent policy of fighting every British claim 
as hard as possible. For example, he questioned whether the memo- 

randum did not seek “to make use as bargaining weapons of matters
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that were disposed of by the agreement” — that the first British con- 

cession had been abrogated with Article 5 and that the railways claim 

had also been “‘wiped out by the agreement’. But the major dif- 
ference was on the income tax issue which, Brennan pointed out, 

involved “‘large sums of money and if we are still quite uncommitted, 

we should not yield here without some substantial quid pro quo.”’"! 
That the double income tax question was the main issue is clear 

from a plaintive letter of Winston Churchill’s, who took the some- 

what unusual step of writing personally to Cosgrave, lamenting that 

Walter Guinness, his junior minister at the Treasury, 

. was unable to make any progress towards a final settlement with Mr 
Blythe ... and from what I am told I gather that the latter did not show 
quite the accomodating spirit which was so happy a feature of our 

negotiations. | am much disappointed that this should have been the outcome 

...after you had expressed in Mr Blythe’s presence your earnest desire 
that there should be a complete cleaning-up of all outstanding points.'” 

ee But while Cosgrave’s reply to this request for his intervention, “‘to 
ensure that these matters shall be definitely regulated”’, was friendly, it 
conceded nothing on the income tax question.'* Finance’s obduracy on 
this issue now began to pay dividends, as Waterfield’s assessment of 

the Treasury position plainly shows. Waterfield thought there was 
little doubt that Finance would 

... be prepared to agree now to the double income tax question, and 
with it the Land Purchase Annuities claim, being settled on the basis of 

residence, without any quid pro quo. The question is indeed whether the 

basis of residence is one which the Treasury ought to suffer to go forward 

in view of the latest Inland Revenue figures which show that it would 

actually cost us less to admit the Free State claim to income tax up to 

£200,000." 
We have, however, always been prepared to make some sacrifice for 

the sake of the political advantages of getting rid of the double income tax 
bogy, and the Inland Revenue would definitely prefer the residence basis, 
even at a price, to any other on grounds of administrative convenience. 

Upcott, the Treasury official to whom these observations were 
addressed, was even more blunt and pessimistic, and argued that, if 
the residential basis of income tax was not adopted, the Irish gov- 
ernment would “probably insist on deducting £200,000 p.a. or 
more from the Land Annuities or Local Loans... . However wrong 
we may think their interpretation of the law and existing agree- 
ments to be, we are now fairly helpless to withstand them.’
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In fact Finance were moving towards an even stiffer line than the 

Treasury feared, in their preparations for another financial con- 

ference in mid-January 1926.'°’ McElligott’s opinion was that Finance 

could not “‘afford to be too generous in any settlement that we may 

come to ... because of the doubt surrounding the actual value to us 

of the proposed adoption of the residence basis as a solution of our 

double income tax problems.” W. D. Carey, one of the Revenue 

Commissioners, McElligott reported, 

... puts our gain at £60,000 per annum. The British estimate of their loss 
is £200,000, and he points out that the difference of £140,000 will not 

accrue to our nationals. In fact he puts the gain to our nationals at not 

more than £50,000, the difference of £90,000 going to British nationals, 
e.g., Guinness’s shareholders, British Life Insurance Companies, etc.'™ 

But the January conference was postponed by Churchill’ and 

Blythe, in his reply to the telegram postponing the conference, put on 

record his dissatisfaction with the Treasury memorandum of 4 

December which, he said, did not seem to him “‘to furnish a hopeful 

basis for discussion”. He argued that the claims that the Treasury 

had offered to waive were “sustainable on examination only to a 

limited extent’’, and indicated his reservations about Irish gains from 

an income tax settlement.!*° 

Blythe’s letter provoked an unusually exasperated reaction from the 

Treasury."Mr Blythe’, noted Upcott, 

continues to assert that all his claims are good and all ours worthless. On 

such a basis compromise is almost impossible and I think that a mild sug- 

gestion in that sense ... would be reasonable. 

It is something that he is willing to continue discussion, but I really 

think that we are entitled to some prior indication of his counter- 

proposals. In spite of endless talk at previous conferences we have never 

been given any definite idea what they are.'* 

Treasury irritation was further reflected in a stiff letter from 

Churchill, saying that the Treasury memorandum did no more “‘than 

ask for the fulfilment of obligations imposed, as we hold, upon you 

by previous agreements, and that it is only in the earnest desire to 

meet your case that we have felt justified in offering countervailing 

concessions which should not in our opinion be regarded as insub- 

stantial.’”!42 

Over a month elapsed before Blythe replied to Churchill’s letter,
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and he then agreed to forward a memorandum embodying Finance’s 

views within a week.!43 Finance’s memorandum, which was sent on 5 

March (a fortnight before the conference in London at which the 

ultimate financial settlement was agreed), contained thirteen para- 

graphs, the initial order of which were rearranged under six main 

headings to “‘facilitate the discussion’? at the suggestion of the 

Ureasury., 

The first, and most important heading was “Income tax and land 

purchase questions’, under which there were five paragraphs. The 
first proposed “that land purchase annuities under the Acts 1891-1909 

should be paid without deduction in respect of income tax or other- 

wise’, subject to there being no modification in the “projected 

arrangement as regards double income tax.’’ The second proposed 

that the amount hitherto withheld “‘in respect of income tax on the 

land annuities” — some £550,000 — “‘should be paid over forthwith 
to the National Debt Commissioners . . . as a material concession by 
the Irish Free State to be set-off’’ against advantages proposed else- 
where in the memorandum. The third paragraph proposed a settle- 

ment of the double income tax problem “on the residence basis . . . 

provisionally agreed between the Revenue Departments of the two 

Governments ... to take effect from the beginning of the financial 

year 1926-27.”’ The next paragraph suggested that the British claim 

“for payment in full of the cost of bonus and excess stock charges 

under the Irish Land Acts should be waived.” The final paragraph 

under this heading proposed an abatement in the annual Irish contri- 

bution of £160,000 made under the February 1923 agreement.'* 

The other main heading in the rearranged Finance memorandum 
related to property questions and proposed that the British waive 
three separate claims: the claim “to a proportion of the value (said to 
be £5,000,000) of property of non-transferred departments”; the 
claim “to £250,000 in respect of munitions debt’’; and the claim for 
any cash payment by the Irish government “‘for compensation in res- 

pect of non-transferred British departmental property” which it was 
proposed to set-off against the payment of arrears of income tax on 
the land annuities. 

The rest of the memorandum related to — 
The Local Loans Fund, in respect of which it was proposed that the 
Irish “net outstanding liability ...should take the form of an 
annuity of £450,000 payable... for twenty years commencing 
with 1926-27.”
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Railway Compensation, in respect of which it was proposed “that 
the British claim to... £1,500,000 should be waived.” 

Division of Funds, where it was proposed that the British claim “‘in 
respect of the Unemployment Fund” and the Irish claim “‘to a 
share of the assets of the Civil Contingency Fund” should both 
be waived. 

Royal Irish Constabulary Pensions, for which the Irish government 
reserved the “right to ask for a review of the existing provisional 
arrangement.” 

Finance’s memorandum as rearranged by the Treasury has been 
analysed in detail because it provided the basis for the ultimate finan- 
cial settlement agreed at the London conference of 19 March 1926 and 
signed by Churchill and Blythe;'*° indeed, in many instances, the 
clauses of the settlement were based word for word upon the para- 
graphs of Finance’s memorandum. The conciliatory tone of the negot- 
lations at the conference reflect the anxiety of both sides to resolve 
their differences once and for all. In his opening statement, for 
example, Churchill accepted the Irish proposals on the income tax 
and land purchase questions without demur. He made no objection 
either about waiving “‘the British claim for payment of bonus and 
excess stock charges under the Irish Land Acts”, as well as the 
“unconditional waiver ...in respect of railway compensation”’. But 
he baulked at “‘the Free State proposal that any cash payment due for 

compensation in respect of non-transferred British Departmental 

property should be waived’; nor did he see any “justification for a 

waiver of the British claim . . . for the payment of the Irish Free State 

share of the debt due... on the Unemployment Insurance Fund.’"!%” 
Finally, Churchill sought “‘an assurance that the Free State reservation 

of the right to ask for a review of the existing arrangement as regards 

RIC pensions, related merely to the former method of payment of 
these pensions” and not to any reduction of the proportion paid by 

the Free State — 75 per cent under the February 1923 agreement. 

Churchill concluded by regretting 

...that it had not been possible to settle these outstanding claims in 

December 1925, but he recognised that Mr Blythe had then been invited 

to come over at very short notice. He hoped that the present discussion 

would be carried out in the same spirit. . . 

In replying, Mr Blythe stated that he recognised very fully the help
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given to the Free State in December, 1925. It certainly saved the Free 

State from great difficulties and dangers with which they would have 

been faced had the British Government insisted on Article 5 of the Treaty 

being implemented.'* 

This exchange epitomised the conciliatory atmosphere of the talks, 

although Blythe conceded nothing in his opening speech. But as soon 

as the meeting resumed in the afternoon, after ‘an adjournment “‘to 

allow discussion by permanent officials of the questions of the amount 

of [the] Local Loans annuity and of [the] transferability of property of 

non-transferred Departments’’, Blythe gave way when he announced 

“that he was prepared to agree to the British proposals, subject to 

minor amendments.’ He was prepared 

1. To pay over the £550,000 withheld in respect of income tax on land 

purchase annuities; 

bo
 . To admit the British claim in respect of the Unemployment Insurance 

Fund debt. 

3. To pay £250,000 in respect of the Wood Renton Commission's 

awards in favour of British Departments.'*’ 

When pressed, Blythe also gave the assurance sought of him on the 

RIC pensions issue. The temper of the meeting was such that it even 

managed to dispose of “the question of a refund of the sum of 

£26,000 odd from the Free State in respect of the relief of refugees 

from the Free State”’, a particularly sensitive issue left unresolved after 

earlier negotiations.'*° While Blythe was at first reluctant to admit this 

claim because of the political embarrassment of having to open “‘a 
special vote... for the purpose’, he quickly accepted Churchill’s 
suggestion that the matter could be disposed of if the Free State raised 
their offer “‘in respect of Wood Renton awards from £250,000 to 
£275,000 in return for waiver by the British Government of the claim 
in respect of refugees.”” So fast indeed was the tide of compromise and 
conciliation now flowing that the afternoon session at which agree- 

ment was reached was over in an hour. 

One issue alone remained — the Local Loans Fund annuity — and 

this was merely a matter of the experts agreeing on a figure, which 
they duly did the next day.'5' The completed agreement was con- 
firmed in an exchange of telegrams between the governments on 22 
and 23 March and so this first, short but turbulent phase in the history 
of Anglo-Irish financial relations drew finally to a close.



CHAPTER FIVE 

Consolidation 1925-31 

I: New Horizons 

By the end of 1924 the basic framework of the present Department of 
Finance had been firmly established. So fixedly had Finance’s founda- 
tions been laid down in the early years that one new recruit to the 
Department’s upper echelons in 1925 could detect no feeling of new- 
ness in the organisation he had joined but felt that he had become a 
member of a well-established system.' Just what had been achieved 
can hardly be better expressed than by the following extract from the 
report of the 1932-35 commission of inquiry into the civil service — 

more commonly known as the Brennan Report, after Joseph Brennan, 
the chairman of the commission and the man most responsible for the 

achievement in question: 

The passing of the State services into the control of a native Government, 

however revolutionary it may have been as a step in the political develop- 
ment of the nation, entailed, broadly speaking, no immediate disturbance 

of any fundamental kind in the daily work of the average Civil Servant. 

Under changed masters the same main tasks of administration continued 

to be performed by the same staffs on the same general lines of organisa- 

tion and procedure... The importance of an orderly regulation of the 

Civil Service was recognised from the beginning of the new regime. The 

control previously exercised by the Treasury was maintained with un- 

broken continuity by the Minister for Finance.’ 

The concern for “‘orderly regulation”, with the need for uninter- 

rupted administration, with financial control and with other such 

matters, which had been paramount in 1922-24, was not now relaxed. 

But, although Finance officials had previously had little time or in- 

clination for other questions, by the mid-twenties sufficient stability 

and security had been achieved to permit of new departures, which 

175
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were not previously contemplated. The first such new departure had 

to do with banking and currency. 

The Banking Commission 

Brennan and McElligott first exchanged views on the matter early in 

November 1924 when they agreed that it was desirable to set up a 

commission “‘to consider and to report to the Minister for Finance 

what changes, if any, in the law relative to banking and note issue are 

desirable or necessary, regard being had to the altered circumstances 

arising from the establishment of Saorstat Eireann.’”* The reasons why 

Finance believed that such a commission was necessary were made 

explicit in an interview which Blythe and Brennan had with the 

Governor of the Bank of Ireland, Joseph X. Murphy, and the 

Secretary to the Irish Banks’ Standing Committee, Newman Thomp- 

son, on 8 April 1925. “In the first instance’, Blythe 

... drew attention to the fact that, owing to the setting up of the Irish 

Free State and the passing of consequent legislation, apart from gold there 

was no legal tender in the Irish Free State, and there was practically no 

gold in circulation. 

British currency notes issued after December 1922 were not legal 
tender and, moreover, “the excess issues of the Irish Banks had no 
legal backing.’’ Further problems arose from the fact that ‘‘the 
fiduciary issues of the six Banks of Issue were applicable to Ireland as a 
whole”; indeed almost all Irish banking statistics referred to ‘‘the 
whole of Ireland, the consequence being that the Minister could not 
tell if the deposits of the Free State were increasing or were dimin- 
ishing, or if the advances made by the Irish Banks were changing in 
one direction or the other.’ Blythe also referred to Free State claims 
to a proportion of the profits ‘‘made by the British Government out 
of the use of British currency notes and currency certificates” in the 
country and to the absence of a “central machinery in the Irish Free 
State of a type similar to that afforded by the Bank of England in 
Great Britain with which all the other Banks kept their accounts.”’ He 
also raised “‘the question of those banks carrying on business in the 
Free State which had their Head Offices situated outside the Free 
State) * 

Finance’s next concern was to select an appropriate chairman to 
head the commission. Among the names canvassed were Oliver M. 
Sprague, Professor of Economics at Harvard University; C. A. B. 
Campion, formerly manager of the Commonwealth Bank of
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Australia; Dr Gerard Vissering, the President of the Netherlands 
Bank; E. W. Kemmerer, Professor of Economics and Finance at 
Princeton University and previously adviser to the USA-Philippine 
Commission, as well as to the governments of Mexico and 
Guatemala; and Henry Parker-Willis, Professor of Banking at 
Columbia University, editor of the New York Journal of Commerce and 
formerly Secretary to the Federal Reserve Board and President of the 
Philippine National Bank. Brennan took advice on the matter from 
both T. A. Smiddy, then Irish High Commissioner at Washington, 
and James MacNeill, the Irish High Commissioner in London.’ No 
Irish banker or economist was seriously considered for the post; nor 
were any of their British colleagues. Brennan explained Finance’s 
reasoning to MacNeill when he urged him to ‘‘bear in mind that as 
our own banks are getting strong representation which is sure to be 
very conservative, we do not want to allow them to find a reac- 
tionary ally in either of the outside experts.’”° McElligott reinforced the 
point in a subsequent minute to Blythe when he suggested that “‘the 
exchange position and our financial relations with outside countries 
may be considered by some as being beyond the purview of the 
Commission’’; he therefore thought that “‘if a chairman from amongst 
the Irish bankers is selected there is a grave possibility that a somewhat 
hostile attitude will be taken up by him to the introduction of the 
issues referred to above.’”? The choice was finally narrowed to 
Kemmerer and Parker-Willis and, when Kemmerer was discovered to 
be unavailable because he had taken up the post of advisor to the 
Chilean government, an invitation was sent to, and accepted by, 
Parker-Willis, to act as chairman. 

The history of the First Banking Commission, established by war- 
rant of appointment on 8 March 1926 and whose reports led to the 
establishment of the Currency Commission in 1927, has been fully 
surveyed by Maurice Moynihan’ and it would be gratuitous to cover 
the same ground here. Yet it is important to underline the close co- 
operation between the Department of Finance and the Banking 
Commission (and, later, the Currency Commission whose ‘first 
chairman was Joseph Brennan). J. J. McElligott was the Department’s 
representative on the eight-man commission, whose secretary, J. L. 

Lynd, was also a Finance official; generally, the commission’s work 
and findings were very much along the lines envisaged by Finance. It 
is noteworthy, for instance, that the commission’s terms of reference 
were identical to the terms proposed by Brennan and McElligott
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eighteen months before the commission was finally established. One 

other point deserves mention. Although the commission recom- 

mended against the establishment of a central bank — on the grounds 

that ‘“‘the Saorstat has a well organised banking system, but is without 

an independent financial or money market’? — McElligott submitted 

a minority report suggesting “‘that after a period of, say, five years of 
smooth working of the proposed currency arrangements further 

inquiry should be made into the question of setting up a central 
bank.’”? 

Reference might also be made to the work of the advisory commit- 

tee on coinage designs under the chairmanship of W. B. Yeats, al- 

though here too Maurice Moynihan’s comprehensive account pre- 

cludes the need for detailed treatment.’° The decision taken by the 
Minister for Finance before the committee began its work — that no 

effigies of modern persons should appear on the new coins — is of 

particular interest. This point had been considered in the Department 

in October 1925 when Brennan wrote to Blyth saying that he had seen 

a Mr Atkinson of the School of Art in Kildare Street about the design 

of the coins who had 

. inquired whether portraits (e.g. of Presidents [sic] Griffith and 
Collins) would be admissible... Can you say whether such portraits are 
open to consideration? So far as British opinion is a relevant factor I 

imagine that while it would not very much mind the elimination of the 
King in favour of some impersonal design it might look otherwise on the 

replacement of the royal by another effigy. 

Blythe agreed:*‘I think there should be no portrait’’, he replied.'! 

The Shannon Scheme 

The most important new departure of the nineteen twenties was the 
Shannon Scheme. “The provision of electricity from water power’’ 
James Meenan has written, “represented the first great enterprise 
undertaken by the new State in 1925 and the Electricity Supply Board 
is by far the largest capital investment undertaken in Ireland in the last 
forty years.””'? The Scheme was first mooted in December 1923 and 
discussions between the representatives of the government (mostly 
officials of the Department of Industry and Commerce) and of the 
German engineering firm of Siemens-Schukert continued throughout 
1924. At first the matter was not of direct concern to the Minister for 
Finance and, in the light of the strong criticism of the Scheme later
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voiced by Finance officials (notably Brennan), it may be significant 

that the Minister for Finance, Blythe, was absent when it was first dis- 

cussed by the Executive Council. This was on 29 July 1924 when the 
Minister for Industry and Commerce, Patrick McGilligan, proposed 

that experts be appointed to advise on the Scheme; although a de- 

cision was then postponed, McGilligan subsequently reported to the 

Council, on 26 August, that Siemens-Schukert had been given until 1 

October to present their report. Blythe was at neither meeting, being 

absent through illness throughout July and August when Cosgrave 

was acting Minister for Finance. Indeed Cosgrave himself was absent 

through illness when, on 11 December 1924, McGilligan first read 

extracts from the favourable Siemens-Schukert report to the Execu- 

tive Council. 

The Department of Finance seems to have had no opportunity to 

consider the Scheme until January 1925 when the Secretary of In- 

dustry and Commerce, Gordon Campbell, sent a minute to Blythe’s 

private secretary saying that his minister had instructed him “that a 

memorandum should be prepared and sent to Mr Blythe as soon as 

possible emphasising the importance of urgent and careful considera- 

tion being given to the question of financing the Shannon Scheme.” 

It was his own belief, wrote Campbell, 

... that the reputation of this country for business capacity, and its credit, 

depend more on financing the Shannon Scheme in such a way as to earn 

the respect of the financial world generally than on any problem of 

government likely to arise for a long time. I believe also that any failure 

to finance it satisfactorily will do more to damage confidence in the 

economic future of the Saorst4t and to foster internal dissensions than any- 

thing else. Finally I believe that the financial arrangements must be 

secured before the Scheme is put forward for adoption, if it is not to be 

swamped and finally extinguished in a deluge of uninstructed, despondent 

and_pusillanimous controversy." 

Given such sweeping claims, controversy was perhaps inevitable, as 

Finance’s response to the official minute (which they immediately 

sought from Industry and Commerce) was to demonstrate. In this 

official minute of 15 January 1925 Gordon Campbell dwelt at length 

upon the problem of how the Scheme might be financed and, in view 

of the fact that this was in itself unusual and was construed by Finance 

as an invasion of their preserve, his remarks merit extensive quotation. 

Campbell began by recording that the experts’ report on the viabil-
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ity of the Scheme was being translated and would be ready for pub- 

lication, together with a summary of the Scheme, within a few wecks. 

In the meantime his minister wanted to prepare to introduce a Bill 

“seeking authority to proceed with the Scheme as early as possible in 

the coming session.” The adequate financing of the Scheme was the 

only major obstacle which must first be overcome since “the Oir- 
eachtas cannot well be asked to give the Minister power to do certain 
things until it is satisfied that he can pay for what he gets done.” It 
was “‘inherent in the very nature of the Scheme’, he argued 

that a State guarantee would be required to raise money. During the con- 

struction period and possibly for some time thereafter the undertaking 
cannot be expected to be remunerative. The essential question for de- 

cision, therefore, is whether the money should be raised by floating a 

loan, either for the specific purpose of the Scheme or for general purposes 

in which the Scheme is included, or whether arrangements should be 

made to finance it through a financial house which must presumably be in 
some other country. 

The Minister for Finance is understood to favour the raising of an in- 

ternal loan to a substantial amount for general purposes of which the most 

important will be the Shannon Scheme and to be confident that no dif- 

ficulty will be found in adopting this course. The Minister for Finance is 
in the best position to judge but the Minister for Industry and Commerce 

feels bound to draw his attention to certain circumstances creating a doubt 

as to the prospect of raising an internal loan on favourable terms. . . The 

Shannon Scheme at the moment is either definitely opposed or at any rate 
not approved by interests whose attitudes, it seems, must affect an internal 
loan. Considerable interests are committed to one or other of the Liffey 
Schemes which are supported by a number of members of the Seanad; 
well-to-do sections of the community will not support anything 
“German” because of their memories of the European War; commercial 

interests engaged in importing as distinct from home producing are 

antagonistic to the Scheme on vague political grounds and on the definite 
material ground that they may be taxed for it and see no benefit to them- 
selves from the Scheme; existing industrialists, in particular those 

associated with bodies prominent in advocating the new tariffs, are critical 
if not definitely hostile; and many sections of the farming community are 
bound to be sceptical as to the results of the Scheme. Each of the interests 
mentioned has already given indications that the Scheme does not attract 
them and while its detailed discussion may result in conversions this can- 
not be depended on. They represent sources from which a large portion of 
any internal loan must be raised and the Minister for Industry and 
Commerce is apprehensive that the Scheme might suffer from having its
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finance based on assumptions that may not be realised. 

For these reasons the Minister for Industry and Commerce had con- 

sidered it desirable at least to explore the possibility of financing the 

construction of the works through a financial house experienced in such 

operations. . . 

These matters are the concern of the Minister for Finance and this 

Department wishes to stress emphatically the need for a detailed and 

definite plan of finance before a judgement of the Oireachtas 1s sought on 

the Scheme at all. If this is not done every day’s discussion in the press 

or in the Oireachtas and every critical comment by experts or interested 

parties will render finance more difficult. The most favourable time to 

arrange the finance is before hostile criticism can affect potential in- 

vestors and the most convincing evidence of the soundness of the 

Scheme would be a contract between the Government and well-known 

financial interests to finance it on reasonable terms on the faith of the 

Scheme itself and the experts’ report. The Minister feels that his Depart- 

ment has done everything in its power to make the Scheme ready and 

that it is vital for the Department of Finance promptly to add the main 

assurance still required, namely its finance. If this is not determined on or 

before the date when the experts’ report is completed and published the 

best opportunity will have been lost and every day’s subsequent delay 

may mean an additional burden on the Scheme and on the country. The 

Minister, therefore, hopes that arrangements may be made to take im- 

mediate advantage of the favourable report received so that the experts’ 

judgement may be translated into money on reasonable terms." 

Gordon Campbell concluded by saying that if, as was anticipated, 

work started on the Scheme on 1 September 1925 and ended in June 

1929, the total cost would be £5-2 millions — the same figure given 

by Patrick McGilligan in his Dail speech on the Scheme on 19 

December 1924. 

It was this speech which caused Brennan, in the note he sent to his 

own minister on Campbell’s minute, to accept the latter’s basic 

assumption — “‘that the technical and economic experts have ap- 

proved of the Shannon Scheme.” The stage now reached, Brennan 

wrote, was “that the Government must decide whether they will 

promote the Scheme as a State enterprise. Mr Campbell’s minute does 

not discuss this point at all but suggests that the matter is beyond dis- 

cussion and that the only problem now arising is in what manner the 

necessary funds are to be provided.” Brennan took particular ex- 

ception to Campbell having gone “so far as to say that this financial
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problem should be determined ‘on or before the date when the 

experts’ report is completed and published’.’” Under these circum- 

stances, Brennan assumed that Blythe would 

. not allow a decision to be taken in this perfunctory manner that the 

Scheme shall be promoted by the State. The financial implications appear 

to be great and in common prudence it seems essential to obtain a 

reasoned statement of how they are computed and whether they are at 

least prima facie a fair indication of the liability that the State may have to 

shoulder. 

Brennan went on to criticise Campbell’s minute as giving “only 

the baldest information as to figures” and to point out that “almost 

the whole of the minute is devoted to matters which are proper for 

treatment by you [Blythe] rather than by the Minister for Industry 
and Commerce.” He also felt that Campbell’s suggestions on 

financing the Scheme were, in any event, “quite unsuited to the 

case. The finance should present no special difficulty if the conduct 

of Government finance in other respects is satisfactory during the 
next few years.’ Brennan’s main objection, then, was not so much 

to the amount involved (that he should take this line is, incident- 
ally, an interesting indication of how much more sanguine his view 

of the state’s finances had become) as to the procedure by which 
that amount had been estimated. “The real point”, he emphasised, 

was “whether the burden is being properly measured in the 
estimates put forward. The estimates are dependent on several fac- 
tors which admit of ready scrutiny if the facts are clearly pre- 
sented.” Brennan accordingly attached a draft minute in reply to 
Industry and Commerce for Blythe’s approval, which was given 
immediately." 

But Industry and Commerce replied with equal alacrity to 
Brennan’s critical and interrogative minute of 11 February. They 
declared it to be “‘fact’’ that the experts had “approved of the 
Scheme with certain modifications” and said that most of the points 
raised by Brennan would be answered in the experts’ report which 
would satisfy the Minister for Finance “that there is no practical 
alternative to the construction of the works and transmission system 
under the State. The future management of the undertaking hee 
matter that can be considered at a later stage.’""7 Brennan regarded 
this reply, as of little consequence pending “receipt of the experts’ 
report”’.!®
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But a sudden change in the course of events occurred a week later 

when, on 23 February 1925, Brennan protested vigorously to 

Blythe about a report in that day’s Irish Times of a speech made by 
McGilligan the previous day in which he said that “the Govern- 
ment has had no hesitation in deciding to proceed” with the 

Shannon Scheme and that “on the financial side’’, they were satis- 

fied “that the scheme can be readily carried out and that no dif- 

ticulty would arise.” “I shall be glad to be informed’ wrote 

Brennan, 

whether whese statements may be accepted as being correct, for if so it 

would apparently be superfluous for the officers of this Department to 

waste their time in scrutinising further the financial aspect of this 

matter. There is no information on record in this Department to the 

effect of the Minister’s statement. In view of the newspaper report, 

however, I think it right to bring the matter to your notice as it has 

already happened in the case of the Shannon scheme that financial com- 

mitments were entered into on the part of the State without any 

information being supplied to myself or my colleagues.” 

Brennan’s tart minute seems to have evinced no written reply from his 

minister before 18 March when a copy of the Scheme and an advance 

copy of the experts report were forwarded to Finance from Industry 

and Commerce.?! On 1 April Industry and Commerce forwarded 

copies of the draft Bill authorising the Scheme, which Brennan for- 

warded to Blythe for his instructions with reference to his minute of 

23 February.” Blythe’s reply was short and to the point: “‘the draft 

Shannon Electricity Act [sic] should be examined at the earliest pos- 

sible moment so as to be ready if possible for introduction when the 

Dail resumes.’””? 

But Brennan was not ready to leave matters there and he sent a 

further minute to Blythe saying that it was important for him to 

“know exactly to what extent or on what points final decisions have 

already been reached by the Government. It would obviously be a 

waste of time to investigate at this stage any matters that must already 

be taken as settled.’ Brennan then referred to his minute of 11 

February to Industry and Commerce, which Blythe had approved, 

and which indicated that, before Blythe “could agree to the State 

promoting this scheme”, he wanted an opportunity to examine the 

Report of the experts. “The brief interval which has elapsed since the 

Report of the experts became available’, continued Brennan, “‘has, of
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course, not permitted of any adequate consideration of the matter in 

this Department.”’ Brennan then referred to a speech in the Dail by 

McGilligan a few days earlier when he had declared that the scheme 

would be “run not by the firm of Siemens-Schukert, but as a 

Government scheme... . It will be backed by the Government and 
the Government will take in hands the financing of it.’’* The 

financial clause of the draft Bill particularly irked Brennan: it had 
been framed “‘without any reference to this Department and I do not 

know how far, if at all, it represents your intentions’, he wrote to 

Blythe, saying also that he inferred from McGilligan’s speech that 

Blythe had “already agreed to some definite decisions on the subject. 
For my guidance in considering the Bill, perhaps you would be so 
good as to indicate how far any such decisions extend.’ 

Blythe’s reply was again brief and to the point. “It is agreed in 

general terms’, he wrote, “that the Shannon Scheme shall be pro- 

ceeded with. The question of providing money and the method of 

doing it is for us to decide. I presume [the] Clause is put up as a 

suggestion.’ ° But this distinction between the policy and the way in 
which it was to be financed still did not end the matter for Brennan 

who on the next day, 8 April, again raised the issue of state sponsor- 

ship when he pointed out that the letter to Siemens from Industry and 
Commerce of 26 February 1924 — which formed a major part of the 
White Paper laid before the Dail on 7 March 1924 — declared that, if 

the Scheme were finally approved, “‘the Government shall either 

promote it as a State matter or failing this give your firm the first 

option to carry out the Scheme.” Brennan then pointed out that the 
Dail resolution of 3 April approving the Scheme did not “‘indicate any 
choice between the two alternative methods’’. Such a choice, Brennan 

argued, was 

... of much importance. The draft Bill submitted by Industry and Com- 
merce appears, however, to assume that it is already solved and that 
the Scheme should be promoted as a State matter. Am I to take it that this 
assumption is correct or, on the other hand, that the question of calling 
upon Messrs. Siemens to carry out the scheme is still open to considera- 
tion? 

I propose, if you see no objection, to inquire whether there are any 
matters in the draft Bill on which the Minister for Fisheries desires to offer 
comment.2’ 

Blythe’s response was emphatic: “No proposal to hand over a 
scheme like the Shannon to a private firm would have any chance of
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22: acceptance by the Oireachtas.” On the same day, 8 April, the 
Executive Council formally considered and approved the Bill. On 11 

April Blythe sent Brennan a final and decisive minute, saying that 
“further consideration of the Shannon Bill ought not to be delayed 

pending the receipt of observations from the Department of Fisheries 

which I should say are not likely to raise issues of great importance. 

The Executive Council regards it as a matter of urgency that the 

introduction of the bill should be expedited.”’* Brennan raised no 

further objections, but retained his antipathy towards the Shannon 

Scheme and all that it represented. His relationship with his minister 

was never the same again: when, on 12 August 1925, the Executive 

Council considered the contract to be signed with Siemens-Schukert, 

it was McElligott rather than Brennan who was in attendance and 

it was McElligott, too, who was appointed to sit on the Shannon 

Scheme Board of Control.”’ 

The foregoing account of Finance’s role — or, more accurately, 

lack of a role — in launching the Shannon Scheme is significant. The 

Ministers and Secretaries Act, the regulations governing the submis- 

sion of draft Bills to the Executive Council,*® and all the other 

machinery of financial control notwithstanding, the decision to 

proceed with the Scheme — probably the major economic decision of 

the decade necessitating, as it did, such a degree of state intervention 

in the economy — was effectively taken without reference to the 

Department of Finance. That the Secretary of the Department, 

Brennan, was fully aware that such an issue was at stake is beyond 

doubt; equally certain, given the attitude of his minister, 1s Brennan’s 

impotence to affect the issue. The outcome serves as a helpful correc- 

tive to the student of the history of the Department of Finance who 

might be tempted to infer from the earlier chapters of this work 

(describing the Department's very great powers and its pivotal posi- 

tion at the centre of the government’s administrative machine) that 

Finance was all-powerful. To say that Finance officials’ capacity to 

influence or to resist a government's major innovatory decisions is in 

direct proportion to the degree of support accorded them by their 

own minister is a truism, but truisms of this kind must be clearly 

stated if only because they tend never to be recorded in departmental 

archives. The successful implementation of Finance principles is in 

practice always dependent upon a certain irreducible minimum of 

political support on the part of ministers. Occasionally, of course, 

Finance principles will clash with a government’s political principles.
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Political principles will then triumph, provided, and only provided, 

that the political will of ministers is unyielding. 

The Blythe/Brennan exchange of minutes occasioned by the 
Shannon Scheme is a case in point. Two further aspects of this case 

deserve attention. First, this particular clash between Finance 

principles and political principles was distinctive in as much as it took 

place largely within the Department. Such clashes more commonly 

take the form of differences between Finance and another department 

(Industry and Commerce in this case) which, if unresolved, are 
referred to the Executive Council (to the government since 1937) for 

decision. It is worth noting that the Shannon Scheme was not so 

referred and that no official communication between Finance and the 

President’s secretariat seems to have taken place. The second note- 

worthy aspect of the controversy is the manner in which it seems to 

have been confined to the minister and the secretary; the Finance file 
on the subject contains no minutes or memoranda put up by other 

senior officers of the Department, not even — as was frequently the 
case on important issues — by McElligott. Brennan, as secretary, 
seems to have assumed complete responsibility for handling the matter 

— something which he did often under the provisional government in 

1922 but which was so rare in later years as to be remarkable. 

In the light of the above account, it is, perhaps, hardly surprising 

that Finance’s role in the inception of the Electricity Supply Act of 
1927, which set up the Electricity Supply Board, was equally 

negligible. “This Bill”, complained a Finance minute of 14 March 

1927, “has been introduced without reference to this Department!’”*! 

Brennan duly complained formally to the secretary of Industry and 
Commerce that his minister regretted “that he was not afforded 

adequate time to enable him to give the provisions of this Bill the 

consideration they deserve.’ 

demonstrates that the Department saw little point in now attempting 

to reverse the course of events, when it noted that the Bill suggested 

But a subsequent Finance minute 

... that it is the intention of the Government to invest the whole business 
of Electricity Supply in a Board, to be run more or less as a commercial 
undertaking. If this inference is correct there is little to be said from a 
purely Establishments point of view regarding the provisions of the Bill. 
It will be for the Board itself to pay its way, and it would be illogical to 
insist that this Department should have a veto either as to the numbers or 
remuneration of personnel where only the Board itself is in a position to 
estimate its requirements.”
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The Agricultural Credit Corporation 

Nineteen twenty-seven also saw the passage of the Agricultural 
Credit Act which provided for the setting-up of the Agricultural 
Credit Corporation. This body and the Electricity Supply Board, 
F. S. L. Lyons has observed, “‘shared the distinction of being the first 
visible evidence of a trend that was to become more and more impor- 
tant as time went on. These two organisations were the first of a 
whole line of similar bodies whereby the state was increasingly 
drawn to intervene in various sectors of the economy into which 
private capital had been unable or unwilling to enter.’ 

Under the terms of the Act, four of the Corporation’s seven 

directors were to be elected by shareholders and the remaining three 
were to be nominated by the Minister for Finance. The problem was, 

as H. P. Boland wrote, that 

... until the first ordinary general meeting it will not be known who the 
four shareholders’ directors will be or whether they will all represent 
banking interests. This, and the probability that representatives of banking 
interests will tend to see eye to eye and act accordingly on the board, has 
to be borne in mind in the selection of the Minister’s nominees. The 
personnel so selected should provide elements experienced and dependable 
in finance, credit and administration; knowledgeable and sympathetic to 
the needs of the farmers and, on the whole, while not unduly con- 

servative, sufficiently careful of the interests of the Exchequer.*° 

McElligott, by then secretary of the Department, ‘“‘discussed at 

length with the Minister for Agriculture’, Patrick Hogan, the 

question of Finance’s nominees; the latter “considered it essential that 

the Government should hold the majority of shares and have a 

majority on the Board — for the present at least.’*° The view “‘that it 
is only in its initial stages that a government majority is desirable, so as 

to prevent the Corporation being dominated by the banks’’, was 

subsequently confirmed by McElligott in further discussions with 
Blythe and Hogan.’ Finance’s three nominees, appointed as directors 

on 10 February 1928, were John P. Colbert, who had until then 

been editor of The Statist — the position occupied by McElligott 

himself prior to his entry into Finance in 1923; Senator Michael F. 

O’Hanlon, formerly secretary of the Irish Farmers’ Union and the 

first choice of F. J. Meyrick, the secretary of the Department of 

Agriculture; and Patrick F. Walshe, a principal in the Department of 

Agriculture to which he had been attached since 1902. Colbert and 

Walshe were subsequently appointed as the Corporation’s two full-
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time directors — the other five directors were part-time at a salary of 

£300 p.a.; Colbert became managing director and chairman at a 

salary of £1,400 p.a. and Walshe, secretary at a salary of £1,350 p.a., 

both men being appointed for a three-year term beginning on 7 
September 1928.°* Finance’s nominees to the Corporation remained 

unchanged until after the change of government in 1932 when the 

new Minister for Finance, Sean MacEntee, appointed Robert Barton 

in place of O’Hanlon.*’ A year later, in October 1933, Barton became 
part-time chairman and Walshe managing director (in addition to 
retaining his position as secretary) when Colbert transferred to the 
Industrial Credit Corporation, of which he became chairman and the 

only full-time director.‘ 
By that stage McElligott had concluded that Finance’s “‘association 

with the Corporation, so far from being an asset to the Exchequer, is 

a distinct liability as not only do we not receive any dividends on our 

very considerable investment but we are obliged to make advances to 
the Corporation half-yearly to enable it to pay the dividends on 
shares not held by us.’’*! However, after discussing the matter with 

MacEntee on several occasions in 1936, McElligott noted that it had 

been decided to defer any decision on the points he had raised “until 

the report of the Banking Commission is available’’.** The decision 

that a new agricultural credit bill should contain ‘‘a provision of the 

Banking Commission, reducing the number of the directors of the 

Corporation to not more than three, all of whom are to be nominees 

of the Minister, as holder of the total share capital of the 

Corporation’’, was thus only taken in December 1942; and the Act 

which instituted the Corporation in its new form was not passed until 

1947. Finance’s records thus bear out Basil Chubb’s interpretation of 

the Agricultural Credit Corporation’s history: that “the state was 

intended to be a mere shareholder in an ordinary company, taking up 
the shares the public did not want and having the right to appoint a 
minority of directors. The failure of the public to invest in this and 
similar ventures forced the state into the position of being the sole 
owner and controller of companies it felt it necessary to promote. 
Thus, almost by accident, the state-owned company form appeared in 
Ireland)“ 

The Resignation of Joseph Brennan 

But, for the historian of the Department of Finance, probably the 
outstanding event of 1927 was Joseph Brennan’s resignation as
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secretary of the Department. Brennan first submitted his resignation 
on 27 January 1927 when he applied to his minister “for permission to 
retire from the civil service and to receive an award of compensation 
in accordance with Article Ten of the Treaty and Heads B and C of 
Part 1 of the Rules in the 8th schedule to the Government of Ireland 
Act 1920.”*° Blythe replied that, “while conscious of the loss the 
Service must sustain”’ through Brennan’s departure, he felt he had ‘“‘no 
option”’ but to grant his application. ‘‘As regards, however, the date 
from which the retirement should take effect’, Blythe continued, he 
feared it would “be necessary to allow some time to elapse. Owing to 
the present conditions of work in the Department it is essential, be- 
fore you go, that the arrangements for the Currency Bill and the 
Agricultural Credit Bill should be completed.” Blythe accordingly 
asked Brennan to “undertake the preparation of these measures ... 
with all possible expedition... As soon as this work is nearing 
completion a date for your retirement convenient to all concerned can 
be arranged without difficulty.’’4° 

The lack of warmth in these ultra-formal exchanges reflected the 
dramatic deterioration in the personal relations between Blythe and 
Brennan since 1925 about which Leon O Broin, in whom Brennan 
confided shortly before he died, has recently written.*” Brennan then 
described Blythe “‘as ‘a dead loss as a Finance Minister, a man devoted 
to a number of non-Finance matters which he pursued to the 
detriment of the Finance position’ ’’ — matters such as his enthusiasm 
for the Irish language and for championing new education proposals 
which, in Brennan’s view, “‘if they were originated at all, should have 
come from the Minister for Education”. Brennan, no longer on 
speaking terms with his minister, found his position as secretary 
intolerable and only the personal insistence of President Cosgrave, 
Brennan’s former minister for whom he had a higher regard and from 
whom he now sought support, caused him to defer submitting his 
resignation as long as he did. He did, however, agree to Blythe’s 
proposal that his resignation should not take immediate effect. 

Although there was no formal change in the position for the next 
nine months, in practice Brennan was henceforth outside the 
mainstream of developments in the Department and devoted himself 
almost exclusively to drafting the Currency Act. He also retained his 
formal responsibilities as accounting officer, but in almost every other 
respect, McElligott acted as de facto head of the Department.** To take 
one important example, the papers discussing the setting-up of the
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Economy Committee in May 1927 circulated between Boland, 

McElligott and Blythe and do not seem to have been considered by 

Brennan, at least formally, at any stage.4? On 20 August 1927 the 

Currency Act was duly passed and, on 21 September, the Executive 
Council appointed McElligott as secretary of the Department of 
Finance in succession to Brennan who, on the same day, was 

appointed chairman of the Currency Commission. 

That Brennan resigned under Article X of the Treaty (which had 

provided for the compensation rights of all public servants who 

wished to “‘retire in consequence of the change of government’) was 

irksome to the ministers with whom he had previously worked so 

closely in the early twenties. The unhappy deterioration in their 

relationship was further illustrated by a dispute which later developed 

about his pension rights. Brennan claimed, in a letter to President 

Cosgrave, first, that his civil service pension should be based on his 

remuneration as secretary of the Department of Finance and, second, 

that this pension should be paid him while he was chairman of the 

Currency Commission. But, on 18 June 1929, the cabinet decided 

“that neither of his claims could be entertained” and, on 27 June, 
British and Irish ministers (Blythe and McGilligan on the Irish side), 
signed a special agreement “‘interpreting and supplementing Article 

10” which gave effect to the cabinet decision and which also obviated 

the possibility of the Irish government being similarly embarrassed in 
the future, by providing that any official who wished “‘to retire in 

consequence of the change of government” must give notice of his 

intention to do so not later than 5 December 1929.°° 

Brennan was still a young man, only'thirty-nine years old, when he 

resigned the secretaryship of Finance and with it the first place in the 
public service. The precise reasons for his early departure are obscure 
and it may be that the establishment of the Currency Commission 
provided him with a new sense of challenge no longer present in his 
work in Finance. By 1925—26 he had become increasingly disillusioned 
by his inability to curb state borrowing powers*! and by his differences 
of opinion with his minister, of which the Shannon Scheme is an 
outstanding example. Although Blythe was not dogmatic about 
matters of public finance, he felt that Brennan’s restrictionist views 
sometimes got him into political difficulties — the political storm that 
burst around his head at the very beginning of his stewardship of 
Finance, over the reduction of the old age pension in 1924, was a case 
in point.” It may be, too, that Blythe’s upbringing in the Arthur
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Griffith tradition of Sinn Féin economics sat uneasily with the 
conservative orthodoxy of the finance division of Dublin Castle in 
which Brennan had been trained. The Treasury system and the nature 
of the Whitehall/Dublin Castle axis ensured that officials working in 
the Treasury office in Dublin’ Castle were better protected from 
direct political pressure than their successors in Merrion Street. 

Nearly twenty years later Brennan addressed himself publicly to the 
views of Nicol6 Machiavelli on the appointment of secretaries. 
Machiavelli, said Brennan, “‘like other civil servants” had been ‘“‘the 
subject of some abuse to which he had not been in a position to reply” 
and he advised that 

... the election of his secretaries is of no small importance to a ruler, tor 
the tirst judgement that is made of him or his parts is trom the persons he 
has about him....The business is how a ruler may understand his 
secretary, and the rule for that is infallible. When you observe your 
officer more careful of himself than of you, and all his actions and designs 
pointing at his own interest and advantage, that man will never be a good 
secretary, nor ought you ever to repose any confidence in him; for he 
who has the affairs of his ruler in his hand ought to lay aside all thoughts 
of himself and regard nothing but what is for the profit of his master. 
And, on the other side, to keep him faithful, the ruler is as much 
concerned to do for him, by honouring him, enriching him, giving him 
good offices and preferments, that the wealth and honour conferred by his 
master may keep him from looking out for himself... When therefore, 
the ruler and secretary are qualified in this manner they may depend one 
upon the other; but when it is otherwise with them the end must be bad, 
and one of them will be undone... 

Wherefore a wise ruler ought to select out of his State certain discreet 
men to whom only he is to commit the liberty of speaking truth and that 
of such things as he demands and nothing else; but then he is to enquire of 
everything, hear their opinions and resolve afterwards as he pleases, and 

behave himself towards them in such sort that every one may find with 
how much the more freedom he speaks, with so much the more kindness 
he is accepted; that besides them he will hearken to nobody; that considers 
well before he resolves; and that his resolutions, once taken, are never to 

be altered. 

Brennan was, above all else, a ‘‘discreet man’’ and, whatever the 
reasons for his resignation, he could look back with satisfaction on 
what had been achieved during his tenure as secretary. Financial 
control and the primacy of Finance among government departments 
had been firmly established. The nation’s credit had been set on a firm
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footing. The Ultimate Financial Settlement with Great Britain had 

been signed. The internal organisation of the Department had been 

completed in a form in which it endured for over thirty years. Good 

order and regulation prevailed where, in 1921-22 there had been 

uncertainty and instability. All of this had been achieved under, and 

much of it through, Brennan’s leadership. Yet, perhaps most 

remarkable of all, the span of that leadership was a mere five years. 

Indeed, all told, Brennan’s career in Finance lasted less than six years, 

but the imprint which he left upon the Department was to prove 

indelible. 

II: Some Committees and Commissions 

The history of the first decade of the Department of Finance conveys 
an impression of unbroken continuity; officials then serving in the 

Department have no memory of any great divide or watershed before 

the first change of government in 1932. The Department rarely 

initiated any major financial legislation apart from the annual budget 
which, in retrospect, was seen as something of a landmark by those 

who had worked on it.** The minutes of the Executive Council and of 

the cabinet from 1924 until the end of the decade confirm these 

impressions: there is a striking absence of discussion of financial affairs. 

Not until 1926, for example, do the Executive Council seem to have 

devoted any time to a collective consideration of the annual estimates 

and still less attention was paid to budgets which, year by year, appear 
to have been approved in an almost perfunctory fashion®> — in itself, 
perhaps, a tribute to the financial stability which reigned after the 
turbulent battles of 1922-24. McElligott’s appointment as secretary did 
not break this impression of continuity and the transition was so 
smooth as to be almost unnoticeable. He and Brennan had been and 
remained personal friends as well as close colleagues, and a spirit of 
friendship and co-operation continued throughout the many years 
when Brennan was at the Currency Commission and the Central 
Bank. 

The Economy Committee 

The sustained emphasis upon economy and retrenchment between 
1927 and 1932 reinforces the impression of continuity and was central 
to the work of some of the committees which engaged much of the 
attention of senior Finance officials in this period. The renewed drive 
which led to the Executive Council’s unwonted detailed discussion of
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the estimates in 1926 began when the assistant secretary of the Depart- 
ment’s establishment division, H. P. Boland, sent up a preliminary 
memorandum on the celebrated anti-waste campaign in the British 
parliament in 1921 (which had led to the establishment of the Geddes 
Committee) in which he discussed the question of major economies in 
the public service.5> The Executive Council decided, on 16 March 
1926, that the 1926-27 estimates should be examined with a view to 
showing the increased expenditure “due to new services’ since 
1920-21 — the last full year before the provisional government’s 
takeover. A comparative analysis of the salaries of senior officers in 
the public service, of superannuation and pension payments to civil 
servants and of civil service numbers, was also ordered, as was a com- 
parison of ministerial salaries ‘‘with those of Ministers in Northern 
Ireland and other small countries.’’5” It was indicative of Boland’s 
minence,as C.J: Gregg’s successor, that these decisions were con- 
veyed to him in advance of the formal letter to the Department 
from the secretary to the Executive Council.°* 

Finance’s subsequent “‘note on numbers, pay, and allowances for 
travelling and subsistence” of civil service staffs°? is a tribute to the 
effectiveness of the Department’s policies of economy since the 
inception of the new state. The total numbers employed in the civil 
service on 1 January 1926 showed an increase of only 1,918 since 1 
April 1922 — 22,953 as opposed to 21,035. Much the larger part of this 
increase, moreover, (1,274) had only occurred because of “entirely 
new services necessarily brought into being by the change of 
government” — these were the staffs of the Departments of the 
President (15), Finance (190), External Affairs (57), Defence (849) and 
Education (minister’s office — 13) and the staffs of the offices of the 
Civil Service Commission (15), the State Laboratory (26), Exchequer 
and Audit (29) and the Oireachtas (80). 

Similar economies had been effected in pay. The salaries of the 
permanent heads of Irish government departments, it was noted, ‘‘are 
not only greatly below those of their opposite numbers in England 
and Northern Ireland, but are also considerably lower than were paid 
to their predecessors in similar, but much less responsible, posts in 
Dublin before the change of government.’’ It was thus noted that 
the highest salary paid to any civil servant 

in Great Britain is £3,500 
in Northern Ireland is £1,750 plus bonus
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in the Saorstat at the 

change of government was £1,800 plus bonus 

in the Saorstat now 1s £1,500 plus bonus 

— notwithstanding the argument that “the responsibilities of a 

Secretary in any of our Departments of State (with the possible 

exception of Fisheries and External Affairs) are far greater than those 
of any Head of a Department in Dublin before the change of 

government.” In all cases the highest salaries were those paid to the 

secretaries of Departments of Finance (the Treasury in Britain) except, 
of course, in the case of “the Saorstat at the change of government’’ 

when there had been no such department; in this latter case, where 

the heads of the Departments of Agriculture and of Local Govern- 

ment and Public Health had previously been paid £1,800 per annum, 

they were now paid only £1,200. Nor were these differences a mere 
accident; they were rather the result of what the Finance note 

described as “‘a definite policy now that the Free State pays its officials 

on a lower standard than the British government allowed to officials 

in Ireland”’; and this policy, of course, was applied not merely to heads 

of departments but throughout the public service. 
Other modifications in the conditions of service of higher officials, 

made “‘with a view to economy” since the change of government, 
were listed as follows: 

(a) Daily attendance increased by half an hour. 

(b) Holidays greatly reduced, e.g., a higher official who might formerly 
get up to 48 working days’ leave can now get no more than 36 days. 

Similar reductions have been made’ in the leave of lower grades. 

(c) Subsistence allowances have been reduced for the more highly paid 
classes, e.g., 20/- a night only is now allowed where 25/- was paid up 
to last year. 

(d) Whitley Councils have been abolished and replaced by a 
Representative Council.” 

The Finance note saw the major difficulty in the path of further 
substantial: economies in the civil service as exacerbated by the fact 

that 

... while the number of civil servants in the Free State (22,900) is 
enormously less than the number in the British service (530,000), the 
number of different grades is practically the same, and the problem, 
therefore, which would face a ‘Geddes Committee’ in the Free State
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would in fact be no less formidable than that with which the Geddes 
Committee in England found themselves unable to deal. 

One of the methods suggested for economy in public expenditure is that 
the Government should make up its mind what its revenue is to be and 
should ration the Departments accordingly. This is not a new proposal. It 
was made over and over again in England but always rejected. . . Any 
such cut would in fact be an irrational proceeding. By disregarding the 
actual requirements of the different Departments it would be certain to do 

great harm. All experience shows that such apparently simple but violent 

methods of economy could never be carried out effectively, and even if it 
were possible to apply them it would be difficult to prevent a reaction 
which might make matters worse. . . The Economy would not be 

represented by what is paid to the staffs discharged, because compensation 

or pensions would have to be given to those who went out. 

Difticulties such as these may well have contributed to the 

government’s tardiness in setting up such a committee, and a year 

elapsed before, on 21 April 1927, Blythe made a statement in the Dail 

announcing the government’s intention to set up what became known 

as the Economy Committee. “The need for retrenchment’’, said 

Blythe, “can scarcely be mentioned without provoking demands for a 

‘Geddes Committee’; but the government was “‘fully satistied that 

even if suitable personnel could be found (which is doubtful), the 
conditions which would enable a body on the lines of the “Geddes 

Committee’ to perform useful work, do not exist here at present.’’ 

Blythe then proceeded to outline the government’s view of the proper 

path to economy; they did recognise, he said, that 

...some special machinery is necessary to bring about the economies 
which are requisite within the next couple of years. Heretofore the staffs 

responsible for examining proposals and controlling expenditure have 

been somewhat fully occupied with work arising from the transfers, 

adjustments and developments consequent on the change of Government 

and with the many proposals for new and additional services that have 

been submitted by Departments. They have been able by means of special 

Departmental committees and otherwise to examine the staffing of various 

departments and to secure reductions. They have been able to fasten on 

heads of expenditure here and there and effect important economies, but 

they have not been able to undertake a systematic and searching survey of 

Government expenditure as a whole. The Executive Council is satisfied 

that the time has now come when such a survey can and must be begun. 

Accordingly it is proposed to set up a special committee of experienced
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officials taken partly from the Department of Finance and partly 

from other Departments to examine the whole field of Government 

expenditure and recommend such reductions as appear to be possible. If it 

can be arranged, a Minister will act as Chairman. It may be that two 

or three Ministers will undertake to act in turn. It is intended 

that the Committee shall be constituted forthwith and that it shall keep 

steadily at work until the investigation is completed. The Committee will 

have full authority from the Executive Council to require the attendance 

of all officials and of any information it considers necessary. The idea is 

that every item of recurrent expenditure should be put on trial. The plan I 

have outlined can lead to satisfactory results only if the widespread 

demand for ever-increasing State help and State activity is resisted for 

some time to come. If new burdens continue to be cast upon the State not 

only will the positive results of the Committee’s labours be nullified, but 

the volume of current work will make it impossible to spare continuously 

from their Departments the officials of whom it is intended that the 

Committee should be composed. 

I am personally satisfied that economies will be shown to be possible in 
classes of expenditure that have not been the subject of public propaganda 
at all. It may be that some of the activities we inherited from the British 

are unnecessary or too costly for the Saorstat.. . that British methods 

aimed at a standard of technical perfection which the Saorstat need not 

look for. It would be wrong, however, to give the idea that enormous 

savings are possible. They are not... . The popular idea that the cost of the 

civil service presents a practically unlimited field for economy is baseless.°! 

Blythe then went on to point out that “‘civil service pay constitutes 
a comparatively small part of the outlay of the State’? — some “11-2 
per cent of the Central Fund payments-plus the votes exclusive of that 
for the Post Office’’ which was “really a business run by the State”’ 
employing more than half the total number of civil servants.*? Blythe 
also emphasised what had “already been done by way of retrench- 
ment in the civil service’’: staff numbers had been adjusted and salary 
scales, annual leave and subsistence rates reduced. “‘We must seek for 
economy’, he declared, 

but we must not forget that we have an undeveloped country, and that 
our real hope is in development. Public money is the money of people 
who are for the most part poor and struggling; we must spend it carefully. 
But we must not spend it so sparingly that opportunities of national 
development are missed or national efficiency is lost instead of being 
increased. We believe that an inquiry such as is now proposed . . . will 
enable us to pursue a policy of retrenchment that will be at once sound and
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effective. We have, of course, pursued in the past such a policy, but the 
point has now been reached when more systematic methods are necessary 
if further progress is to be made.” 

Blythe's remarks on the occasion of the setting-up of the Economy 
Committee have been quoted at length because they provide us with 
a Classic exposition of the financial policy then followed by the 
Department of and Minister for Finance and by the government of which 
he was a leading member. We can here discern the emphasis upon 
economy and retrenchment and the satisfaction with what had already 
been achieved in these areas; Finance’s key role in controlling this 
policy; Finance’s distaste for excessive state intervention in the 
economy; and the recognition that British standards of progress were 
not applicable to Ireland. But as important as what Blythe pro- 
posed was what he rejected — any kind of Irish “Geddes Com- 
mittee’; and it here becomes necessary to look more closely at the 
terms of reference and composition of the original Geddes Com- 
mittee. 

Although, under its terms of reference, the committee was “‘to 
make recommendations to the Chancellor of the Exchequer’’, neither 
the Chancellor nor any Treasury official was a member of it. The 
chairman, Sir Eric Geddes, was a minister and a member of the 
Commons; two other members of the five-man committee were in 
the House of Lords, but none of its members was a civil servant. “All 
were businessmen”, noted H. P. Boland, ‘‘and it was as such they 
were selected.’’°* The committee’s composition, according to Boland, 
reflected a fallacy common in the United Kingdom before the Great 
War, “that in matters requiring executive ability the civil servant as 
compared with the businessman was an inferior breed.’’ This factor 
and the importation into government departments during World War 
I of large numbers of businessmen, who knew “nothing about the 
Treasury and the principles of parliamentary control’, practically 
wiped out all the tradition of economy and regulated procedure in 
which the civil servant is reared, and the effect ... was largely to 
break down the influence of the Treasury.” Boland therefore argued 
that “the misapprehension about the Geddes Committee . . . was that 
it took businessmen to discover what nobody else could, whereas the 
fact is that the Government already had all the information possible in 
that regard at their disposal in the Treasury. But having weakened the 
authority of the Treasury they found that Treasury influence was not 
sufficient to effect their purpose.”’®
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The fate which had temporarily befallen the Treasury was not, 

Boland successfully persuaded Blythe, now about to to befall the 

Department of Finance. Blythe’s rejection of the Geddes Committee 

concept, and his announcement that “experienced officials” from 

Finance would play a major role in the work of the Irish committee, 

was in effect a vote of confidence in the methods of economy 

organised and controlled by Finance. Indeed, his speech may be 
interpreted as an expression of Finance’s determination that their role 

should in no way be diminished. Hence, too, the significance of 
Blythe’s remarks about there being no need for further, swingeing 
economies in the public service. There was no need, in his view, to ask 

“quis custodiet . . ?”’ of the officials under his charge. 

Only if we bear these considerations in mind, can we properly 
understand the subsequent history of the Economy Committee. The 
severe limitations upon the committee’s powers are apparent from its 

terms of reference, drafted by Boland and agreed with McElligott and 

Blythe on 3 May and approved by the Executive Council on 18 May: 

To investigate current national expenditure on supply services and 
establishments, and to make recommendations to the Minister for Finance 

as to reductions which appear to be possible. The Committee will not 

concern itself with questions of policy, but it will be open to them to 

indicate economies which might be affected if particular policies were 

modified, adopted or abandoned.” 

The Executive Council also approved Finance’s recommendation 
“that the public should not be admitted to the inquiry and that the 
proceedings of the Committee should not be published.”’ The com- 
position of the committee clearly reflected Finance’s apprehensions 
that its recommendations might result in a diminution of the Depart- 
ment’s control. It was a five-man committee, like the Geddes 

Committe before it, but whereas there had been no civil servants on 

the latter, four of the five members of this committee were civil 

servants, and two of them — McElligott and J. J. Healy (the Com- 

missioner of Public Works) — were from Finance; the other two 
were also heads of departments — Diarmuid O’Hegarty, secretary 
to the Executive Council and Henry O’Friel, secretary of the Depart- 
ment of Justice — and both of them were nominated by Finance.*” 
Nor did Finance’s influence on the committee end there; both 
the committee’s secretary and assistant secretary (J. E. Hanna and 
Leon O Broin) were taken from Finance’s ranks. Although Boland 
recognised that this latter arrangement would “place a considerable
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additional burden” on Finance’s staff, he thought that the Department 
would “reap ultimate advantage by the arrangement.’ Finance saw 
the inquiry essentially ‘‘as an opportunity of getting through possible 
economies which we might find difficulty in bringing about by our 
own unaided weight.”®? That weight was still further increased on the 
committee when, on 10 July 1928, following the death of J. J. Healy, 
the Executive Council approved of the appointment of Boland him- 
self to fill the vacancy.” 

Blythe presided over the first few meetings of the committee, 
which first met on 30 May 1927, but a permanent chairman, M. R. 
Heffernan, TD, Parliamentary Secretary to the Minister for Posts and 
Telegraphs and the leader of the Farmer’s Party was appointed by the 
Executive Council on 19 October 1927.7! Finance’s close watch over 
the committee’s deliberations was further illustrated by McElligott’s 
agreement with Boland’s proposal that he and the three principals in 
the Department “should be informed beforehand of future meetings 
of the Economy Committee (of the items on Agenda etc.) and as 
quickly as possible after each meeting of proceedings thereat.” 

The preliminary findings of the committee were not presented until 
30 November 1931 and its proceedings had then acquired a new- 
found urgency in the light of the world-wide economic depression 
when, because of “the falling off in anticipated revenue it became 
evident there would be a Budget deficit unless steps of a special nature 
were taken to deal with the financial situation which had arisen.’’”? In 
this report, the committee declared that it had ‘“‘been guided 
particularly by the practical principle that if the financial position of 
the State in the opinion of the Government demands substantial 
economies in State expenditure, it is necessary to single out for special 
attention the larger items of outlay without, of course, ignoring 
minor economies which may suggest themselves.” The principle 
underlying the report was the use of the official cost of living index to 
ensure that expenditure “‘should be kept in step as far as possible with 
the fall in the general level of prices which has been such a charac- 
teristic of the past ten years.’’ The services in which the committee 
accordingly recommended reductions were as follows: 

The Civil Service — 
Primary Teachers’ Salaries £,600,000 
Old Age Pensions £,544,000 

Garda Siochana £170,000 

£1,314,000
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The committee reported that it was 

...unable to give any definite figure in respect of the Civil Service, 

because the suggestions we make, if adopted, will not produce immediate 

economies of any magnitude, and because the adjustment on the basis of 

changed cost of living, which is the fundamental basis of the economies 

suggested for the other services, has already been effected in the Civil Ser- 

vice by reason of the cost of living bonus schemes.” 

Whatever the validity of this argument, the fact remained that, 

after deliberations prolonged over four and a half years, the com- 

mittee had recommended substantial cuts in all of the major ser- 

vices they had examined, with the solitary exception of the service 

to which four of the five members of the committee plus the 

committee’s secretariat themselves belonged. It is hardly surprising in 
the light of these circumstances that the only non-civil service 

member of the committee — the chairman, Michael Heffernan — 

should have felt it necessary to express his reservations about the 

interim report in writing. The committee had agreed, Heffernan 

wrote, that its report would be submitted at this stage without any 
formal reservations; these would be incorporated in the final report in 
the form of addenda. But, in view of his “personal position and in 

order to avoid the possibility of misunderstanding’’, Heffernan felt he 

should make it clear that he intended to make reservations in the final 

report in respect of civil service pay and of old age pensions. 

While Heffernan was “in general agreement’? with the recom- 

mendation on the civil service, his views were 

... based on the understanding that the economic conditions existing in 
the country at the moment allow for payment of civil servants at the basic 
rates of pay decided upon at a period when those conditions were better 
than they are now. It is conceivable, however, that the continuation of the 
present world depression...may have the effect of so lowering the 
general economic standard of this country as to render it difficult if not 
impossible to maintain the standard of living which prevailed some years 
ago. In such circumstances there would, in my opinion, be a case for a 
further downward revision of basic rates of pay for civil servants. 

Heffernan was unhappy about the old age pensions’ recommenda- 
tion because it was “based on the assumption that the rate of old age 
pension allowances when first introduced was equitable and suf- 
ficient’’, whereas, since then, “‘the general tendency has been to 
increase not only the money but also the actual value of all social
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services.’ For humanitarian reasons and because he believed that the 
present allowances were “little more than barely sufficient to maintain 
the pensioners at the scantiest level of existence”, Heffernan stressed 
that his acceptance of the committee’s recommendation on this service 
was “subject to the very definite stipulation that any economy... 
should only take place when every other possible source of re- 
trenchment has been exhausted and when it has become certain that 
the prevailing economic and financial conditions would not justify 
any further addition to taxation.” 

The committee’s work came to an abrupt halt when Heffernan was 
not returned in the general election of February 1932 and when 
Finance decided that, subject to the new government’s approval, the 
committee “must be regarded as having expired with the dissolution 
of the last Dail.’ But, in the meantime, Heffernan had asked Presi- 
dent de Valera whether the committee might be allowed complete its 
final report,” and Finance subsequently endorsed this request in a 
memorandum circulated to the Executive Council on 8 July 1932.4 
But, on 11 July, the cabinet decided that “‘the Economy Committee 
should not be reassembled.’’? 

The Economic Committee 

This Economy Committee should not be confused with the Economic 
Committee which was also set up by the Cumann na nGaedheal 
government at the end of the nineteen twenties. This committee first 
met on 5 December 1928 and its terms of reference were: 

1. To inquire into the general economic situation in Saorstat Eireann, and 
in particular into 
(a) the existing system of finance, production and distribution, 
(b) the relation between costs and values of production, and 
(c) the bearing thereon of standards and costs of living. 

2. To report how best, having regard to the relative contribution which 
might reasonably be expected by way of taxation or otherwise from the 
various sections of the community, the economic situation may be im- 
proved and additional employment provided.*® 

The Economic Committee, in marked contrast with the Economy 
Committee, was, in the main, an all-party committee of the Dail, 
although Finance was represented by John Leydon who was ap- 
pointed as its secretary.*’ By July 1929 the committee was dead- 
locked on party lines on the issue of free trade versus protection 
and, in particular, on the demand (opposed by the government but
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supported by Fianna Fail and, with reservations, by the Labour Party) 

for an inquiry into subsidising home-grown wheat and imposing 

tariffs on imported flour.” The deadlock, which caused the committee 

to decide that there was little point in its meeting again, reflected the 

widening gulf between free traders and protectionists following 

Fianna Fail’s entry into the Dail in 1927. 

Finance, clearly, was keenly interested in the outcome of so 

fundamental a dispute on economic policy, since, throughout the 

twenties, the Department had stood out strongly against anything 
approximating to a comprehensive system of protection. In February 

1923, for example, when the interim report of the Commission of 

Inquiry on Agriculture, which favoured an investigation of how 
tobacco-growing in Ireland “‘might be stimulated by fiscal means’”’, 

the Minister of Agriculture, Patrick Hogan, sought Finance's 

“observations as to the advisability of giving the assistance required to 
secure the growing of the crop in the current year through means of a 
remission, total or partial, of duty on home grown tobacco or an 

increase of duties on imported tobaccos.’’*’ Finance vigorously op- 
posed any such incentives and Brennan’s official reply argued that 

“important questions of principle arise in this connection which are 

not and could not be confined to the case of tobacco”, and that they 

could not, therefore, give any such assistance “‘in anticipation of a 

review of fiscal arrangements generally.’** Finance were no less hostile 
to the report on the same subject presented by a select committee of 

the Dail, which Blythe had agreed to set up on 11 June 1925, despite 

his acid comment that “circumstances” had made the tobacco 

growers “‘as expert in agitation as they are in tobacco growing.’ 
Their report of 31 March 1926 again urged further government 

assistance and support for Irish-grown tobacco. Blythe rejected it out 
of hand on the grounds that “‘a careful examination of the evidence 
given before the Committee”’ and also of the report itself indicated 

that the Committee’s findings were “hardly justifiable’’;8° and 
Finance’s stand was approved by the Executive Council which re- 
jected the report on 19 April 1926.%” 

The Fiscal Inquiry Committee 

Perhaps the most important forum for the discussion of the free trade 
versus protection debate in the early years of the new state was the 
Fiscal Inquiry Committee, appointed by the Executive Council in 
June 1923, which made its final report in the following December.
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This committee was asked to report 
(a) as to the effect of the existing fiscal system, and of any measures 

regulating or restricting imports or exports, on industry and 
agriculture in the Saorstat, and 

(b) as to the effect of any changes therein intended to foster the develop- 
ment of industry and agriculture, with due regard to the interests of 
the general community and to the economic relations of the Saorstat 
with other countries.® 

The history of the committee, which was composed of independent 
economic experts and not of civil servants or politicians, falls outside 
the scope of this work. In any event, as President Cosgrave had 
declared, the committee was “‘not expected to advocate policy” but 
simply to determine facts.*? The committee’s “general conclusion”, 
wrote one of its signatories, George O’Brien, “‘was that fiscal changes 
should not be undertaken without mature deliberation and a full 
examination into their possible reactions.’ 

This conclusion was endorsed by Finance, notably in an important 
memorandum drawn up by McElligott early in 1924 in response to a 
proposed statement by the Minister for Industry and Commerce, 
Joseph McGrath, arising out of the Fiscal Inquiry Committee’s 
report.” “Generalisations,’ wrote McElligott, 

dangerous at all times, are nowhere more dangerous than in matters of 
fiscal policy. The time has passed when either free trade or protection can 
be looked upon as a panacea for the economic ills of any country. 

The one indisputable fact that emerges from a study of fiscal history is 
that any change of fiscal systems should be made only after the closest 
study of actual economic conditions and the most careful sifting of all 
available evidence. It was the function of the Fiscal Committee to make 

these preliminary inquiries and if the conclusions are objectionable, the 

objections must be sustained by evidence of at least equal validity and 
sifted with the conscientious care which we know the Committee brought 

to their task. 

McElligott then went on to write of the disadvantages of protection 

and to argue that ‘‘one of its greatest disadvantages” was that 

to revert to free trade from a protectionist régime is almost an 

economic impossibility; the reason being that protection tends to force 

trade and commerce into unnatural or uneconomic channels and the 

industry thereby created requires artificial conditions in which to prosper: 
the tender plant of a hothouse will die in the open air. Further protection 
is a medicine that needs to be taken in large doses. If one interest is 
protected, every interest will demand like treatment. The height of the
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tariff barrier is also constantly increasing. Witness the United States where 

each successive change has meant an increase in tariff and where the 

general price level has in consequence been almost continually on the 

up-grade. . . : 

Manufacturers did not make a good case for protection to the 

Committee and apparently have not a little to do in the way of self- 

improvement to raise themselves to the efficiency level of their foreign 

competitors. The best help the State can give them is to help in reducing 

costs. The largest element in costs is wages and wages depend largely on 

the cost of living which is always high in protected countries. The best 

way we can help is to bring down, say, charges for transport and 

power.... Better organisation, better marketing etc., are matters 

independent of protection and the incentive to them is often removed by 

protection. 

McElligott discussed this memorandum with Blythe, who directed 

him to communicate these views to the Ministry for Industry and 
Commerce;” Blythe himself took a similar line in his budget speech 
in April 1924. The government, Blythe said, held “no doctrinaire 

attitude on the question of free trade and protection” but regarded 
“the matter as one of expediency which may be variously decided in 
different circumstances”. While they were not prepared “to re- 

commend anything approaching a general tariff with the substantial 
rise in the cost of living which would inevitably follow, bringing 
other and serious economic problems in its train’’, neither were they 
prepared “‘to let the industrial drift continue and content [themselves] 
with preaching efficiency and the virtues.” The government had 
instead decided, Blythe continued, to adopt a middle course and to 
impose “‘certain duties which will*give us a limited but sufficient 
experiment in the use of a tariff for the stimulation of Irish industry.” 
The duties in question were imposed on boots and shoes, soap and 
candles, sugar confectionery, cocoa preparations, table waters and 
glass bottles.” A further series of duties — on personal clothing, 
blankets and rugs, and furniture and bedsteads — was imposed in the 
1925 budget but no attempt was made to introduce any comprehensive 
system of protection.” 

Nor did the setting-up of the Tariff Commission, under the Tariff 
Commission Act of 1926, materially change the situation. Under the 
Act, three commissioners were appointed on 2 December 1926 for 
a two-year period, one by the Minister for Finance (McElligott), 
one by the Minister for Agriculture (Dr J. H. Hinchcliffe) and one 
by the Minister for Industry and Commerce (Professor eB
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Whelehan). “During their two years’ term of office”, observed The 
Irish Times, “‘the Commissioners have had before them about twelve 
applications for tariffs and have reported on three — namely, rosary 
beads, margarine and flour. They recommended a tariff of 335% on 
rosaries and 3d a lb on margarine and they rejected the application for 
an impost on flour. In all three cases their reports were adopted by the 
Minister for Finance.” 

The Tariff Commission’s singular lack of enthusiasm for recom- 
mending the imposition of tariffs owed much to the anti-protectionist 
convictions of its chairman, J. J. McElligott, and for the rest of the 
decade while he continued to hold that post there was no change of 
policy. Policies did change, however, in 1930. Against the background 
of the growing world-wide economic recession and the threat of dumping 
on the Irish market, in October the cabinet “agreed that the time was 
now ripe for the appointment of a permanent Tariff Commission’”’.° But 
another Finance official, John Leydon, was now chosen as the new 
chairman and two officials from Agriculture and from Industry and 
Commerce (W. McAuliffe and W. B. Maguire) completed the 
proposed reconstituted Commission. But neither the Minister for In- 
dustry and Commerce, Patrick McGilligan, nor the Minister for 
Defence, Desmond FitzGerald, who were away in London, were able 
to attend this meeting and it was agreed that their views should be 
ascertained before the appointments were confirmed. When the mat- 
ter again came before the cabinet, although neither McGilligan nor 
FitzGerald had actually returned, the Commission’s composition was 
altered significantly: a new chairman, Henry O’Friel, secretary of the 
Department of Justice, was appointed, together with a new represen- 
tative from Agriculture, Daniel Twomey, who became secretary of 
that department in 1934.” The downgrading of Leydon’s status — he 
remained a commissioner — and the appointment of two notably 
more senior officials than was first contemplated, seems to suggest an 
attempt to give teeth to the Commission while at the same time lessen- 
ing the control of the Department of Finance over its operations. 

The pressure for tariffs continued to mount and, in 1931, the Ex- 
ecutive Council took powers under the Customs Duties (Provisional 
Imposition) Act to impose such duties as it might decide were ‘“‘im- 
mediately necessary to prevent an expected dumping of goods or other 
threatened industrial injury”’, although the inclusion of these words in 
the short title of the Act testified that the reluctance to impose tariffs 
had waned only in the fact of necessity. The Act became law on 6
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November 1931. The first batch of duties — 50 per cent on articles 

ranging from glass to woollen manufactures to cosmetics — were 1m- 

posed on 20 November. The Act was defended by Blythe in the Dail 

as ‘“‘simply and entirely in line with the policy which the present 

government have pursued in regard to tariffs. That is to have tariffs 

imposed when they thought that the imposition was justified and 

‘when they thought that the results ... would be beneficial to the 

country as a whole and not merely to some small group in the com- 

munity.’”8 Fianna Fail, however, who were soon to have the oppor- 

tunity of implementing their own tariff policy when they won the 

1932 election, represented it, in Sean Lemass’s words, as ‘‘a further in- 

dication of the conversion of the Cumann na nGaedheal party to the 

policy of Fianna Fail.” 

Ill: The Crisis of 1931 

The change in tariff policy in 1930-31 was but one symptom of the 
deepening economic and financial crisis of these years which broke 
out at just that point when, for the first time, one can detect a new 
note of optimism in Finance’s view of the future. Nevertheless it was 
an optimism still heavily tinged with caution, as Blythe’s 1929 budget 

speech showed when he declared that “‘the way before us is not easy, 
but the difficulties to be surmounted appear to be distinctly less for- 
midable than twelve months ago.’’!° In what amounted to a vindica- 
tion of Finance’s policies during the twenties, Blythe then went on to 
describe the preceding period as one 

... of great difficulty in relation to the finances of the nation [which] has 
been passed without the creation of any dangers, or even of serious 
problems for the future. The Saorstat has survived an expensive civil 
struggle which began soon after the commencement of an acute and 

long-conditioned economic slump and has done so without the adoption 

of any financial measures which there was reason to regret or reverse. The 

credit of the state is high and firmly established, a circumstance of which 

the beneficial consequences are by no means limited to the fact that we are 
able to borrow more cheaply than most countries for well-planned 
schemes of development. Good national credit is practically essential to 
the growth of industry through private enterprise. because in its absence 
there cannot be stability and continuity of financial policy or any 
certainty that the state will not be driven by dire need to resort to the 
imposition of unforeseen and arbitrary burdens. ...The strict financial 
methods to which we have adhered and the sound credit position which
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we have built up has already improved, and will increasingly improve, 
the prospects of substantial industrial development.'”! 

Such strict method had been implemented too, Blythe claimed, to 
curb the growth of the national debt. “Instead of too freely seeking 
loans we have pursued a distinctly conservative financial policy and 
have kept the deadweight burden of national debt down to a figure 
which, considering all the circumstances of the past few years, is 
astonishingly low.’ Similar policies had resulted in a situation, 
Blythe further asserted, where “‘each financial year so far has closed 
with a surplus of normal revenue over normal expenditure.’”! 
Twelve months later, McElligott had cause to assess the state’s 

financial achievements in its first years in more concrete terms when 
he was negotiating with the banks about the terms of the third 
National Loan. The banks, he felt, did not appreciate “the strength of 
the financial position of the Saorstat.... Our gross debt is less than 
one year’s revenue and our net debt is less than six months’ revenue, 
and our sinking fund provisions are considerable.’’ McElligott also 
pointed to the fact that Irish taxation had “materially declined. The 
total remissions of taxation since the setting up of the Saorstat are 
much greater than the total impositions in the same period, while in a 
number of critical and important taxes such as income tax, super tax 
and estate duties the level here is much lower than that of our 

neighbours.” McElligott also regarded it as significant that “‘all the or- 
dinary services of government have been carried on prudently and 
economically”’ and, particularly, that ““expenditure on social services is 

kept within reasonable limits.’’ He stressed the improvement in the 

state’s export trade, “‘a record to which few countries in the world can 

point’, and the “‘sound economic and financial position . . . reflected 
in the standing of our Loan in the New York Market, the quotation 
contrasting most favourably with those of other countries.”"'™ 

The Currency Crisis 

But the “‘sound economic and financial position” of the Free State 

was no protection against the whirlwinds of depression which blew 

with ever-increasing force in 1930-31 until, on 21 September 1931, the 

British government announced the departure of sterling from the gold 

standard. The question of the appropriate Irish reaction to such an 

event had been discussed at a meeting of the Currency Commission 

on 14 September when the chairman, Joseph Brennan, reported to his 

colleagues on his talks in London with Treasury and Bank of England
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officials on 10-12 September. The meeting adjourned inconclusively 

and, at the resumed meeting next day, McElligott expressed the senti- 

ments which underlay the Irish reaction to the eventual crisis. His opi- 

nion was 

. that sterling might possibly! continue to be maintained on the gold 
standard but in the event of failure to do so he thought it would be in the 

interests of the Irish Free State generally that the Saorstat pound should 

follow the course of sterling. If the Saorstat pound was maintained on a 

basis other than sterling and it should happen that in comparison sterling 

was at a discount he thought the Irish export trade with Great Britain 

would be placed in a, perilous position. 

Apart altogether from the provision of a gold reserve against notes in 
circulation, it would also be necessary to provide a gold reserve in respect 

of the large volume of Irish Free State sterling investments, which would 

be a matter of considerable difficulty, and he was of opinion that there 
would be no advantage in providing such a reserve. The Saorstat Banks, 

with their assets almost altogether in sterling, could not have their 

liabilities on deposits and bank notes expressed in gold if sterling moved 

away from the latter. It would mean at once a big deficiency in their 
assets. Besides, the reasons that actuated the Banking Commission to tie 

the Saorstat currency to sterling still operate and would continue to 
operate. If Great Britain moved off its present gold standard a number of 
other countries might follow suit and some other measure of value might 
be evolved. Even if the Currency Commission had a reserve of gold it 

would be next to impossible to protect it if Great Britain abandoned its 

present gold basis. We could protect it only by putting an embargo on its 
export and this was merely defeating the purpose of its acquisition. The 
desire to have gold in this country was due largely to the mistaken belief 
that its presence in the vaults here would in some mysterious way enable 
the banks to extend much more credit and would help prices to rise. 
Besides, the financial position of the Saorstat was such that while we 
might be able to maintain our currency for a time in a position superior to 
that of Great Britain we could not do so indefinitely... .It was not 
desirable that the Commission should now take action which might 
jeopardise the already very delicate position of sterling... . It might be 
well to consider at this stage if the Commission should . . . take steps to 
acquire some United States Government dollar securities.!"° 

McElligott’s remarks set the tone for the meeting and mirrored the 
sentiments expressed by Brennan in his London talks when he had 
stressed that “‘it was in the interest of the Irish Free State to help as far 
as reasonably possible in maintaining the position of sterling and 
that it would be inexpedient to weaken the Bank of England reserve
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specially at a time like the present by withdrawing gold.”!” In the 
context of such sentiments the Commission’s decision, at its resumed 
meeting on 15 September, to take no “special action”’, such as buying 
dollar securities or withdrawing gold, is readily explicable. 

Although McElligott’s muted optimism that the British might keep 
sterling on the gold standard proved unfounded, the contrary decision 
of 21 September in no way affected the arguments he had adduced at 
the crucial meeting of the Currency Commission. In a memorandum 
written some weeks later, Joseph Brennan was to refer to the analogy 
“often used that the Saorstat pound ‘sinks or swims’ with the pound 
sterling, as if they were two swimmers bound fast together. It would 
be a better illustration to regard the pound sterling as a raft and the 
Saorstat pound as a swimmer who clings to it. While he clings, he 
tollows the course of the raft but he can remain adherent only so long 
as his own powers of endurance permit. ' 

But McElligott and his colleagues in the Department of Finance 
were under no illusions that they could do anything to affect the 
course of the raft, as his memorandum to the Executive Council on 
the appropriate currency policy after the suspension of the Gold 
Standard Act made abundantly clear. Subsequent events “‘have done 
nothing to clarify the financial situation in Great Britain’’, he wrote. 

In particular, we are entirely without information as to: 

(1) The possibility of the continuance of further sales of sterling and of 
sterling securities, especially from abroad, with consequent strain 
on the exchanges in the endeavour to take the proceeds abroad. 

(ii) The nature ot the measures which the British Government intends 
to introduce to correct the adverse balance of trade or the period 
that will elapse before such measures can begin to take ettect. 

(11) The intentions of the British Government regarding the restoration 
of gold payments in respect of both the date of restoration and the 

new parity for the pound sterling. 

(iv) The maintenance of the existing price level in Great Britain, in- 
volving the question of the value of note issue. 

(v) The possibility of additional foreign assistance being made available 

to Great Britain in the event of her difficulties increasing, e.g. by 
way of a gold loan. 

McElligott concluded bleakly that under such circumstances, decid- 
ing upon a policy was “a matter of extreme difficulty. No financial 
declaration of policy could be given and the most that we can hope to
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79109 
do is to be guided by events from day to day. 

Cold comfort, too, characterised a brief submitted on the same day 

to the Minister for Finance by Arthur Codling, which ran as follows: 

The remedies for the present depression, in so far as it does not arise from 
world causes to which such a small economic unit as the Saorstat can 

offer no effective resistance, lie in greater production, and increase in the 

number of creameries, more and better stock and improved marketing 

methods — that is to say in raising the level of agricultural methods all 

over the country. No other policy can result in anything but disaster. 

But Codling’s accompanying minute made it clear that, while this 

was submitted for Blythe’s consideration, “in view of the present 

difficult situation and the obscure outlook it would probably be better 

to avoid any statement if at all possible.”!! 

The policy advocated by the senior officials of the Department 
of Finance was, in short, to do nothing and to say nothing. The 

government seems to have accepted that policy unreservedly: the 
minutes of the meetings of the Executive Council and the cabinet for 

September 1931 (six in all) reveal that no decision on the currency 
crisis was recorded, and the historian will look in vain even for a 

mention of such words as “gold standard”, “sterling” or ‘‘Saorstat 

pound’’."!! The episode is a striking testimony to the power and 

influence wielded by McElligott and his colleagues and to the fact 

that, in time of crisis, the Cosgrave administration was as loth at the 

end of their decade in office as they had been in the beginning to 

question the policies advocated by the officials of the Department of 
Finance. 

That the crisis led to a reassertion of old, rather than a search for 
new, policies is shown, too, by the reiteration of the proposal (voiced 
four years before in McElligott’s Banking Commission minority 
report) for the establishment of a central bank and, inevitably, by a 
renewed emphasis “‘on the proper working of the underlying 
economic factors” upon which the continued maintenance of parity 
with sterling depended. ““There are factors at work tending to create 
difficulties for the Saorstat pound”’, noted McElligott: “the unfavour- 
able condition of the international balance of payments and the 
unfavourable position of the Exchequer. These are the same factors 
that brought about the strain of sterling and led to its collapse.”"!!” 

The Supplementary Budget of 1931 

These factors had been worrying McElligott even before the British 

had suspended the Gold Standard Act and they were discussed at
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length in a memorandum on the financial position, which the De- 

partment of Finance circulated to the Executive Council in early 
September 1931. The memorandum began by complaining about the 
“disappointing and unsatisfactory” nature of the economies proposed 
by other departments in their estimated expenditure which, together 
with the number and variety of supplementary estimates either passed 
or proposed, indicated “that Departments have as yet entirely failed 

to realise the serious financial position of the country.’ The memoran- 

dum continued: 

the receipts into the Exchequer on account of Revenue up to the 31st 
August, 1931, amounted to £9,242,433 as compared with the £9,530,061 

to the 31st August, 1930, a fall of £287,628. On the other hand, the issues 

on account of expenditure amounted to £10,241,872 and £9,930,386 at 

the same dates, respectively, an increase of £311,486 in the current year. 

Accordingly a deficit of £400,325 in the Revenue in the first frve months 

of 1930/31 has become a deficit of £999,439 in the current year, an 

increase of £599,114. 

The budgetary prospects for the next year looked far worse. A bad 

harvest, stagnation in trade and business, and the unlikelihood of any 

improvement in general economic conditions, suggested that tax 

yields would fall further. Arrears of land purchase annuities had in- 

creased by £110,000 (a jump of over twenty per cent) in twelve 

months. But while revenue was “‘certain to fall owing to the reduced 

volume of trade on which it will be based or because the values on 

which the taxes will be calculated will be lower, the great bulk of our 

expenditure is rigidly fixed in terms of money and cannot fall.” The 

more important of these charges were listed as follows: 

A Fixed by Contract 

1. Interest and Sinking Fund for debt — £2,000,000 approximately 

2. Land Purchase Annuities — £ 3,000,000 approximately 

B Fixed by Financial Agreement 

3. Local Loans Fund annuity of £600,000 

4. Compensation annuity of £250,000 

5. RIC and Pre-Treaty Civil Pensions — about £1,250,000 

C Fixed by Act of the Oireachtas 

6. Agricultural Grants — £1,950,000 

7. Old Age Pensions — £1,750,000 

8. National Health and Unemployment Insurance Payments — 

£380,000
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9. Housing Subsidies — £213,000 
10. Pensions — other than RIC and Pre-Treaty Pensions — 

£930,000. 

D Fixed by Annual Vote or Administrative Action 

11. Pay of Teachers, Police and Army 
12. Grants-in-Aid of various kinds 

The memorandum went on to a general exposition of the economic 

situation which merits quotation at length as the Department of 

Finance’s assessment of the economy on the eve of the first change of 

government in the history of the state: 

It should be emphasised that the present serious financial position 1s not a 

sudden, unexpected development. For a number of years expenditure has 

been initiated by legislation and new long term commitments have been 

entered into by the Central Government in respect of salaries and 

pensions and of subsidies of various kinds to local authorities for the re- 
lief of rates and for specific purposes, e.g., public health, housing, etc. 
Elaborate building programmes for military, civil and educational pur- 

poses were put through. The assumption.all along was that the capacity 
of the country to shoulder the expenditure would continue and that 

pre-change of Government standards could be maintained indefinitely 

and even improved on in every walk of Governmental life. Local 

Authorities, frequently under pressure from the Central Government, 

shouldered increasing commitments. All the time the national income of 

the country was steadily contracting. The yield of taxes fell, too, but even 
the reduced taxation formed a higher proportion of the national income 

and heavier burden than it had done some years before. As a result 
Budgets could only be balanced by a resort to various expedients. Normal 
recurrent expenditure was, in fact, financed by means of non-recurrent 

arrears of taxation and by means of windfalls to the Exchequer. The 

Budgetary position was also assisted during the initial years by the 
continued residence in this country of numbers of wealthy people who 
gave employment and directly or indirectly increased our revenue. Apart 
from the changes in social and political conditions which have rendered 
the Saorstat less attractive as a residence to wealthy people, large fortunes 
are not now being made here and the yield of estate duties, income and 
sur-tax and luxury duties is likely on this account alone to continue to 
decline. 

The balancing of the Budget is not an object of purely academic 
importance that can be deferred till times are better; it becomes more 
necessary than ever when times are bad that the State can be shown to be 
living within its income. If the Budget is not balanced or even if a serious
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Budget deficit is to be feared then the credit of the State will be seriously 
damaged and there will be a material set-back to trade and industry. 
Whether a serious exchange position would develop it is not possible to 
state on present information, but this is a contingency to be feared. To 
secure a balanced Budget in 1932 there must be either an increase in 
taxation or a reduction of expenditure or both. 

The price of agricultural products has fallen to or below pre-war level. 
The cost of central government is about three times and that of local 
government about twice what it was before the war. The position cannot 
continue without running us into bankruptcy. There is no prospect of an 
early improvement in agriculture; all the indications point in the opposite 
direction. All other trades are and will be correspondingly dull. It might 
be remarked here that Irish banks have found it necessary this year to 
increase heavily their customary provision for ‘bad and doubttul debts’ 
for all classes of borrowers. A number of financial problems, such as the 
deficit of £5,000,000 on the National Teachers’ Pension Fund, and the 
repayment of the Dail Loan in the United States (£500,000 approx.), 
must be tackled. Others, such as the demand for complete derating, for 
widows’ and orphans’ pensions, for grants for the relief of distress, etc., 
have to be faced. 

Another item in the dreary category of disimprovements is that our 
income from overseas investments, emigrants’ remittances and other items 
that helped to keep us going and to redress our adverse balance of visible 
trade has declined and will be seriously down. If anything happens to 
British sterling it will add very considerably to the difficulties of an 
already grave position.' 

This was precisely the situation which confronted the Executive 
Council a fortnight later making it that much more likely that at least 
some of the remedies prescribed by the Department of Finance in this 

twelve-page memorandum would be adopted. These remedies were 
founded upon the proposition that “the alternative before the 
Government is drastic economies in national expenditure, a course 

which is not only possible but justifiable’ and which in turn was 

based upon “‘the fact [ which] cannot be over-emphasised or too often 

repeated that the remuneration of producers is too low and that of 
non-producers is too high.”’ Government reductions of public service 

salaries “would not only enable the Budget to be balanced, but would 
also create the proper atmosphere to allow private employers to 
reduce wages and salaries also”. The Finance memorandum accor- 

dingly put forward four main proposals: 

1. “That no new expenditure immediate or prospective (e.g.,
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pensions) should be undertaken” and that long-term expen- 

diture obligations (such as land purchase and division, housing, 

etc.) “should be terminated as completely and as speedily as 

possible”. To this was added a classic and succinct expression 

of the Finance attitude: “‘it is always easier to refuse to under- 

take new expenditure which has not hitherto been found 
sp 

necessary. 

2. The downward adjustment of the pay and pensions of 

teachers, the Guards and the Army, as well as of old age 

pensions and National Health and Unemployment Insurance 
payments. No such adjustment, it might be noted, was recom- 
mended in the pay and pensions of civil servants. 

3. “A thorough revision of all other expenditure to eliminate 

unnecessary grants and payments.” 

4. “Additional taxation to bridge any small gap in the initial 

period.””!"4 

The effect of such draconian proposals upon a government which 

had soon to fight a general election may easily be imagined and, in 
the event, the cabinet took refuge in the remedy of increased taxation, 

which the Department of Finance memorandum had represented as 

much the least satisfactory of their alternatives. ““An increase of 

taxation at any time would be psychologically bad; an increase of 
taxation to the extent required to cover the prospective deficit in 

1932-33 would be disastrous’’, the memorandum had argued. Falling 

prices, moreover, might mean that an increase in the standard rates of 

taxes might diminish rather than increase yields; Finance had theretore 

argued that “‘on all grounds an increase in tax should be ruled out, 
except possibly to a limited extent and for a limited period in order to 
cover a gap until economies can be brought into operation.” 

But the alternative of pay and pension cuts was plainly unpalatable 
to the Executive Council and it was some time before they acted on 
the Finance memorandum. On 30 October 1931, however, the cabinet 
decided to introduce a supplementary budget which increased income 
tax by 6d in the £ and petrol by 4d a gallon, recording in addition 
that “the balance of any deficit which can in present circumstances be 
forecasted must be met, so far as proves necessary, out of retrench- 
ments and sacrifices and, in the selective imposition of sacrifices, 
previous sacrifices will be taken into consideration.’''S
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But the general election of 1932 was soon to sweep the Cosgrave 

government from power and, in the event, as we shall see in the next 

chapter, the choice of sacrificial victims was to fall to new high- 

priests.



CHAPTER SIX 

New Masters: The Department of 

Finance in the Thirties 

I: The Change of Government 

The first change of government in the history of the state, in 1932 

when Eamon de Valera’s Fianna Fail party won their first general 

election, was a major landmark in the history of the Department of 

Finance. Officials who served in the Department in the nineteen 

twenties and thirties were in remarkable agreement in their re- 

collections on this point and, in retrospect, remembered the years 

after 1922 as without any remotely comparable watershed or divide.! 
The first reaction of officials in the Department of Finance, and 

elsewhere in the public service, was apprehension. No one knew what 

to expect of the new régime. Many feared that they might be about to 

witness the introduction of a spoils system in appointments to the civil 

service: that civil servants who had held key posts in the twenties 

might be demoted or dismissed and replaced by men who shared the 
political allegiance of the members of the new government. 

Such fears soon proved groundless. The new Minister for Finance, 
Sean MacEntee, telephoned McElligott on the night he was ap- 

pointed, 9 March 1932, in a clear attempt to establish some sense of 

continuity in the business of government.” Next day, de Valera had an 

exploratory meeting with McElligott about the workings of the 

government machinery, which the latter later described as a “very 

statesmanlike gesture’ and which, he said, evidently impressed de 

Valera as to the “‘clear-cut lines of responsibility leading right up to 
the top.”’ On the same day, de Valera also met the heads of all the 
departments and “told them at once that he had no intention of 
changing any of them.’ The worst apprehensions of Finance officials 
were thus immediately dispelled. 

Some of the credit for smoothing the path of transition rested with 
the Department of Finance who had also taken care to avoid any 

216
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initial exacerbation of relations with their new masters. ““We have 
become aware’’, wrote H. P. Boland to all heads of departments on 3 
March 1932, 

that there are doubts and differences of view between heads of 
departments as to what the proper dispositions as regards the private office 
of a Minister should be on the arrival of a Minister of a new government. 
The view of the Minister for Finance is that a private office should be 
completely cleared of the existing staff (private secretary, confidential 
typist, etc.) before a new Minister comes in and that the new Minister 
should find nothing in existence in the arrangement of the private office 
which would in any way imply an obligation upon or even suggestion to 
him that he should accept the services of the private office staff employed 
by his predecessor.° 

Boland, too, arranged the meeting of 10 March when all heads of 

departments were formally presented to “their new Ministers”; no 
other officials were present and the introductions were performed by 
the Clerk of the Dail. A year later to the day, Boland, giving 

evidence to the Brennan Commission of Inquiry into the civil service, 

ventured the following opinion as to why the transition had been 

accomplished without undue disruption: 

Any government in power will have to bear in mind the interests of the 

civil service in the sense in which they have to depend on the civil service. 

I do not think any Minister or group of Ministers is likely to behave so 

recklessly as practically to break up and demoralise the civil service. In 

every civilised country in the world where you have representative 
assemblies the growth of legislation is year by year producing the one 
certain result of adding more and more to the importance of the civil 

service. The complexity of the government machine is added to every 

year, and I think one of the most extraordinary things in the last forty 

years has been the upward trend in every country in the size of the civil 

service. You cannot do without it. You could conceivably do without a 

police force, if we had a model people; and without the army. But no 

government can do without a civil service or be careless whether it is a 

good civil service. On the contrary, governments of the future are going 

to have to rely more and more on the civil service. In normal circum- 

stances we would get frequent changes of government like what happened 

this year. A new Minister comes in. He has no previous experience at all 

of perhaps any Departmental or Ministerial administration. When he 

comes in the people he has to depend on to give him help are the civil 

servants.’ 

But despite the relative smoothness of the 1932 changeover, the
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officials of the Department of Finance quickly discovered that all was 

not as it had been under the previous administration since the new 

government proved much more disposed than its predecessor to 

question the Finance ethos. On 5 May 1932, for example, when the 

rules of cabinet procedure were reviewed, “in regard to proposals 

requiring the approval of the Minister for Finance, it was agreed that 

in any case where the Department concerned does not receive a reply 

from the Department of Finance within a fortnight ... the Minister 

concerned may, if necessary, bring the matter before the Cabinet 
with a view to having the matter expedited.” This concern to prevent 

Finance using its powers of control and regulation to obstruct or 

unduly to delay initiatives emanating from other departments, was 

further reflected in the cabinet decision of 14 November 1933 to ap- 

point a sub-committee of ministers under the President’s chairmanship 
“to consider and report on means of eliminating, as far as possible, 
delays arising out of the functions of the Department of Finance in 

relation to other Departments.’”® 
The challenge to Finance attitudes represented by these decisions 

was reinforced by the relative diminution in the prestige of the 

Minister for Finance vis-d-vis other ministers. In the early twenties the 
fact that the head of government (first, Michael Collins and, later, W. 

T. Cosgrave) also held the Finance portfolio had immeasurably 
enhanced the Department’s authority; moreover, their successor, 

Ernest Blythe, was also one of the most senior ministers, second only 

to Cosgrave himself, following his appointment as Vice-President of 
the Executive Council after Kevin O’Higgins’s assassination in July 

1927. The new Minister for Finance,’ Sean MacEntee, while un- 

doubtedly one of the more senior ministers, did not carry comparable 

weight and it is noteworthy (as we shall see in our discussion of the 

1937 Constitution) that Finance subsequently proposed that the 
Minister for Finance should be the Tanaiste (Deputy Prime Minister) 
ex officio under the new arrangements. 

One example of the implications of the new pecking-order in the 
cabinet was the economic committee of the cabinet established in 
mid-May 1932 “‘to examine, and report to the Cabinet on, the 
economic conditions of the Saorstat” and to prepare the “necessary 
material” for the Imperial Economic Conference which took place 
later that summer in Ottawa. Amazingly, the Minister for Finance 
was omitted from the committee as originally constituted: namely, de 
Valera; the Minister for Industry and Commerce, Sedan Lemass; the
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Minister for Agriculture, Dr James Ryan; and the Minister for Posts 
and Telegraphs, Senator Joseph Connolly.? The economic com- 
mittee’s early reports proposed heavy additional expenditure and thus 
bore directly upon financial policy, notwithstanding the absence of 
the Minister for Finance from its deliberations — a development 
without precedent in the twenties. On 16 May 1932, for instance, the 
cabinet rubber-stamped the committee’s recommendations concerning 
the expenditure of a £1 million grant for road-making, the allocation 
of housing grants to firms who used raw materials produced in the 
Saorstat, and the authorisation of the Minister for Industry and 
Commerce to apply the Trade Loans (Guarantee) Acts to housing 
schemes. Another three recommendations — a scheme for the regi- 
stration of the unemployed, the opening of negotiations with the banks 
on the provision of loans for the housing programme, and a pro- 
posal to set up in the Department of Industry and Commerce ‘‘an 
Industrial Development Branch to be charged with the examination 
of proposals for the establishment of new industries and the de- 
velopment of existing industries and with the administration of the 
Trade Loans (Guarantee) Acts’ — were approved by the cabinet on 
27 May. Although MacEntee is recorded as having attended a meeting 
of the economic committee on 14 November 1932, its proceedings 
again reveal a tendency towards allocating additional expenditure to 
such projects as the development of protected industries, afforestation, 
and the beet sugar industry, as well as housing and public works, and 
when, on 18 November, MacEntee’s name appears as a member of 

the committee, it seems to have outlived its first purpose and to have 
become in effect a committee of the cabinet as a whole.'® 

Nor was the Minister for Finance among the three ministers 
(Lemass, Ryan and Sean T. O'Kelly, the Vice-President and Minister 
for Local Government and Public Health) who headed the Irish 
delegation to the Ottawa Conference in July and August 1932, 
although McElligott (as one of five heads of departments), Joseph 
Brennan and A. W. Bayne, an assistant principal in the Department 
of Finance (as financial experts) were members of a delegation which 
numbered over twenty.!! In the event, what one well-known English 
historian has described as the “grandiose vision’”’ of the Conference 
— “Great Britain the workshop of the Empire, if no longer of the 
world; the grateful Dominions supplying the mother country with 
food and raw materials’’!* — failed miserably and even the so-called 
Ottawa Agreement was irrelevant for Ireland when set against the
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simultaneous deterioration in Anglo-Irish financial relations which led 

to the Economic War. Nevertheless, the delegation’s composition 1s 

not unimportant since it shows the marked contrast between this 

deputation and the Irish delegations which conducted the Anglo-Irish 

financial negotiations of 1923-26 and, to that extent, reveals the 

relative diminution in the influence of the Department of Finance im- 

mediately after the change of government. 

The preparations for the 1932 budget confirm the impression that de 

Valera’s first government undertook responsibility for the kind of 

economic and financial policy decisions which, in practice at least, 

Cosgrave’s government had been willing to leave in the hands of the 

senior officials in the Department of Finance. At a cabinet meeting on 

5 April ministers were directed to examine their departmental es- 

timates in order to report “on any reductions which could be ef- 

fected”; and, on 15 April, a cabinet committee of the Ministers for 

Finance, Industry and Commerce and Agriculture (MacEntee, Lemass 

and Ryan) were appointed to “report to the Cabinet on matters 
relating to the Budget’’!? — again, a development without precedent 

in an area where the Minister for Finance had hitherto reigned 

supreme. 

One of the Department of Finance’s first tasks after the change of 

government was to prepare a statement indicating the gravity of the 

financial crisis, which had continued to worsen since the events which 

necessitated the introduction of a supplementary budget in November 
1931. A Finance memorandum of 20 April 1932 surveyed the position 
for the Executive Council and showed the budgetary result for 
1931-32 — “‘an excess of expenditure of £69,000’? — and the 
anticipated budget deficit for 1932-33 of £3 millions, given estimates 
for Central Fund and Supply Services totalling £26 millions and 
revenue totalling £23 millions on the basis of the tax rates then in 
force. The memorandum pointed out that the decrease in the yield of 
certain “barometer taxes” in the past year furnished “a warning 
which cannot be ignored’. The most dramatic decrease was “‘in the 
import duty on motor cars, parts and tyres’” — 44 per cent for the 

first quarter in 1932 as compared with 1931. The memorandum 
pointed to such other warning signals as the fact that “‘the yield of 
stamp duty on Stock Exchange transactions was much lower in 
1931-32 than in any year since the Saorstat was established; the fall by 
comparison with 1930-31 was about 20 per cent which cannot be 
accounted for by a fall in the value of market securities.’’ There was a
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similarly alarming fall in the yield from taxes on beer and spirits; 
although this had fallen every year since 1924, the reduction in ‘‘the 
retail value of beer and spirits consumed exceeded £,2,000,000", a 
reduction in one year “equal to the reduction over the whole period 
of the preceding five years.’ The external trade figures were no more 
comforting: they revealed ‘“‘that both imports and exports last year 
were the lowest since the establishment of the Saorstat”’ and, worse, 
that the fall in exports exceeded that in imports by £24 millions 
which was “the more disturbing because . . . invisible exports, 
particularly income from foreign investments and from emigrants’ 
remittances... have also fallen substantially”. Equally disturbing was 
a decline in agricultural prices, ‘‘which may be said in the main to 
determine the income of the farming community”’, of 12 per cent in 
1931, and ‘“‘a marked increase”’ in unemployment figures. 

The picture, the memorandum concluded, was 

... undoubtedly gloomy. Nor can the immediate outlook be said to hold 
any definite promise of relief. There are at present no grounds for holding 
the view that world economic conditions will improve in the immediate 
future, while, on the other hand, there is considerable danger that 
conditions may become definitely worse than they are now. 

The position, therefore, is that the national income of the Saorstit has 
fallen seriously in recent years while, on the other hand, the real burden 
of taxation has been seriously increased. The situation cannot be remedied 
merely by increasing taxation; and it must not be overlooked that an 
attempt to find £3 million by new taxation would seriously interfere 
with the consumption of many commodities which are at present a source 
of very substantial revenue. Moreover, there are certain contingencies 
which, from the point of view of the Exchequer, must be kept in view 

. the estimates to which reference is made ... make no provision for 
the increased expenditure contemplated on old age pensions or on other 
social services, on unemployment relief, housing, public health schemes, 
etc. The Saorstat Exchequer is ultimately liable for interest and sinking 
fund (amounting at present to approximately £1,100,000 per annum) on 
45% Land Bonds; a serious “‘rent strike’? would mean that, unless the 
fmances of Local Authorities are to be completely paralysed through 
draws on the Guarantee Fund, the Exchequer would have to make good 
the shortage in the collection of annuities. There is also a deficit of £5 
millions on the Teachers’ Pension Fund which must be faced. The position 
regarding Savings Certificates is one which gives grounds for anxiety; 
there is outstanding a liability of £74 millions which must be met on 
demand and for which no provision has been made; if for any reason a
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“run” on Post Office Savings Bank Deposits and Savings Certificates 

should start, the position of the Exchequer would immediately become 

critical. The question of incurring additional expenditure on new or 

extended services at the present juncture is of particular importance; trade 

is bad, the national income has fallen; and there is every prospect that 

conditions may become worse. On the other hand services once 

undertaken cannot readily be abandoned; services remain and the 

expenditure on them tends to grow even though revenue is falling and in 

all probability will continue to fall for some time longer."* 

Three days later Finance sent up a further memorandum to their 

minister pointing out that the prospective budget deficit would have 

“to be substantially increased in view of fresh commitments for the 

Exchequer since taken on or in sight.”’ These included an additional 

£250,000 for old age pensions (the decision to introduce an old age 

pensions bill had been taken at de Valera’s very first cabinet meet- 

ing on 10 March)!* and £35,000 for army pensions.’’There are even 

heavier burdens in prospect’, the memorandum continued. 

The motion ‘That steps should be taken forthwith by the Executive 
Council to provide work or maintenance to meet the immediate needs of 

the Unemployed’ has been accepted by the Government. It involves 
commitments of unknown magnitude for the Exchequer. Further, if the 

Land Purchase annuities are collected the demand for complete de-rating 
of agricultural [land] will become insistent, and the concession, if granted, 

will cost the Exchequer not less than £1,350,000 per annum additional to 

the sums already found for the relief of agricultural rates... . 
No doubt other schemes for relief, subsidies, etc., will emerge in the 

course of the financial year, leading to additional heavy levies being made 

on the Exchequer. 

As pointed out in the previous memorandum, trade is bad, the National 
Income has fallen, the burden of taxation has increased absolutely and 
relatively, and we are definitely approaching a point beyond which 
additional taxation will cease to be productive . . . It must be realised that 
while commitments may be multiplied, sources of Exchequer revenue 
cannot. 

The various proposals in regard to income tax, tobacco, tea, 
amusements and package goods, will yield £1,400,000 approximately, 
leaving the Budget deficit still uncovered to the extent of £1,487,000. 
The raising of this further sum will tax the national resources to the 
uttermost. The time has come, therefore, when the Government must take 
a decision to refuse to take on for 1932-33 any further commitments, or 
alternatively decide to face the Dail with a Budget that is not balanced."®
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In the eyes of Finance officials, of course, the latter alternative was 
not worthy of serious consideration. Yet, although the projected 
figures in the memorandum were invalidated — largely because of 
the government’s decision to withhold repayment of the land 
annuities and because of the Economic War which followed — these 
memoranda are important on two counts: first, for the light they shed 
on the Finance view of the economic situation when the new govern- 
ment took office; and, second, for what they show of the policies ad- 
vocated by the Department of Finance to meet that situation — 
policies founded on the same concern for economy and retrenchment 
which had characterised the Department's viewpoint since the state 
began. The change of government saw no change in the judgment of 
Finance officials: the same men continued to give the same advice. 

II: Civil Service Pay: The “Cuts Committee” 

The stormiest controversy between the new government and the civil 
service in the period of transition in 1932 concerned the proposal for 
substantial cuts in civil service pay. On 5 May 1932 a cabinet 
committee, consisting of the Vice-President (Sean T. O’Kelly) and 
the Ministers for Agriculture and for Education (James Ryan and Tom 
Derrig), was set up to recommend on how best to effect “the 
reductions necessary in the remuneration of the civil service, civic 
guards, teachers and the army’? — a committee from which the 
Minister for Finance was yet again excluded. A mere two days later 
(an interesting illustration of the speed with which the sharpest of 
nettles can be grasped by a government in the first, heady days of 
office), the cabinet approved a series of swingeing cuts in public 
service salaries ranging from 2 per cent ona salary of £200 per annum | 
to a severe 20 per cent on the yearly salaries of £1,500 received by 
heads of departments." 

The decision cannot have come as a surprise to the officials 

concerned. The prospect of pay cuts had been in the air since the 

previous autumn when Finance had recommended to the Cosgrave 

administration cuts for the teachers, the civic guards and the army. A 

promise to institute an inquiry into civil service pay, moreover, had 

been one of the points in the Fianna Fail election manifesto and, on 28 

January 1932 in a speech in Rathmines, de Valera himself declared that 

he had “‘often expressed the view that £1,000 was the limit” and no 

one should expect to be paid more, although he and his party did not 
intend “‘to start cutting the lower salaries... of £300 or £400”. The 
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smaller salaries, he argued, “were being spent inside the community 

and for necessaries, while much of the larger salaries were spent 

outside the community and often on luxuries.’’'® De Valera’s belief 

' that “‘no man was worth more than a £1,000 a year’ was common 

knowledge in the civil service.!’ 

The cabinet again discussed the matter on 23 May 1932, when 

McElligott’s request “‘for instructions as to the information that he 

might give to a contemplated meeting of heads of departments” on 

the pay cuts was submitted by the Minister for Finance. The meeting 

began at 7.30 p.m. and continued until 1.15 the next morning 

(prolonged evening cabinet meetings were a notable feature of the 

new government’s first months in office) and the Minister for Finance 

was ‘authorised to reply”: 

  

1. listing the scale of reductions as agreed by the cabinet at their 

meeting on May 7; 

2. saying that it was proposed;‘‘to effect reductions in salaries in 
all branches of the State service and also in the salaries of 

officers of bodies which receive financial assistance from the 

State’; 

3. that where the Government was “‘precluded by legislation’’ 

from enforcing cuts, “efforts will by made to secure voluntary 

reductions’; 

4. that reductions would be for that financial year only ‘‘unless 

the budgetary position necessitates a continuance of the reduc- 
tions in whole or in part’; 

5. that it was not proposed “‘to interfere’’ with civil servants’ 

compensation rights under Article X of the Treaty; and 

6. “that individual officers with whom special salary arrange- 

ments exist will be excluded from the operation of the re- 

ductions unless they consent to be included and where it is 
claimed that a special agreement covers the salary of a class of 
officers the reductions shall not take effect without further 

inquiry.”° 

These cabinet decisions were duly conveyed to a further meeting of 
heads of departments on 25 May which, in H. P. Boland’s words to 
those present, was “an occasion for all possible frankness’, and when 
several in attendance mentioned the possibility of their immediate
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retirement. Detailed discussion of the issues was left over to a further 
meeting, however, after it had been decided that McElligott “should 
represent to the Minister for Finance that the date as from which it 
was proposed the ‘cuts’ should operate should be deferred for a period 
sufficient to allow of adequate and effective consultation” but that this 
recommendation should be without prejudice to future representations 
by the heads of departments.”! 

The heads of departments met again next day and McElligott, the 
chairman, opened proceedings by telling the meeting that he had 
sought, and obtained, from his Minister ‘‘an assurance that the Civil 
Service cuts would not operate at an earlier date than in the case of 
the Army or the Garda Sfochana, and, if possible, National Teachers. 
The Judiciary were in a separate category as legislation might be 
necessary. 

The uneasy relationship between the Executive Council and the 
Department of Finance was underlined, moreover, when McElligott 
took the opportunity before adjourning the meeting to inform his 
colleagues that “his Minister had complained to him that members of 
the Executive Council were complaining that legislation proposals 
were being held up by the Department of Finance”’, although in the 
ensuing discussion he had been unable to elicit any specific case.” 

The heads of departments met again on 10 June to consider a draft 
memorandum outlining their case which had been drawn up by a 
sub-committee; they decided to appoint a deputation to “seek an 
interview with the President and present the memorandum (of which 
a copy would be handed to the Minister for Finance). It was agreed / 
that copies should not, at this stage, be circulated to all members of | 
the Executive Council, but that heads of departments might advise, 

their own Ministers of the action which was being taken.” 
The deputation, which consisted of McElligott, Boland, John 

Leydon (by then Secretary of Industry and Commerce), E. P. 
McCarron (Local Government and Public Health) and William 
O’Brien (chairman of the Revenue Commissioners), were given a 
three-hour interview with de Valera on 1 July 1932. The President 
quickly made it clear that he did not regard 

. the budgetary reason advanced in justification of the ‘cuts’ as 
paramount. The main idea underlying the proposals was that he thought it 
undesirable that one section of the community should live in comparative 
comfort while another section was unemployed and destitute. He dealt at 

some length with this policy of social justice which involved a general
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levelling of incomes and said that in order to give effect to that policy in 

as much as it concerned the professional, etc., classes, it was necessary to 

ask the Civil Service for sacrifices. In fact the Civil Service was to be the 

spearhead of attack. 

The deputation replied that they were only now being told of this 

policy: the “Minister for Finance had not mentioned it at the Civil 

Service Representative Council or in his own Department.’ They 

also argued that the civil service would be responsible for enforcing 

the new policy and that “‘for that reason, if for no other, it would be 

very undesirable to cause discontent in the Service at the outset.” 

They also maintained “‘that taxation would be a far more effective 

and equitable way of giving effect to the policy but the President 

stated that additional taxation would adversely affect industry and 

could not be imposed.” Nor was he impressed with the argument that 

the civil service “had already made contributions to the national 

economy amounting to over 23 million pounds’, replying that “past 

contributions must be disregarded.” 

De Valera did acknowledge, however, “‘that since he had taken up 

office he had been impressed by the quality and the quantity of the 

work of civil servants’ and denied that his proposals “had any 

foundation in the fact that people generally considered that civil ser- 

vants had little work to do and lived in luxury and security.’’ He also 

said that the Executive Council had considered reaction to the 

proposals “in a general way”. 

When, towards the end of the meeting, the deputation suggested 

that the proposals should be deferred until after the Brennan Com- 

mission of Inquiry into the Civil Service had reported, and that it 

might be asked to present an early report on remuneration, 

. the President reverted to the budgetary reason for the ‘cuts’ and 

suggested that the deputation, in order to strengthen his hand in discuss- 

ing the matter with the Executive Council, should suggest alternative 

economies in expenditure on the civil service to the extent of the 

estimated saving of £40,000. It was pointed out to him that the estimate 
of £40,000 was purely nominal and could not possibly be realised and 

that, in fact, the saving was more likely to be turned into a loss by 

retirements, loss of enthusiasm on the part of the civil service, failure to 

collect the estimated revenue, etc. It was further pointed out that a saving 

of £40,000 in a budget of £25,000,000 was negligible.” 

De Valera’s suggestion marked the first indication that the “cuts”



New Masters: The Department of Finance in the Thirties 227 

might be negotiable and it is of interest that, when the deputation 
reported to their colleagues on this meeting, Boland “‘stated that in 
referring to policy they must take it that the President was speaking 
as an individual member of the Executive Council and not on its 
behalf.” But, clearly, he was the one individual whom the deputation 
had to convince and, in discussing their tactics for a further meeting 
with the President to take place that same evening, the heads of 

departments agreed that their deputation should begin by strongly 
reiterating the arguments advanced at their previous interview. If, 
however, de Valera took the line that “* £40,000 was imperative for 

the balancing of the Budget, they would suggest that a sub-committee 

of the Cabinet be appointed to go into the entire question of 

economies, with which sub-committee Heads of Departments would 

co-operate’; if de Valera “‘still considered that the ‘cuts’ proposals 

should operate”, the deputation would reply that “‘the reason he had 
advanced in their favour, viz., the policy of social justice, was entirely 

unknown to the civil service and had been mentioned in confidence 

only to Heads of Departments. An opportunity for discussion should, 
therefore, be afforded to the civil service.” Finally, as a last resort, “‘if 

the President still remained adamant’, it was agreed that a seven- 

point case should be presented, not to the President, but to the 

Minister for Finance: 

1. the safeguarding of superannuation rights; 

2. that no ‘cuts’ be imposed in excess of the amount of the bonus; 

3. that in view of the budgetary reason for the imposition of the ‘cuts’ 

they should be at a flat rate on all salaries or, alternatively, graded as 

follows: 24% on the first £250, 3% on the next £50, etc.; 

4. that income tax in the current year should be paid on the reduced salary 

only; 

5. that the ‘cuts’ should take effect not before the first of the month fol- 

lowing their announcement and not earlier than in the case of the 

Garda Siochana or the Army; 

6. that the existing restriction on civil servants regarding outside employ- 

ment should be removed; and 

7. that the regulation regarding insolvency and bankruptcy should be 

relaxed.” 

The strategy of referring the ‘cuts’ to a committee and, still more,
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of making the Minister for Finance directly involved in his capacity as 
the minister with formal responsibility for the civil service, had the 
advantage of allowing senior Finance officials and their colleagues in 
other departments to shift the dispute’s terms of reference and to 

escape from what perilously resembled a head-on confrontation with 
the President. Although it was some weeks before there were any 

further developments — the attendance of senior ministers and heads 

of departments at the Ottawa Conference not only afforded a breath- 
ing space, but may well have helped ease mutual mistrust and suspi- 

cion — that strategy began to produce results when, on 28 August 

1932, the Minister for Finance presented a memorandum to his col- 

leagues on the Executive Council on the ‘cuts’ controversy. 
The memorandum emphasised how little progress had been made, 

notwithstanding the two lengthy meetings with the President. 
Moreover, the national teachers had rejected the government’s 
proposals “by a twelve to one majority vote”’ and the position regard- 
ing the Garda Siochana and the Army was still more unsatisfactory: 
no scheme had been put to “‘the Representative Body of the Garda 
and no suggestion of ‘cuts’ has yet been put to the Army.” In 
addition, the judiciary had “refused to make a voluntary sacrifice of 
any part of their existing salaries.” MacEntee’s memorandum not only 
stressed his dissatisfaction with this lack of progress and underlined 
how much time he and his officials had so far wasted on the matter, 
but, more significantly, argued “that it would be disastrous to enforce 

the ‘cuts’ in such a way as to create the impression that every aspect of 
the case including not merely the position of the country and the 
Government but also that of the staffs affected had not been fully 
weighed.’’ He accordingly proposed that a committee of not more 
than five persons should undertake an enquiry “‘into the facts and 
circumstances regarding the pay of each of the services ... with a 
view to definite recommendations being made to the Government as 
to what reductions could be made”’ with a target of £,250,000 in the 
current year — the figure he had given in his budget speech.’ 

MacEntee’s proposals were accepted when, on 6 September 1932, 
the cabinet approved the setting-up of a committee “to make re- 
commendations to the Minister for Finance’? — in itself an impor- 
tant recognition of Finance’s responsibilities in the matter — ‘“‘as 
to the reductions which could be made in the present year in the 
pay of the Civil Service, Army, Garda Sfochana and Primary School 
teachers, having regard to the general financial and economic position
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of the State and to the circumstances and conditions of service in each 
of the services and the relation of the services to each other.’’2” The 
civil service, clearly, was no longer “‘the spearhead of the attack’’ of 
de Valera’s social justice policy. 

Three days later, H. P. Boland produced a memorandum, incor- 
porating “the departmental views of Finance” on the committee’s 
composition and objectives, in which he argued: 

1. A unanimous report is vital if the Government’s difficulties are not to 
be increased. 

2. The more “representative” the Committee is made of various sectional 
interests the less unanimity and greater danger of two or more reports 
there will be. 

3. The report will affect about 43,000 officials and, including their depen- 
dents, possibly not far short of 200,000 individuals. This makes accep- 
tance of membership by men dependent in any way on the public 
unlikely. The Government Services are a large purchasing body in 
Dublin. 

3. Every person being invited to act should be informed when being in- 
vited that the work of the Committee is urgent in point of time and 
will be intensive.”® 

Finance argued that the personnel of the committee ‘‘should be 
persons known to have no political affiliations and who, while 
competent from their experience to form a sound opinion on the 
subject of the inquiry, would make recommendations unaffected by 
any ulterior considerations. For obvious reasons none of the members 
could be a past or present official of any of the services nor would a 
member of the Judiciary be appropriate.” The members of the 
committee, which soon became known as the Cuts Committee, were 

appointed under the warrant of the Minister for Finance on 20 
September 1932 and they held their first meeting on the following 

day. Their chairman was Philip O’Connell (a director of the Agricul- 
tural Credit Corporation and formerly of the Bank of Ireland) 

and the other members were Laurence Cuffe (a cattle salesman 
and a member of the Currency Commission), Donal O’Connor (a 
chartered accountant), G. Gordon Campbell and Edward Gallen 
(both farmers). 

Before proceeding to an analysis of the recommendations of the 
Cuts Committee, it would be as well to examine the kind of 

opposition which the proposal to cut civil service salaries had already
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provoked within the Department of Finance. On 11 June 1932 the 

Minister for Finance had been sent a memorandum signed by four 

officials, appointed, he was informed, “‘by our colleagues the higher 

officials in the Department of Finance to represent to you as political 

Head of the Department and Minister responsible for the admini- 

stration of the Civil Service as a whole our deep resentment at the 

injustice of the proposed cuts in salary and our grave concern at the 

consequences which will flow from such a step.”” This document is of 

particular historical interest for what it reveals of the Finance officials’ 

understanding of their function and role, first, within their own de- 

partment and, second, in relation to the civil service as a whole. 

The first objection was that 

. every civil servant on first entry or on transfer or promotion to a new 

post receives a definite undertaking that, subject to good behaviour and 

continuing good health, he will be remunerated on a specified scale. 

Reliance on this contractual arrangement is the very essence of the security 

which has always been the distinguishing mark of the civil service as a 

profession. The comparative freedom from personal or domestic financial 

worry due to the secured enjoyment of moderate remuneration has 

hitherto allowed the civil servant to devote the whole of his enthusiasm 

and energy to his profession. 

This situation would be radically altered if the proposed cuts were made 

effective. They constitute as clear a breach of the contractual relationship 

between the State and its officers as it is possible to conceive. Apart from 

this direct attack on the traditional security of the service and the 

immediate monetary loss, the threatened cuts involve a public degrada- 

tion in status, an impairment in prospects, and a diminution in pension and 

‘lump sum’ on retirement. 

The memorandum further objected to the fact that it was then 
proposed to make the cuts without “any form of public inquiry” at 
precisely the time when a government commission (the Brennan 
Commission) was “about to enter upon a comprehensive examination 
of the whole machinery of the civil service’. It argued that ‘‘adequate 
recognition has not been given to the substantial contributions to 
public funds which the civil service has already made (1) by periodical 
reductions in bonus in accordance with the fall in the cost of living 
figure, and (2) by all round reductions on promotion or new appoint- 
ment with the avowed object of bringing the inherited pre-Treaty 
scales into reasonable conformity with the resources of the State.’’ The
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memorandum then summed up the likely effects of the cuts upon the 
civil service: 

...the profession as we have known it would be radically altered. Its 

sense of security would be undermined, its permanency as a career would 

be jeopardised, experience gained in it instead of enduring as a valuable 

asset of the State, would tend to be regarded merely as a bridge for the 

individual to establish himself in another career. We fear that the cuts 

proposed, if persisted in, would do permanent and irreparable damage to 

the civil service as the loyal, trustworthy and impartial instrument it is, 
and should remain, for carrying out the policy of successive governments. 
The unfortunate precedent once created would expose the civil service to 

political exploitation in the future. It would deteriorate the morale of ex- 

isting officers constrained by circumstances to remain in the service and 

would adversely affect the type and quality of future entrants. 

But, still more interesting, was that section of the memorandum 
where the signatories listed their objections “as Officers of the Depart- 
ment of Finance’’. The ‘cuts’ proposal was not, they complained, 

_.. the treatment the staff is entitled to expect after ten years of activity of 

a constuctive as well as critical character. The Department which was 

only called into existence in 1922 has proved equal to all the demands 

made upon it in its close relations with the Legislature. It is the one 

Department in the State which has an intimate relationship with the work 

of all the others. That relationship constantly involves the settlement of 

difficult and contentious problems arising out of its function as the 

controlling authority on behalf of the Government. It has laboured 

ungrudgingly in the pioneer work of establishing financial control on 

behalf of the Dail and the Government of the day. Its members have been 

specially picked from the staff available at the establishment of Saorstat 

Eireann and since then from the best brains which public competition 

could draw from the universities and schools of the country. The struggle 

to keep public finances on a sound basis is severe and calls for the constant 

exercise of character, initiative and resource. It is in the interests of the 

State that the recognition due to that work should not be arbitrarily 

depreciated.” 

The scale of discontent among the officials of his own Department 

was clearly one of the reasons both for the Minister’s failure to make 

any progress with the proposals in the summer of 1932 and for his 

recommendation to set up the Cuts Committee. Finance's con- 

tinuing sensitivity about the issue is manifest in a minute from Boland 

to McElligott, a few days after the committee had held its first
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meeting, arguing that a Finance representative should be in attendance 

at all of the committee’s meetings when evidence was being given by 

heads of other departments; in the event, the necessity for such a 

precaution was removed when the committee decided not to take oral 

evidence but to invite written submissions.*” 

The committee presented its report on 26 October but it was signed 

by only three of the five members — both representatives of the 
farming community (Gallen and Campbell) choosing to present 
separate minority reports — thus frustrating Finance’s hopes that it be 

unanimous. What divided the committee, moreover, was precisely the 
demand for separate treatment of the civil servants in comparison with 

other sectors of the public service. The majority report recommended 
that cuts of 5 per cent be made in the pay of army officers with 
salaries in excess of £450 p.a. and of 24 per cent in the case of those 
with salaries between £280 and £450 p.a.; it was calculated that such 

cuts would represent a saving of £1,675 in the current year, ie., if 

operated from 1 November 1932 to the end of the financial year. It 
recommended that cuts at the same rates should be applied to the 

Garda Siochana, which would save £1,960 over the same five-month 

period. The majority report also advocated that all primary school 
teachers’ salaries over £250 p.a., in addition to all normal and special 

capitation grants to convent and monastery schools, should be cut by 
2+ per cent, thus saving £19,000 in the same period. 

All of these cuts were represented as “‘a partial adjustment of the 
remuneration to the current cost of living.” The case of the civil 
service, on the other hand, was represented as being “radically differ- 

ent because the variation in the cost of living has been reflected in the 

salaries, and by that means substantial contributions to national 
economy have already been made, and will, to a further degree, be 

made in the current financial year.”’ In the case of the civil service, 
therefore, it was proposed to reduce the cost of living bonus only to 
the point where £5,000 would be saved in the five-month period in 
question. 

The cost of living bonus was in any event adjustable in the light of 
fluctuations in the cost of living index, and this proposal to leave 
untouched the basic salaries of civil servants, while cutting the salaries 
of teachers, guards and army officers, was what split the committee. 
The majority report defended their proposal on such additional 
grounds as the argument that the higher paid civil servants were 
accountable for “most responsible duties, of a very varied nature,
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which demand the best brains that the country can supply” and the 
fact that large economies ‘“‘as compared with what the same staff 
would have cost in 1922” had already been effected; also that ‘‘the 
hours of work have been extended and annual leave curtailed.” But 
the sense of unease of even the signatories of the majority report about 
their proposal concerning the civil service is amply reflected in these, 
their concluding paragraphs on the subject: 

Our attention was directed to Article X of the Treaty, and to the fact that 
if many higher officials retired as a result of reductions in pay, the work 
of administration might be seriously disorganised, and heavy immediate 
expenditure incurred in the payment of retiring gratuities. Our conclusion 
as regards temporary reductions in the pay of the civil service is not 
affected by the existence of Article X, but it is undoubtedly a factor, not 
present in the other services, which must be considered in relation to any 
scheme for temporary reduction in salaries. 

Taking every consideration, so far as it was possible for us to examine 
the question in a very limited period, we do not think that the salaries at 
present paid to the Civil Service are out of accord with the existing 
standard of living in this country or that the Service has failed to produce 
its share of economies. In view, however, of the financial situation, and of 
the fact that it is proposed to effect reductions in the salaries of other 
public servants, we are of opinion that it would not be unreasonable to 
ask for a further contribution from the civil service. Any sacrifice should 
be small and related to the variable portion of the remuneration, leaving 
untouched the basic salaries, the contractual nature of which the service 
has repeatedly stressed in the memoranda submitted to us.*! 

Disagreement on these issues provoked not merely the two minority 
reports but also an addendum to the majority report from Laurence 
Cuffe. Cuffe disagreed with that paragraph of the majority report 
which stated “‘that all persons in State services with salaries of £250 
and under should be exempt from reduction” and contrasted their 

position with that of the agricultural labourer. “A country like ours,” 

he argued, “which is mainly agricultural undoubtedly must reduce ex- 
penditure on public services.” 

This was the argument which, much elaborated, lay at the heart of 

G. Gordon Campbell’s minority report (this was not incidentally, the 

same Gordon Campbell who was Secretary of the Department of 
Industry and Commerce until 1932). Campbell differed from the 

majority of the committee who believed “‘that present abnormal trade 

relations with Great Britain are only a passing phase’’ and that the
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situation should be treated ‘‘as it existed at the time the question of 

reducing salaries of public officials was first broached.’’ He 

interpreted the committee’s terms of reference as recognising ‘that the 

time had come when people in privileged positions were required to 

fit themselves to a condition of things more in keeping with the 

financial and economic conditions of the State’; he argued that the 

cuts recommended should not merely apply to the current year but 

that they should be repeated and increased “‘until the ratio between 

the pay of public servants and national income will more nearly 

coincide with that which existed when public salaries were fixed in 

1920 to 1924.” Campbell took particular exception to the fact that 

..+in this, as in most enquiries of a similar nature the dice were loaded 

against ‘the hewer of wood and the drawer of water”. An example of 

this is furnished by the fact that no witnesses were examined except the 

higher officials from the Departments concerned, and, needless to say, 

they did not agree that the situation called for drastic reductions. Again, 
interested persons were invited to submit written statements setting out 

why reductions should not take place, but no invitation was issued to 

interested persons or organisations to send in written statements setting out 

reasons why they were not equal to the financial strain of a service which, 
in regard to its cost, is a legacy from a period of very different monetary 
values. 

No less than forty statements were submitted by organisations and 
persons containing arguments against reductions. Some of them contained 

suggestions which all fair minded men must resent. It was stated that 

reductions in pay would lower the morale of the services, that there 
would be discontent and that there would be loss of efficiency. These 
veiled threats come badly from a section that has not yet partaken of the 

nauseous draught of an income so diminished that the ordinary comforts 
of life are not now accessible. The obvious answer, and I am expected to 

give it on behalf of the people I represent, is that even at the reduced rate 
there are many competent people who would gladly exchange places with 
public servants for the next ten years. The discontented State Servant 
would derive much benefit from a sojourn in the beet fields of Leinster, 
the cow pastures of the Kerry hills, or turf banks of the Bog of Allen for 
£1 per week. 

Campbell believed that his arguments were particularly applicable 
to civil, as opposed to other public, servants and he felt that “the State 
and all concerned must prepare for a substantial all round reduction in 
the cost of both Central and Local Government’’, although he ad-
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mitted that this latter proposal might be outside the committee’s terms 
of reference: 

. there is no longer justification for present costly services. Having 
regard to the impoverished condition of the whole rural community, 
farmer, farm labourer, professional man and shop keeper, it is the essence 
of foolishness to think the present system can be maintained. An 
impoverished country with such an elaborate Governmental machine is 
best likened to a Tin-Lizzie fitted with a Rolls-Royce eight cylinder 
engine.” 

The second minority report, Edward Gallen’s, was avowedly “‘in 

substantial agreement’’ with Campbell’s. Gallen quoted Pope Pius XI, 
a former President of Maynooth College, and the Labour Party hand- 
book in support of his contention that “‘the real fomentors of revolu- 

tion and architects of anarchy are to be found in the counting-houses. 

His report is of particular interest in two respects. First, for his rejec- 

tion of the argument that cuts in civil service salaries might lead to 

large-scale retirements of high-ranking officers under Article 10 of the 

Treaty since it was “not beyond the competence of Government to 

take appropriate steps by legislation if necessary to ensure that no un- 

due burdens will be placed on the State in the event of an exodus.” 

This, of course, was how the previous government had responded to 

Joseph Brennan’s resignation when they subsequently denied civil ser- 
vants the right to retire under Article 10 because of the 1922 change of 

government, although retirement under Article 10 owing to worsened 

conditions of service (what was now at issue) was still possible. Se- 

cond, for his equally hostile reaction to “the note [which] was per- 

sistently sounded that any reductions in salaries would lead to slacking, 

inefficiency and disloyalty.” Gallen singled out a statement made to 

the committee by William O’Brien, the Secretary of the Department 

of Finance under the Provisional Government and then chairman of 

the Revenue Commissioners to the effect “that ‘not only would there 

be no gain to the Exchequer but as a result of losing some of the best 

men at the top and in consequence of discontent in the service general- 

ly it is possible that the revenue for 1932-33 might fall short by a mil- 

lion pounds — it would almost certainly fall short by half a million 

pounds’.”” Gallen regarded this as particularly objectionable since it 

was ‘‘a hasty and imprudent presumption” and he argued that “honest 

service conditioned solely by monetary considerations regardless of 

moral obligations and a sense of duty is not much of an asset.’””’ 

”
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Finance reacted fiercely against the criticisms embodied in the 
minority reports. Gallen’s report, minuted Boland, was “not argued 

on the evidence given to the committee, but mainly on general 
theories of Christian Socialism ... everything is wrong in the 
country except in regard to the farmers and labourers”’; the report, he 

wrote, contributed nothing “material to the problem awaiting 

solution.” McElligott was even more trenchant: “in a long ex- 
perience of committees and commissions’, he wrote, ‘I have never 
seen a report so ill-informed, so obviously biased, so political in 
character and so entirely lacking in that sense of responsibility which 
should characterise the utterances of a person charged with the 
conduct of an important public inquiry of this kind.”*> Campbell’s 
report provoked similar, if less vitriolic, criticism and was rejected as 
being merely the opinion of one who saw himself as representing the 
farming community; it contained little, a Finance memorandum 
argued, “to show that the mind of the writer was in any way 
influenced by the evidence put before the committee” and it bore the 
marks “‘of what seem to have been strong pre-conceived ideas 
regarding what is described as the privileged position of civil ser- 
vanits, <— 

Nor, for quite different reasons, were Finance particularly impressed 
with the majority report; they calculated that, of the £250,000. in 
savings sought by the Minister in his budget speech, the five months’ 
proportion attributable to the public service cuts “should be £83,000. 
The saving of £28,000 estimated to result from the recommendations 
in the majority report (which would be reduced by income tax and 
by any compensation payable to civil servants under Article X of the 
Treaty to about £20,000) is plainly inadequate on that basis and in 
any case hardly worth consideration as a contribution to the financial 
needs of the year.” Finance also pointed out that “the reductions 
recommended in any of the reports would affect little more than 9,100 
out of the 47,487 serving [in the public service] and would operate 
on approximately only £3,500,000 of the total salary bill of 
£9,035,000."" Finance also argued that it was “unsound”? that any 
distinction should be drawn between higher and lower ranks in the 
service in making reductions; “it would create anomalies and discon- 
tents, to the detriment of efficiency. If reductions have to be made a 
Hat rate cut over all grades of all services would be the simplest course 
from an administrative point of view and, in the long run, probably 
the most acceptable to the services.’37
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Finance then went on to make their own “constructive suggestions 
for temporary reductions, as from the 1st November, 1932, in lieu of 

those recommended by the Committee.” These suggestions, they de- 
clared, were “‘largely based on two points emphasised in the Majority 

Report, viz. the adequacy of the reductions suffered and to be suffered 

by the civil service in virtue of the periodic revision of the bonus, and 
the equity of imposing on the other services reductions which would 
in some measure reflect the fall in the cost of living since 1924.”’ They 
accordingly proposed the following cuts, applicable to all grades: 5 per 
cent in the army and Garda Siochana (twice the rate recommended 
by the majority report for salaries between £250 and £480) and 10 
per cent for primary teachers (four times the rate recommended by 
the majority report for salaries over £250). The cuts proposed in 

other civil service salaries were comparatively smaller than those 

proposed for all other public servants. 
The Department, in short, proposed that the necessary savings over 

a full year should be made from all sectors of the public service other 

than the civil service; their scheme involved a three-fold increase in 

the cuts to be demanded of the teachers, a thirty-fold increase for the 

Garda Siochana and an eleven-fold increase for the Army. On the 

other hand, and in striking contrast, Finance proposed no increase 

whatever in what was to be demanded of the civil service. “‘It is not 

unlikely”, minuted H. P. Boland when the “Cuts’’” Committee’s re- 

ports first became available, “that rather difficult and delicate con- 

siderations will govern the decisions to be taken”; and his view was 

borne out by the government’s hesitancy in reaching a decision when, 

as the Minister for Finance himself admitted, they had before them 

“four separate recommendations, or, indeed, five, if Mr Cufte’s 

difference from the Majority on an important point is taken into 

account.’”8 
But Finance’s plea for “an early decision” in their memorandum of 

mid-December 1932 to the Executive Council was in vain. Powerful 

political pressure surfaced when William Norton, the Labour Party 

leader, warned de Valera that his party would vote against the cuts in 

the Dail. Faced with this threat to his parliamentary majority de 

Valera, after consulting Lemass, called a snap general election which 

rid him of the necessity of depending on Labour votes.” Only after 

the election, at a cabinet meeting on 14 February 1933, did the 

government finally arrive at a complex seven-point decision on the 

cuts issue.*°
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The first two points, on the question of civil service pay, asked for 

further figures from the Minister for Finance based on cuts in civil 

service salaries on a sliding scale beginning at 3 per cent on salaries of 

£220 per annum and rising to 12} per cent and exempted salaries of 
under £220 and, “‘in the case of salaries exceeding that figure, the first 

£,220 plus bonus” from reduction. The second point was a concession 
to Finance’s view as elaborated in a further memorandum sent to the 

Executive Council the previous day; but other Finance recommenda- 

tions in that same memorandum were rejected — most significantly, 

that based upon the Minister being “‘strongly of opinion that the 
maximum reduction including the ‘cut’ due to the bonus fall should 
not exceed 10 per cent of the total inclusive salary” for even the most 
high-ranking civil servants.*! 

The cabinet also rejected Finance’s recommendations for the other 
sectors of the public service. National teachers’ salaries were to be cut, 
not by 10 per cent as Finance had recommended for all such salaries, 
but on a sliding scale ranging from 4 to 10 per cent Finance’s recom- 
mendation for the Garda Siochana and the army were rejected out- 
right, the Minister for Finance being asked to “‘revise’’ the scale of 
cuts and to “‘submit the revised scale for the consideration of the 
Cabinet”’, subject to the further proviso that there should be no re- 
duction whatever in the pay of army privates. The Minister was also 
asked to consider 

... the advisability, in the case of public servants who retire during the 
period that the reduced scales of remuneration remain in force, of cal- 
culating their pensions on the reduced salaries: pensions in such cases to be 
increased when salaries revert to the present scales. 

The cabinet’s final decision was that the cuts would be enforced for 
the financial year 1933-34 and for that year only, “unless a decision to 
continue them is previously made’’. 

But Finance continued to press for their own plan — or for some- 
thing closely resembling it — notwithstanding its apparently definite 
rejection by the government. At the same time that the tables on civil 
service pay requested by the cabinet were circulated by the Depart- 
ment, another, unsolicited, Finance memorandum was also drawn up 
and sent to the Minister by H. P. Boland. This contrasted ‘‘the salaries 
now paid to permanent Heads of Departments in the Free State as 
compared with the salaries paid to their predecessors by the British 
where corresponding Departments formerly existed.” It showed, for
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example, that where the Secretaries of Agriculture and of Local 
Government were now paid £1,200 a year, their predecessors had 
been paid £1,800, and gave figures for lower grades which illustrated 
the point that “all over the Service similar reductions have been 
taking place, the general effect of which has been a steady reduction 
in the pay fixed before 1924.’ 

Finance won their point when, on 17 February, the cabinet res- 
cinded its decision of three days earlier on civil service pay. It instead 
decided “that reductions should be made by way of a percentage 
decrease in each case on the total actual present salary inclusive of 
bonus’’ in accordance with a table — the details of which were also 
decided upon by the cabinet — of cuts ranging from 1 per cent ona 
salary of £320 to 10 per cent ona salary of £1,650.*? There the matter 
finally rested, save for some minor amendments concerning the 
manner in which the cuts could be best implemented. Nor were 
the cuts renewed for the following year, 1934-35, because — as 
McElligott reported to a meeting of heads of Departments on 24 May 
1934 — of “representations [which] had been made by the Depart- 
ment of Finance to the Executive Council as to the loss in efficiency 
due to the retirement under Article 10 of ‘key-men’ and that the cost 
of compensation had outweighed any economies effected directly by 
the ‘cuts’”” — 107 officials retired owing to worsened conditions of 
service in 1933-34 compared with a mere seventeen who had done so 
in’ 1922-32." 

The “‘cuts” controversy of 1932-33 is an episode of especial interest 
to the historian of the Department of Finance, first, because of when 

and, second, because of why it occurret. The world-wide economic 

depression precipitated by the events of 1929-30 was in itself sufficient 

to produce an economic and financial c ‘sis without parallel since the 
birth of the Free State. This in turn calle into question for the first 
time some of the basic assumptions governing not merely Finance’s 

policies over the past decade but the very nature of the relationship 

between the public service and the community as a whole. In the Irish 

experience, moreover, this general economic crisis of confidence co- 

incided with the first change in political leadership in the history of 

the state. Although the more apocalyptic apprehensions of public 

servants were dispelled in the first days of the new administration, it 

was hardly surprising that a sense of being in some way politically 
suspect to the new government should have endured even among the 

the more junior officials in Finance for twelve months or so.** It is
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only against this background of coincident crises that we can properly 

appreciate the tenacity and vigour with which Finance led the fight 

against major cuts in civil servants’ pay. What was at stake was not 

just money or status — in the sense in which this is manifestly at issue 

in the Finance officials’ memorandum of 11 June 1932; also involved 

were questions of the relationship between civil servants and other 

public servants and, most important of all, the relationship between 
civil service and government. The demands for more drastic cuts in 

civil servants’ pay, as voiced by the President and in the minority 

reports of the “Cuts’? Committee, were seen by Finance as being 
politically (rather than financially or economically) motivated and as 
striking at the very foundations of the system of administration which 

the Department had been largely responsible for inaugurating in 
1922-23 and for defending ever since. What is historically significant 

about the outcome of the “cuts” controversy is not the relatively 

minor and temporary change it caused, but Finance’s successful resis- 

tance to much more sweeping changes at a time which seemed so con- 

ducive to change. 

Ill: The Brennan Commission 

The successful defence of the status quo similarly characterised 

Finance’s reaction to the proposal to set up a commission of inquiry 

into the civil service — the commission commonly known, and 
henceforth here described, as the Brennan Commission — which 

also had its origins in the seventh point of Fianna Fail’s nine-point 
manifesto for the 1932 election, committing the party to some such 

investigation in the event of their entering government. H. P. 

Boland’s initial memorandum to MacEntee, “‘in accordance with [his] 

verbal request’, was sent as early as 1 April 1932 and circulated to 
the Executive Council three days later.*° This memorandum pointed 
out that there had been no such inquiry into the civil service since 
1921 when “‘the British regraded the whole of the Clerical, Admini- 
strative, and other staffs in the civil service. In Ireland this change was 
carried through hurriedly to ensure completion before the change of 
government. Since then many old Departments and Branches have 
been amalgamated or re-organised. Entirely new Departments and 
Branches have been created.’’ Since then also, there had been 
numerous changes in recruitment, pay, promotional procedures, 
hours of duty and other matters relating to conditions in the civil
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service. The British government, moreover, the memorandum also 
pointed out, “have found it necessary at intervals of about twenty to 
twenty-five years to have an inquiry into all current problems of the 
civil service by means of Royal Commission.” The last such com- 
mission had been appointed in 1929, but there had been no similar 
inquiry in Ireland since the Royal Commission of 1912-15, ‘though 
the staff organisations have endeavoured to bring such an inquiry 
about”’. 

These, then, were the main reasons why the Minister for Finance 
now recommended the appointment of such a commission to the 
Executive Council. The commission’s terms of reference, as first 
approved by the cabinet on 12 April 1932, were, verbatim, what 
Boland had put up to MacEntee: 

To inquire into and report on the recruitment and organisation of the 

civil service with special reference to the arrangements for ensuring ef- 

ficiency in working; the general standard of remuneration of civil servants; 

the age of retirement from the service; and the machinery for discussion 

and settlement of questions relating to pay and other conditions of 
service.*’ 

Although this last clause was subsequently amended at MacEntee’s 

insistence, ‘in view of the pledges publicly given during the recent 

general election, which conveyed an unqualified intention to establish 

an Arbitration Board to deal with the grievances of the service’’,** the 

finally agreed terms of reference were essentially those proposed by 
Finance rather than as promised by Fianna Fail.*” The appointment of 
Joseph Brennan as the commission’s chairman ensured from the outset 
the improbability of the commission’s conducting its proceedings or 
producing a report that Finance would find unacceptable. Indeed, it is 
interesting to note that Finance’s proposal to the cabinet that he be 
appointed chairman is the solitary instance in respect of the commis- 
sion’s personnel in which no alternative name was proffered. 

Brennan’s appointment, the Finance memorandum suggested, “would 

command the confidence of the civil service and also the public”; 

there was, and is, no real necessity to add that he also commanded 
both the confidence and affection of the officials of Finance whom he 

had led for much of the twenties.*° 
Brennan’s appointment was of crucial importance when the ques- 

tion of whether financial control, and related issues concerning 

Finance’s relationship with other government departments, came
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before the commission. This came to a head when H. P. Boland was 

about to give evidence to the commission and when one of its 

members — Senator Thomas Johnson, the Labour Party leader — 

gave him notice that he proposed to question him, subject to 
Brennan’s agreement as chairman, 

. on the two following points:— 

1. Why the Establishment Division should be under the Minister for 

Finance rather than under some other Department or authority, the 

suggestion being that, from the point of view of staffs, it might be 

more satisfactory that establishment matters should not be under the 

direct control of the Minister responsible for expenditure; and 

2. Whether, in our departmental view, it is possible to make further 

provision to obviate delays that arise in giving Finance decisions on 

matters submitted by other Departments.*! 

Boland replied that he was willing to answer such questions — “‘if 

the Chairman thought it proper that questions on these matters 

should be put’? — and he subsequently spoke to Brennan, who told 

him 

. that the Commission have already considered whether it is proper 
for them to take evidence and go into the question of the allocation of 

functions as between Departments and, in particular as regards the 

Department of Finance, whether it is desirable or necessary that the 

Department of Finance should have control where questions of expen- 
diture arise, and that it has been decided that once a line of inquiry 

reaches the point where the view would be expressed by a witness that 
financial control was involved he [the Chairman] would disallow further 

questions. 

Boland, however, pointed out to Brennan “‘that English Commis- 
sions of Inquiry have always gone more or less into the questions of 
Treasury control in regard to establishments’’, and he felt that “ to 

shut down the subject altogether would give the appearance of ap- 
plying the closure unreasonably and such action would probably 
have the result of intensifying the desire for investigation of this 
aspect of Service matters and might also give the more extreme 
element in the staff organisations a colourable case for complaint.” It 
was for these reasons that Brennan and Boland agreed that “‘the best 
course’ would be that “evidence might be allowed up to a point, ie.,
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where the subject began to merge into questions of the Minister for 
Finance having control of expenditure”, when Brennan “would stop 
any further discussion.’’> 

Other aspects of the history of the Brennan Commission pertain- 
ing to Finance’s relations with other government departments, and to 
their overall responsibility for the control of the civil service, are dis- 
cussed elsewhere in this work.>> This particular episode is here singled 
out for what it shows of Finance’s anxiety that such fundamental 
principles of the existing administrative structure as financial control 
might be called into question. In Finance’s eyes — as we can clearly 
see from the terms of reference — it was no part of the Commis- 
sion’s task to overthrow or undermine the existing system which they 
had been appointed merely to improve. That this was accepted by the 
Commission was spelt out in their final majority report. “The general 
scope of our task’’, it stated, 

is affected by an important preliminary consideration on which it is 
necessary to make some comment. According to our interpretation of 
the terms of reference we are called upon not to frame ab initio an 
organisation for the Civil Service but to inquire into an existing 
organisation. The Civil Service as it exists is not a body assembled at 
haphazard which functions without reference to any accepted principle 
of co-ordination. It is, on the contrary, in a highly organised condition 
which has been developed gradually from one stage to another over a 
long period of time in the light of lessons derived from practical exper- 
ience. In such circumstances we feel that our investigation must accept 
the established position as a starting point and that its subsequent 
direction must be determined chiefly by the extent to which we have 
evidence of definite shortcomings, especially as regards efficiency, which 
appear to demand some measure of reform.™ 

Given such a starting-point, based upon the supposition that more 
was right with the system than was wrong with it, it was foreseeable 

that the Commission was unlikely to recommend any notable dimin- 
ution of Finance’s powers. There was “no evidence from the outside 

public as to any practical need for reorganisation” and any such sug- 
gestions from inside the civil service were “somewhat limited’”’, re- 

corded the summary of the Commission’s majority report, which 

Finance prepared for the Executive Council. The Commission had 

therefore reported 

... on the Service as they find it, dealing with any definite suggestion for 
change. The Civil Service must be treated as a unit. Coherent if not
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uniform practice must prevail in all Departments. Uniformity is ensured 

by the control of Service matters by one Minister. That this is the 

Minister for Finance is due to the fact that most administrative problems 

about the employment of civil servants have financial implications. The 

Minister has to deal with all Departments and must treat like cases in 

like manner. His control secures flexibility and uniformity in promotions 

and transfers. . . 

Even if a Minister other than Finance [sic] were to control the Service 

he would have still to submit proposals involving expenditure to the 

Minister for Finance. There would be a duplication of controlling staff. 

Any advantage would outweigh the obvious disadvantages. Financial 

control of spending services by the Minister for Finance is a reason why 
he should control the Civil Service.* 

So, in the case of the Brennan Commission, just as in the “cuts”’ 

controversy, what did not happen was more important than what 

happened, although here too the demand for more radical changes 
did not go unvoiced. One of the members of the Commission, Luke 

J. Duffy, did not share his colleagues’ view, “that it is inevitable that 

there should be acceptance of the general organisation and procedure 

of the civil service as it has hitherto existed.” Duffy’s minority report 

was based largely upon the point, noted the Finance memorandum, 

that “he emphatically dissents from acceptance of the present posi- 
tion of the Service as the basis of the [majority] report” because, 
in particular, the Department of Finance “‘exercises an influence with 

which the writer does not agree.’’*° Duffy’s views on what he saw as 

Finance’s baleful influence must later be examined in more detail in 

so far as they provide us with a concise and concrete expression of 
many of the resentments inspired by Finance in other quarters. But 
for the moment it is sufficient to note that his views went unheeded, if 
not unheard: his minority report no more provided a basis for future 
legislation than the reports of those who had found themselves in a 
minority on the “cuts” committee. 

IV: The Impact of the Economic War 

The deterioration in Anglo-Irish financial relations which led to the 
economic war of 1932-38, forms the subject of the next chapter. But 
the impact of the economic war extended far beyond the realm of 
Anglo-Irish relations and some of the other problems it posed for the 
Department of Finance deserve attention.
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The Proposed Board for External Trade 

During the nineteen thirties, the new and very active Minister for 
Industry and Commerce, Sean Lemass, advanced a succession of 
proposals which touched upon the general direction of the state’s 
economic policies and upon the Department of Finance’s control — 
hitherto rarely challenged — of those policies. On 1 November 1932, 
for example, in a “‘strictly confidential” memorandum to the 
Executive Council, Lemass took up the problem of the rapid deter- 
ioration in the balance of trade. “During the two months for which 
figures are available (August and September) since the commence- 
ment of the ‘economic war’”’, noted Lemass, “the adverse trade 
balance was almost doubled as compared with last year and ex- 
ceeded 93 per cent of the value of total exports.’’ While he admitted 
that the export bounties since imposed might do something to 
remedy this situation, he saw it as “obvious that the position is and 
will remain one of great seriousness’” — and grave enough to 

demand a drastic and novel response from the government. Lemass 

therefore proposed that 

(i) a special organisation be established to regulate external trade under 
a Board of three persons to be appointed by the Executive Council 

and to be known as the Board for External Trade. 

(ii) The Board to act, in all matters of policy, subject to the Minister for 
Industry and Commerce who shall consult the Minister for Agri- 

culture where agricultural interests are involved.*’ 

Lemass’s memorandum proposed that this board be empowered to 

impose import quotas and export bounties on a large variety of listed 

goods, and that it became a permanent organisation to be continued 

irrespective of the outcome of our dispute with Great Britain. 

The proposal had the most far-reaching implications for Finance. It 

would have necessitated a permanent shift in the balance of power 

between government departments, much larger powers being de- 

volved upon Industry and Commerce (and, to a lesser extent, Agri- 

culture) at Finance’s expense. These considerations must have loomed 

large in McElligott’s mind when he produced his own memo- 

randum replying to Industry and Commerce’s proposals and declar- 

ing that such a “drastic proposal” was not justified by the “present 

adverse balance of trade’, which he saw as “neither exceptionally 

bad” nor as showing “‘any tendency to grow worse’’. McElligott 

argued that the balance of payments figures were more important
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than those for the balance of trade and, while accurate figures were 

not yet obtainable, 

_... up to a short time ago we had no adverse balance of payments at all, 

and if one has since developed it is solely due to the abnormal economic 

situation now existing. 

Furthermore, an adverse balance of trade or payments is a symptom 

of some deep-rooted changes in the national economy and is not in itself 
necessarily an alarming factor ... At the present time I am satisfied that 
any adverse balance of payments which may exist is due to the 
Economic War and to the general economic depression throughout the 
world. But in any event it is a symptom of disease, and to cure it by a 
drastic limitation of imports and an artificial stimulation of exports will 
do nothing to remove the underlying causes and may only do harm by 
diverting attention from them.* 

We can here detect a difference of opinion which frequently recurs 
throughout the thirties in the debate on the broad outlines of econo- 
mic and fiscal policy: Finance (and, in particular, McElligott) arguing 
that the country’s worst problems were essentially the result of the 
Economic War and were, they hoped, temporary; Industry and 
Commerce pressing for a more permanent and comprehensive solu- 
tion, reflecting the strongly protectionist views of its Minister who, as 
early as 1928, had committed himself to the policy 

. that Ireland can be made a self-contained unit, providing all the 
necessities of living in adequate quantities for the people residing in the 
island at the moment and probably for a much larger number ... Until 
we get a definite national policy decided on in favour of industrial and 
agricultural protection and an executive in office prepared to enforce that 
policy, it is useless to hope for results.° 

The nature of the difference was more sharply delineated as a 
result of a further memorandum prepared by Lemass for de Valera, 
which Lemass himself acknowledged as “revolutionary in character”’ 
and as aimed at “national re-organisation”. The memorandum was 
based on the premise that the country was “facing a crisis as grave 
as that of 1847” — that the government’s “present efforts [were] 
totally inadequate to cope with it’? — and upon 

. the assumption that a settlement of the British dispute cannot be 
achieved and that, consequently, the British duties on our products will 
remain. We must plan on this basis. If, on reviewing the situation in the 
light of this assumption, we decided that it is possible to provide in
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reasonable measure for the needs of our people and determine the 
necessary line of action, we can face the future without worry. If we 
decide otherwise, and are satisfied also that a settlement with Britain is 
essential to prevent intolerable hardship here, then I think we must seek 

such settlement on the best terms possible.* 

Lemass diagnosed the cause of the worst of the country’s econ- 
omic and financial ills as “the recent catastrophic fall in agricul- 

tural prices [which] has placed most if not all of our staple pro- 
ducts in the position that it no longer pays to produce them ... the 
costs of production on the average farm are higher than the pre- 
vailing prices.’’ The export bounties, Lemass continued, had gone 

some way to remedying this position but ““even with the bounties the 
prevailing prices in the Free State are below production costs.”” Such 

an acute agricultural crisis coupled with the unfavourable trade bal- 

ance and with an unemployment figure running at 100,000 which, 

‘on the basis of present consumption in the Saorstat, the fullest pos- 

sible industrial development here could not absorb . . . without an ex- 

port market’’, combined to produce what Lemass described as *‘a very 

black picture” in which, he argued, there was nothing he could 

change. 

The situation is black. It is, to say the least, doubtful if we are in a 

position to maintain the ‘economic war’. It is equally doubtful if the 

termination of the ‘economic war’ will alone greatly improve our 

position. We have reached the point where a collapse of our economic 

system is in sight. By a collapse, I mean famine conditions for a large 

number of our people. You will ask how there can be famine in a country 

which produces more food than it can consume. Famine can come not 

because our farmers cannot but because they will not continue to 

produce food. The stoppage of exports should mean cheaper food for 

our own people but cheaper food means still lower prices for the 

farmers.°! 

So bleak a prophecy demanded as bleak a prescription and 

Lemass’s proposals were all of that, even to the point where he 

himself admitted that they might prove unattainable since they 

“would certainly require dictatorial powers for their execution. The 

proposals, of considerable intrinsic interest, provoked a series of 

detailed observations by McElligott for his own Minister which shed 

much light upon the Finance attitude towards many of the major 

problems of the thirties.
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Lemass’s proposals were: 

(1) The reduction of agricultural production to the amount required to 

supply ... our own people, plus the exports which can be profitably 

maintained, or exports deliberately undertaken at a loss to pay for 

essential imports, the loss being borne by the whole community. 

(2) The taking off the land of all persons not required for above. 

(3) A scheme which will permit of our own people being able to buy all 

the farm produce they need at prices which will pay costs of produc- 

tion and give farmers a reasonable profit. 

(4) Employment on public works for all unemployed persons pending 

‘their absorption in industry (a) supplying home requirements, (b) 

supplying any (if any) export markets secured. 

(5) Facilities to expedite industrial development. 

(6) Drastic restriction of imports to essential commodities and the pur- 

chase of these essential commodities at the lowest possible price.° 

McElligott strongly opposed these proposals. ““Though the export of 
agricultural produce may result in a loss to the State if subsidies are 

paid and may result in a loss on paper if subsidies are not paid’’, he 

minuted for MacEntee, 

there is undoubtedly a national gain. It is unquestionably better for 

people to be employed at working wage levels and for the fullest advan- 

tage to be taken of our natural agricultural resources than that people 

should be maintained in idleness and lands and farms allowed to become 

derelict. | question if the Executive Council would be able to detend such 

a policy of retrogression. In my opinion the increase of our production 

during the present period can be relied upon to bring its own advantages 

in more normal times while a reduction of agricultural production will be 

a loss which it will take a generation to make good. I could not agree to 

the suggestion that all persons not required for production at a profit 

should be taken off the land and should be employed on public works. I 

do not subscribe to the view that even in normal times there are too 

many of our nationals trying to secure a livelihood out of agricultural 
production. To withdraw them from such production in which they have 

experience, and to maintain them in idleness pending their absorption at 

some distant date in industry is, in my opinion, a wholly indefensible 
policy to adopt.°? 

McElligott was equally critical of Lemass’s proposals to establish
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“agricultural marketing” and “industrial marketing” organisations 
because he felt that the “objects in these proposals can be secured by 
the existing Departmental organisations” and he also opposed the 
suggested “‘termination of all bounties on agricultural exports and the 
adoption of a scheme for subsidising the reduction of the prices of 
agricultural produce on the home market”, on the grounds that this 
would “completely disorganise our trade and lose us such foreign 
markets as we have’’. McElligott was also ‘‘at a loss to understand 
what useful purpose would be served” by other radical changes pro- 
posed by Lemass — that ‘‘a State bank ... be established and 
currency . . . divorced from sterling”; while he accepted that “‘there is 
undoubtedly a danger that if a flight of capital from the Saorstat 
should begin we would be forced off the sterling standard’, he 
thought this “‘a contingency to be prevented if possible and not to be 
assisted’’. He opposed, too, a proposal that land annuities be 
completely abolished. 

In sum, then, McElligott backed only two of the ten specific 
proposals advanced by Lemass: first, that the emergency duties be 
abolished; second, and very predictably, that public expenditure be 

reduced “‘in every possible direction, including education, etc.’** In 

addition he made two general, more fundamental criticisms of the 
proposals on the grounds that “they over-estimated the willingness 
of the public to endow the Executive Council with the necessary 

powers and ... ignore the parliamentary difficulties in passing legis- 

lation’; and that they were “‘inclined to assume that the problem is 

solved when a separate organisation has been created to deal with 

it.’ It was Finance’s experience, wrote McElligott, “that the creation 

of separate organisations involved difficulties with personnel and of 

policy and is inevitably the cause of delay.’’®° 
Nevertheless McElligott was in “general agreement’’about the 

gravity of the crisis and, like Lemass, accepted that there was no way 

in which it could be immediately resolved. He seized, however, upon 
the only alternative offered by Lemass to his projected national re- 

organisation: that the government “should endeavour to get a secure 

market for agricultural exports in Britain by the negotiation of a 

trade treaty following a removal of the causes of the present dispute 

... postponing the ‘Annuities War’’’, as Lemass had written, “until 

we are in a better position to fight it.” While McElligott admitted the 

probability “that the end of the economic war would not alone 

greatly improve the position”’, such a development would, he thought,
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“lead to a revival in public confidence and enterprise and would give 

us a surer foundation on which to build our plans.’’® 

Lemass elaborated upon his plan for unemployment relief in a 

further memorandum to de Valera a week later. Here he made “two 

definite proposals’: first, that legislation be enacted to deprive land- 

lords of the right to ejectment orders of the bona-fide unemployed for 

non-payment of rent in cases where the family income did not exceed 

a specified limit; and, second, that all the unemployed oyer eighteen 

years of age should receive a weekly payment, subject only to a 

means test similar to that in force for the Old Age Pensions Act. The 

latter scheme, Lemass calculated, would cost £14 m. a year on the 

basis of the existing unemployment figures, and he proposed to raise 

the money by increasing the urban and county council rates (to yield 

£575,000 a year), by increasing the unemployment insurance contri- 

bution (£250,000) and by making a state contribution (£325,000).°’ 
McElligott’s response — which took the form of a minute to 

MacEntee, who had asked for his “immediate observations” before 

the matter came to the Executive Council®’ — is significant for what 

it tells us of the principles which, he believed, at a time of such acute 

economic depression, should inform financial policy in this critical 

area. He argued that “‘the time has come not to extend the system of 
public works for the relief of unemployment but to reduce it drasti- 

cally” and listed the following objections to Lemass’s proposal: 

(a) That it involves recognition of the principle that the State must 
provide work. The furthest the State ought to go is to provide main- 

tenance in the event of no ordinary productive work being available 

and this ... is already done. 
(b) That it achieves little to reduce the amount of unemployment exis- 

ting. 

(c) That it involves heavy local indebtedness. Local authorities, unlike 
the State, do not provide for unemployment relief work out of their 
taxes but by borrowing. 

(d) That it results in the creation of either useless or objectionable public 
works of all types, some of which, e.g. roads and drainage schemes, 
involved additional expenditure on maintenance in the future. 

(c) That it renders it extremely difficult for the Department of Finance to 
control expenditure, the final controlling argument that there is no 
money available being ruled out. 

(f) That it diverts the energies of public departments from their proper 
task and encourages them to adopt misleading standards of value 
regarding public moneys. . . .
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It was cheaper, concluded McElligott, “‘to maintain somebody out 
of work than to maintain him in work when the work itself has no 
ultimate economic value. There is, thus, some national gain when a 
farm labourer is employed in agriculture (even when agricultural 
prices are unprofitable) rather than maintained in a County Home, 
but there is a national loss if he is employed in making roads in a 
country which has already too many roads rather than maintained in 
a County Home.” But if McElligott’s arguments on this point were 
in vain — “the Unemployment Assistance Act of 1933 extended 
assistance to persons who had never been employed or gainfully 
occupied ... as well as to a numerous class of persons who were 
working on their own account ... and would not otherwise be 
regarded as unemployed according to the accepted meaning of the 
term’’”? — the same was not true of the wider debate about economic 
policy. 

What, then, of the fate of Lemass’s revolutionary proposals on this 
question? His memorandum of 1 November proved remarkable not 
least in that it provoked the nearest thing to a ministerial disagree- 
ment on a major issue recorded in the Fianna Fail cabinet minutes of 
the thirties — minutes which nowhere explicitly record differences of 
opinion within the cabinet. The minutes of the cabinet meeting of 5 

December 1932, however, record that Lemass’s “‘suggestion for the 
quantitative restriction of imports was not approved” and that “he 

withdrew the suggestions for the abolition of emergency import 
duties and land purchase annuities.’’ Consideration of other of his 

proposals was postponed at another cabinet meeting on 9 December 
but the minutes give no indication that they were ever subsequently 
discussed, at least in their original form.” 

Industrial Credit and the Trade Loans Guarantee System 

One proposal contained in Lemass’s seminal memorandum of 1 

November which did come to fruition, however, was the establish- 

ment of “a State Industrial Credit Organisation, empowered to 

invest in shares of industrial undertakings, to make loans, etc. under 

the supervision of the Minister for Industry and Commerce.” 

This proposal had originated with J. P. Colbert, the chairman of 

the Agricultural Credit Corporation, who prepared a “note on 

industrial financing” in May 1932, a précis of which was sent by de 

Valera to Finance in mid-August. It was early September, however, 

before Finance received the complete text of the document from
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Industry and Commerce, to whom it had been sent originally.” 

Colbert’s memorandum pointed out that there was “no regular 

machinery for intermediate and long-term industrial financing in 

Ireland. If capital for a new venture cannot be raised privately, it has 

to fall through, possibly leaving the opportunity to be picked up by 

Cross-Channel businesses.” He argued that since “in Ireland neither 

the English nor the Continental systems’ (which he briefly sum- 
marised) “‘have so far been developed for industrial financing’, it was 
now “necessary to establish some machinery outside the ordinary 
banking system.” Colbert suggested that perhaps the best solution 

might be to extend the scope of the Agricultural Credit Corporation 
“to cover industry as well as agriculture” since “75 per cent of the 

problem in each case would be identical — ... raising money from 
the public on economic terms’’; although his scheme would neces- 

sitate the setting-up of a new institution, he saw no need for two 

separate institutions. 

McElligott’s initial reaction to Colbert’s memorandum is again 
indicative of his marked reluctance to support new initiatives in the 

prevailing financial and economic climate. He felt that there was 
already “plenty of credit available” and that there should be more 
evidence of “conditions of public confidence”’ before any such enter- 
prise should be launched; in any event he thought a “‘new institution 
superfluous [and the] need for it not proven.’ He elaborated these 
points in a memorandum to MacEntee in which he also pointed out 
that earlier and similar efforts (under the Trade Loans Guarantee 
Acts’”* and through the Industrial Trust Company) had failed “‘to 
ensure a Certain proportion of private capital” in addition to the 
capital guaranteed by the State. ““Any new venture’, he believed, 

would simply encourage the belief that men of straw can again come 
forward with propositions which will be financed ultimately at the ex- 
pense of the taxpayer. 

The establishment of a body of this kind is an indication to people at 
home and abroad that things are not well here and will certainly rouse a 
fear that it will lead to further taxation to make up for industrial losses, 
as happened in the case of the Industrial Trust Company. 

A body of the kind advocated will ask to have the interest and prin- 
cipal of its capital guaranteed by the Government. We already guarantee 
44% Land Bonds to the value of £,24,500,000; £500,000 capital of the 
Agricultural Credit Corporation and £500,000 Mortgage Bonds of 
ditto. Unless there is very strong reason for it, we should not add to these 
already heavy liabilities. There is no such reason adduced.”
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But on the same day that McElligott expressed these views to 
MacEntee, the cabinet agreed that the Minister for Industry and 

Commerce should submit “‘a scheme of industrial credit’”” embodying 
Colbert’s suggestions; and they subsequently agreed, on 29 

September, to set up a committee (consisting of two officials from 

Finance, one each from Industry and Commerce and Agriculture, 

and the Secretary to the Executive Council) “‘to report on the steps 

necessary to enable the Agricultural Credit Corporation to engage 
in industrial financing, the committee being at liberty to suggest 

alternative proposals.’’’’? The committee held seven meetings between 

October 1932 and March 1933 and did not finally report until 18 

March, although it had been asked to report within a fortnight. 
The report recommended against the Agricultural Credit 

Corporation’s being “empowered to undertake the work of industrial 
financing”’ and in favour of ‘‘a new industrial credit organisation . . . 

under State auspices and with the co-operation of the banks 

operating in the Saorstat.’’ The following were among the main 

reasons for their decision: 

That the granting of industrial credit is, in present economic 

conditions, a matter requiring the most careful handling and, secondly, 

that the organisation that the Corporation would have to set up to deal 

with industrial credit would probably in the initial stages be expensive in 

relation to the amount of business transacted, with a consequent increase 

in overhead charges and additional cost to borrowers for agricultural 

purposes. . . 

A large loss on foot of an important [industrial] loan would have 

serious effects on the credit of the Corporation and would dispose it to 

look unfavourably on other similar applications ... [and] would react 

seriously on the ability of the Corporation to develop its primary 

function of granting agricultural credit ... In present economic con- 

ditions, the transfer of the State’s activities with regard to industrial 

credit to the Agricultural Credit Corporation would result in the 

granting of such credit being made much more stringent than it has been 

hitherto. ... 

Apart from the difficulties already referred to and the further admitted 

difficulty adverted to in the Report of the Banking Commission of 

linking agricultural and industrial assets together as a basis for appealing 

to the public for capital, and apart also from the possible risk of dis- 

turbing the existing functioning of the agricultural credit machine, the 

Corporation suffers from one very serious disability ... The rate of 

interest charged on agricultural loans made by the Corporation is 6%
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and it could not afford to lend money at appreciably under that rate to 

industry. The Banks, on the other hand, are prepared to make advances 

to industry on foot of State-guaranteed loans at 4% ... It does not 

appear to us to be probable that in the near future the Corporation will 

be in a position to close the gap between the rate at which it can make 

advances and the rate at which industry can obtain advances from the 

Banks.”® 

The “‘establishment of an Industrial Credit Corporation with a 

capital of £1,000,000’ was duly accepted by the cabinet on the 

recommendation of the Minister for Industry and Commerce, 

although it was the Minister for Finance’s responsibility to introduce 

the necessary Bill.” 

If 1927 was the key year which “‘saw the invention of the state- 

sponsored body which has now become so important a part of the 
administrative life of our community’’,*? 1933 ranks only second to 
it in significance. It witnessed the birth not only of the Industrial 

Credit Company but also of the Irish Sugar Company and the 

Hospitals Commission. It saw too the first steps in the process which 

eventually led to the setting-up of Bord na Mona in 1946. Because of 
these developments Finance felt compelled to make an explicit 

statement upon an important aspect of the relationship which, they 

believed, should exist between the new government and their civil 
service advisers. 

The issue arose from a recommendation of the advisory com- 

mittee, nominated under the Trade Loans Guarantee Act 1924-34, 

concerning an application by British and Foreign Fuels Ltd to 

establish a peat briquetting plant. The committee reported that, 
while ordinarily they simply recommended either for or against any 

applicant, and although in this case they were inclined to be against 

(‘on the grounds that complete control of the Company is in the 
hands of the applicants’), they felt that, in view “of the national 

importance of any method by which the peat resources of the 

Saorstat could be utilised’’, they should first consult the Minister for 

Industry and Commerce 

. as to whether 

(a) he was in general principle sufficiently attracted to the scheme as 
to be likely to find himself later in a position to approve of it, 
subject to such other conditions as after fuller examination it is 
found necessary to attach;
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(b) he shared the Committee’s view that if he were to recommend it 
this recommendation should be made on the basis of some arrange- 
ment by which control would be in the hands of the Government 
rather than in the hands of the applicants.®! 

Finance’s strong objections to such a procedure were expressed in 
an internal minute which stated that it was 

. very disquieting to find a body like the Advisory Committee desiring 
to know before hand the probable reaction of a Minister to its recom- 
mendations. Once an Advisory Committee or the Civil Service, instead 
of giving disinterested advice to the best of their ability, is going to give 
the advice which they think will be most acceptable to a Minister, it fails 
to fulfil any useful purpose. Doubts have unfortunately been expressed as 
to the complete loyalty of the Civil Service, and ... there is a growing 
tendency towards the suppression by some individuals of free expression 
of their candid opinion, lest it might be considered that civil servants 
were not fully behind the policy of the Government. It is the duty of civil 
servants ... to think all round a subject and give Ministers their unbiased 
opinions on matters referred to them when policy is being considered, 
and then, when that policy has been decided on, to carry out that policy 
to the best of their ability, regardless of their own personal views. We do 
not want a lot of ‘yes men’ on Advisory Committees or in the Civil 
Service.* 

This classic expression of the proper function of a civil service 
culminated in the recommendation that the advisory committee 
should be “‘told to carry out the duties assigned to them regardless of 
what the Minister might think of their recommendations” and — 
having been approved by the Minister for Finance — was embodied 
in a memorandum circulated to the Executive Council which de- 
manded that the committee be asked to report on the particular 
application “as a commercial proposition”. It was the committee’s 
function, Finance argued, 

... to give its own unbiased judgement on matters referred to it and not 
to give the advice which it considers will be most acceptable. If a civil 
servant or civil servants were to adopt any other attitude their usefulness 
would be greatly impaired. Ministers are entitled to receive disinterested 
advice and then use their own judgement whether to accept or reject the 
advice oftered.® 

Finance got their way when, at a meeting on 3 July 1933, the govern- 
ment decided that the committee should be asked “‘to report on the 

scheme as a commercial proposition.’’*



256 The Irish Department of Finance 1922-58 

The Trade Loans Guarantee system led to a further difference of 

opinion between Finance and Industry and Commerce in 1938, with 
the expiry of the Act under which it worked, and when the Minister 

for Industry and Commerce applied for its renewal for a further 

five-year period.®> Finance opposed the application on the grounds 
that it was doubtful whether the system had created “any really 

appreciable net addition to the volume of industrial activity’ and 

because they felt that the demand for the system had been removed 

by the establishment of the Industrial Credit Company five years 
earlier. They felt, further, that the “sound borrower’’ did not use the 

guarantee system which was “‘left, in the main, to cater for those 
who, so far from being able to offer unimpeachable security, are 

unquestionably inferior to the average industrial borrower as regards 

the security they can offer ... the system as a whole has operated in 
an unfortunate manner and .. . the ratio of loss has been very high.’’*° 
But while Industry and Commerce admitted that the system catered 
“for borrowers whose security is perhaps not the best’’, they argued 
that “‘since 1931 the number of failures experienced to date has not 

been material” and stressed that they were satisfied that the system 

generated sufficient extra employment to mean “a net increase in 
employment throughout the country as a whole’ and that “the Acts 

have served and are still serving a useful purpose.’’®’ 

Finance remained unconvinced and continued to withhold the 
permission necessary for Industry and Commerce to introduce legis- 
lation, citing in support of their case extracts from the shortly to be 

published majority report of the commission on banking, currency 

and credit.** Industry and Commerce then referred the matter to the 
government for decision. They based their case upon the need 

... to take into account factors other than purely financial factors . . . in 

the case of companies whose loans are guaranteed by the Minister, the 

Trade Loans (Guarantee) system permits of the extension of accom- 
modation or leniency on the occurrence of arrears to a greater extent 
than the administration by a public credit organisation could permit. . . . 

The Minister for Industry and Commerce desires to stress particularly 
the fact that in the circumstances of this country cases will inevitably 
arise where industrial projects of reasonable soundness will be unable to 
get capital subscribed by the public for various reasons, viz., the small- 
ness of the amount required, dependency upon the maintenance of 
Government protection, the novelty of the enterprise in this country; or 
to procure other financial accommodation. Another reason which weighs 
with the Minister ... is the type of case where the location of the
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industry is, because of Government policy, fixed in a rural area when 
purely financial considerations would dictate its location at Dublin.* 

The government considered the matter on 4 August 1938 but post- 
poned making a final decision for a fortnight, during which time 
Finance submitted a counter-memorandum outlining their objections. 
The final government decision, which was not taken until 4 October, 
was a compromise: Industry and Commerce obtained permission to 
introduce legislation reviving the Trade Loans system for a further 
five years, subject to the important qualifications “‘that the Act 
should be operated much more rigidly in future than in the past and 
that loans should not be guaranteed save in exceptionable [sic] 
circumstances.’’”? 

These repeated differences between Finance and Industry and 
Commerce, of which only some notable examples are cited here, 
were characteristic of the thirties and are rooted in the major changes 
in financial and economic policy consequent upon the 1932 change 
of government. The transition from what T. K. Whitaker has 
described as “‘the first Irish Government’s desire to establish the 
standing of the State in the eyes of the world by observing a rather 
strict orthodoxy ...in economic and financial matters [when] free 
trade was the accepted commercial philosophy of the day’’ to the 
“vigorous policy of protection and industrialisation” pursued by 
Fianna Fail*! placed Industry and Commerce much nearer the 
centre of power. The Emergency Imposition of Duties Act of 1932 
which became law before the change of government,” was the first 

step in this process. “This Act greatly increased the power and 

influence of the Department of Industry and Commerce’, writes 

James Meenan. “‘As a measure for times of emergency, in which 
swift action might be essential, it was justifiable. The fact remains 

that the great majority of duties since then and up to the present day 
have been imposed under this Act so that the Oireachtas has lost a 
great part of its control over fiscal policy.””? The Department of 
Finance, in so far as they had been almost exclusively responsible for 
fiscal policy under the system which had previously prevailed, shared 
in this loss. 

The likelihood of policy differences between the two departments 
was accentuated because of the characters of those in charge in 

Industry and Commerce in these years. Sean Lemass was the most 

energetic and enterprising of all de Valera’s ministerial colleagues. In 
addition, he had been the party’s leading spokesman on economic
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affairs since Fianna Fail first entered the Dail and was the man most 

closely identified with the policy of protection. Almost as important 

was the man he appointed as the secretary of his department — 

John Leydon. Leydon had served as a higher official in the Depart- 

ment of Finance until 1932 when, after the election but before the 

change of government, Cosgrave approached him with the news that 

the then Secretary of Industry and Commerce, Gordon Campbell, 

wished to resign and offered him the post. Leydon declined on the 

grounds that his appointment might be unacceptable to Fianna Fail. 

Lemass, however, — after the change of government — renewed the 

offer to Leydon who then thought it necessary to point out that he 
was not in agreement with all Lemass’s policies and ideas as ex- 

pressed in his public speeches. Lemass replied that he was not 

looking for a “‘yes-man”’ and that he would be prepared to change his 

policies if Leydon could persuade him of the advisability of his so 

doing. Following this conversation, Leydon agreed to take the job.” 

The partnership thus forged between Minister and Secretary proved 
among the most formidable of its kind in the history of the state. 

Leydon, who had already shown himself one of the most able and 

outspoken officials in Finance,”? now brought his many talents to the 
service of Industry and Commerce. His earlier career in Finance, 

and the esteem in which he was held there, gave him a bargaining- 

power with his former colleagues which he did not hesitate to use if 
he felt the occasion demanded it. That he was wise in the ways of 
Finance was an added strength: his were the skills, as McElligott was 
cryptically to observe in later life, of “the gamekeeper turned 
poacher.’””® Again and again the Lemass-Leydon partnership refused 
to give way when their policies were opposed by Finance, but insisted 
on seeking a decision by the government.”’ Sometimes they were 
successful, sometimes not, but the cumulative effect of their persis- 
tence weakened Finance’s control of financial and economic policy. 

V: The Crisis in Agriculture 
Agriculture was another major area where the new government's 
policy of self-sufficiency caused the winds of change to blow hard 
through the corridors of Finance. The quest for agricultural self- 
sufficiency, James Meenan has written, was four-fold: 

there was to be an expansion in the home production of, first, wheat and 
feeding-stuffs, second, of fruit such as apples and soft fruits, third, of 
vegetables, fourth, of tobacco production. Thus existing imports would
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be saved. Further, there was to be an energetic drive to find new markets. 
Lastly, and of greatest importance, there would be a gradual run-down of 
the number of cattle. 

The Department of Agriculture argued that this policy was not 
merely demanded by the political objectives of the government but 
by economic exigencies in the shape of “‘the development of intense 
economic nationalism all over Europe”’ in 1929-32, which caused the 
gradual contraction of Irish export markets for agricultural pro- 
duce.” 

The Department of Finance could not but become involved, given 
such major changes in the direction of policy and the large amount 
of money at stake. In August 1932, for example, the committee set 
up by the government to report on problems of agricultural 
production recommended a progressive reduction in the importation 
of certain animal feeding-stuffs and their replacement by home- 
grown cereals. The committee also proposed that the extra cost to 
the livestock producer be offset by “‘an export bounty on live pigs, 
butter, bacon, hams, pork and eggs.’’ Finance saw the proposal as 
raising “‘a very important question of principle” and took the view 
that, as “the purpose of these schemes is to benefit the agricultural 
industry”, there was no reason why “one group of producers in that 
industry should not be called upon to bear some portion of the cost 
which a benefit granted to another group involves. No case whatever 
has been made out for obliging the State, that is to say the taxpayer, 
who is not necessarily or indeed usually a producer, to shoulder the 

burden.’’!”° Finance also objected that no estimate had been made of 

the probable cost of the proposals, but all such objections were in 

vain, for the Executive Council quickly approved the implementation 

of the committee’s proposals.’°! 
Within a fortnight another such issue arose when, on 8 September 

1932, the cabinet took the decision to provide bounties for the export 

of finished cattle.’ Finance strongly opposed such a scheme and 

McElligott furnished MacEntee with a minute listing his objections 

which, following discussions between them, formed the basis of a 

Finance memorandum circulated to the Executive Council on 13 

September. Finance argued that “the expense of any bounty, how- 

ever small, would be very considerable. ... Owing to the hold-up in 

trade, and the still greater hold-up if news of a coming system of 

bounties leaked out, the export of fat cattle in the final quarter of 

1932 would be considerably above last year’s figure and a bounty at
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the rate of £2 a head on an estimated export of 125,000 would 

certainly cost us £250,000.” They also predicted that “a demand 

would certainly arise that the bounty be made retrospective in effect” 

and, worse still, that further demands would be made for the ex- 

tension of “the principle of bounty” to include all other classes of 

cattle, as well as sheep and pigs. The expense and technical dif- 

ficulties of administering the scheme were further grounds for 

objection, but the most fundamental objection of all was that 

...the payment of a bounty now constitutes an admission, which we 

have not hitherto made, that the exporter is paying the tariff into the 

British market. 

The highest point to which we could raise the bounty would do little 

more than make up for the fall in prices in recent weeks and thus would 

not help the farmer very much, while it would impose a considerable, if 

not an excessive burden on the Exchequer. 

A further important consideration is that, owing to the further fall in 

prices of fat cattle and possibly of other kinds which will follow on the 

removal of the British tariff, the demand for a continuance of the bounty, 

if the Tariff War has ceased, would be widespread and insistent. 

The only real justification for a bounty system would be as a very 

temporary measure to promote alternative markets. It is now absolutely 

clear that no alternative markets for our produce, outside Great Britain, 

are available owing to tariff and other restrictions and are not likely to be 

made available as no country will run the risk of doing anything that 

might possibly be construed as taking sides with us in our dispute with 

Great Britain.'% 

The Finance view that the country’s economic difficulties stemmed 
almost exclusively from the economic war was central to most of 
these arguments. McElligott spelled this out even more forcefully in 
the only paragraph of his minute to MacEntee which, significantly, 

was deleted before circulation to the Executive Council, where he 

wrote of “the very serious and even disastrous effects that must 
attend our public and local finances if the Economic War is pro- 
longed.” “Any system of bounties will certainly tend to prolong it”, 
he argued, and thus produce such effects all the more quickly. 

But Finance proved powerless to resist the introduction of the 
bounty system and their apprehensions as to the probable extension 
of that system to other agricultural products proved justified. In 
March 1933 the Department equally unsuccessfully opposed the 
Minister for Agriculture’s application to the Executive Council for 
the renewal of the bounty system, and the Executive Council sub-
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sequently renewed the system for the financial years 1933-34 and 
1934-35. In December 1934, however, the Minister for Finance 
circulated another memorandum on the subject to the Executive 
Council in a major attempt to reverse the government’s policy. In it 
he claimed that recent events had vindicated his earlier arguments. 

The continuance of the bounties has come to be taken for granted by the 
agricultural community and is not now considered to be offset by the 
concession in respect of land annuities. It should also be noted that the 
bounties and the reduction of annuities have not stimulated the payment 
of current annuities and rates. The British Government has been enabled 
to collect the major part of the current amount claimed in respect of the 
non-admitted liabilities and the bounties are operating as a very imperfect 
price-fixing device. 

The Minister for Finance accordingly desires that the Executive Coun- 
cil should at an early date review the whole position relating to agricul- 
tural bounties. He wishes to reinforce the views previously submitted by 
him by pointing out that the existing system causes difficulties under four 

heads — financial, administrative, agricultural and economic. 

The memorandum went on to point out that the estimate for 
1934-35 for bounties of £2.13 m. had already been increased by a 
supplementary estimate of £738,000 and that there were now further 
“anticipated excesses on certain heads of agricultural bounties aggre- 
gating to £202,000 ... These excesses have not been sanctioned by 

the Department of Finance, and the Minister has, in consequence, 

declined to make provision for them and is pressing the Department 
of Agriculture to secure the necessary saving in those estimates by 
the reduction of the rates of bounty or by the complete withdrawal of 
bounties now given.” Finance recognised, however, that a further 
supplementary estimate was probably unavoidable and pointed out 
that this would bring the total expenditure on bounties for the year to 
nearly £3 m., which they contrasted with the total of £1.7 m. in the 
previous year. “This enormous expenditure’’, they stressed, “‘is oc- 
curring at a period when agricultural exports are at a very low level”; 
if, therefore, there was any increase in exports for any reason, the 
state would be called on to provide much more than £3 m. 

The other major financial argument adduced by Finance was that 
two-thirds of the original provision of £2.13 m. was not charged 
against the revenue for the year but was “treated as an abnormal 
payment and was regarded as borrowed on the security of the funded 
arrears of annuities”; in addition, practically all of the extra monies
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would have to be borrowed. ‘“‘The Minister for Finance’’, the memo- 

randum went on, 

cannot undertake to justify the repetition of this method of treatment in 

1935-36. The length of the period for which the economic war has lasted 

and the improbability of any early settlement make it impossible to 

justify the continued treatment of any part of the export bounties as an 

abnormal item of expenditure. Further, the asset created on the funded 

land purchase annuities has been almost exhausted by previous oper- 

ations, and must in any case, in the light of the unsatisfactory state of 

collection of current land annuities, be regarded as of doubtful value. 

Borrowing (whether on the security of a fund or asset or otherwise) 

which is undertaken to cover current expenditure without the creation of 

any capital asset has a direct inflationary effect, and the magnitude of the 

sums involved in the payment of agricultural bounties increases very 

materially the difficulty of maintaining the stability of the national 

currency and of the State’s credit, and causes disequilibrium in the 

balance of our international payments.'” 

Finance then went on to survey the administrative difficulties, 

which they “traced in large part to the fact that the payment of 
export bounties has no specific statutory basis.’ The consequent 
uncertainties — of producers and exporters as to their rights of 
entitlement to bounty payments, and of government departments “‘as 
to their right to recover payments or penalties from exporters and 
others who deliberately commit breaches of the accepted principles” 
— were impossible to resolve. Worse still, the system gave rise to 
what Finance described as a “disregard of financial control in 
practice”: 

. owing to the magnitude of the sums and the nature of the payments, 

the Vote on which the expenditure is provided must be accounted for by 
the Office of the Minister for Finance, though the Departments of 

Agriculture and of Industry and Commerce act as agency departments 
supervising the actual distribution of expenditure. It has, however, 

proved impossible in practice to secure from the Department of Agri- 
culture the whole-hearted co-operation which such a division of functions 
postulates. This is due no doubt to the fact that the Department does not 
regard itself solely as an agent, but rather as a principal acting largely on 

behalf of the agricultural community against the Department of Finance. 

Having listed some examples in support of this complaint, the 
Finance memorandum proceeded to set forth what it described as the 
“agricultural difficulties”, the chief of which was that the bounty
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system “has proved in practice a very imperfect price-fixing device, 
and the frequent changes of rates which economic or administrative 
requirements necessitate cause disturbance and disequilibrium in the 
flow of agricultural production” — the memorandum cited the 
instance of the bounty-rate on pigs and pig products which had been 
changed eight times in an eight-month period. The system was also 
criticised as inequitable: 

The rates of bounty and the consequential prices secured to producers 
are the result not of deliberate planning but of the pressure of sectional 
interests. Dairy farmers as such have been rendered practically immune 
not only from the effects of the economic war duties but from the general 
fall in prices which preceded and accompanied it. On the other hand, 
farmers on poor land in the west who have no alternative except cattle 
production have been left to bear a large part of the British duties and all 
the effect of the general fall in cattle prices . . . [because] it would prove 
impracticable for the Exchequer to grant them adequate relief. The 
bounty system causes undesirable diversions of agricultural production 
from one commodity to another ... [it] may be said to have all the 
defects of a system of planned economy without any of its advantages, 
because it is essentially unplanned. 

The main economic difficulties highlighted by the memorandum, 
other than those already mentioned, were those affecting 

. the development of the Government’s industrial policy. It is the 
declared policy of the State to foster industrial production in all possible 
ways, and it will be realised that this must be achieved to some extent at 
the expense of agricultural production. The maintenance of anything in 
the nature of a balance of advantage between the industrial and 
agricultural communities is out of the question. Agriculture can maintain 
its relative position only by the increase of efficiency secured by its own 
unaided efforts. The bounties render this impossible. While it cannot be 
claimed that they deliberately encourage inefficiency they do nothing to 
promote the development of efficiency and do promote the survival of 
sections of the agricultural community which would otherwise be 
liquidated by the operation of economic laws. The burden of the bounties 
falls in the main on the industrial community and must in many cases 
offset the advantages which the State has conferred to encourage indus- 
trial development ... and is without question slowing up the rate of 
industrial development and deferring the date at which a balanced 
economy can be secured.!”” 

This particular Finance memorandum is remarkable on several
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counts. It not merely provides a concise summary of many of the 

main assumptions upon which Finance policy was founded, but 

reveals the depth of disenchantment with government policy which 

prevailed in the premier government department at a decisive time in 

the mid-thirties, just before the announcement of the first coal/cattle 

pact which marked the initial break in the deadlock of the economic 

war. Evident, too, is the extent to which the Department of Agri- 

culture was able in the abnormal circumstances of the time to wield 

an influence in areas which, throughout the twenties, had remained 

the exclusive preserve of Finance. 

This particular indictment of the direction of governmenit policy 

did not meet with notable success. Although the Minister for Agri- 

culture, Dr James Ryan, gave an undertaking to the Executive 

Council on 21 December 1934 to consider “‘the advisability of 

abolishing the bounty on exports of cattle”, he not only reported that 

he was “‘satisfied that neither a reduction in, nor the withdrawal of, 

the bounty in the present condition of the cattle trade could be 

justified” but sought sanction from the Executive Council for a 

further supplementary estimate of £118,000 to cover additional 

anticipated expenditure to the end of the financial year.'°’ Finance 

reiterated their opposition to the proposal, pointing out that “the total 

additional expenditure on agricultural bounties would be £916,000 or 

an excess on the original firm figure of 42%’, and that this was all 

the more serious since “the Budget position for the current financial 

year is far from satisfactory” — expenditure exceeding revenue by 

nearly £1.8 millions, in contrast with the previous year when there 

had been a slight excess of revenue over expenditure. In view of the 

“‘imperative”’ need for “‘an immediate and drastic reduction of expen- 

diture’”’, the Minister for Finance therefore asked the Executive 

Council to instruct Agriculture “‘to abolish the bounties on cattle 

forthwith and to revise downwards the rates of bounty on other 

agricultural products with a view to avoiding the necessity fora 

further Supplementary Estimate.’”’”” But Finance once more argued 

in vain, and the Executive Council sided with Agriculture in deciding 

at a meeting on 12 February 1935 “‘that the export bounties on cattle 

should be continued until the end of the current year and that an 

additional sum of approximately £120,000 should be provided for 

export bounties and subsidies.’’!° 

The Slaughter of Cattle and Sheep Act 1934 was another cause of 

contention between the two departments. Finance felt that the need
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for such legislation was unproven and that there was no evidence 
that the scheme would fulfil its objective of ensuring a market for the 
producer. “Exports are as large as possible in present circum- 
stances’, an internal Finance memorandum noted; “‘a glut of cattle 
will always depress prices; government interference will not help to 
raise them so long as the glut continues. The scheme is for the benefit 
of the producer; there is no mention of the consumer.’’'"! But while 
Finance expressed their reservations to Agriculture,!!” they did not 
oppose the measure outright: “‘the legislation contemplated bristles 
with difficulties and administrative problems”, noted a Finance 
minute; “the most serious problem of all will be to find trained staff 
capable of attempting to put it into operation.”’ But the writer, 
although “‘full of foreboding as to how it will work out in practice’, 
concluded that his Department had ‘“‘no option but to give it our 
reluctant blessing.’’!!? The comment reflects a realistic, albeit some- 
what grudging, acceptance of a situation curiously characteristic of 
the thirties, for Finance were not slow to recognise that the novel 
combination of economic crisis and political innovation sometimes 
constrained them to endorse policies which had become almost inevi- 
table, if still highly indigestible. Under such circumstances “‘fore- 
bodings’’ and “reluctant blessings” frequently became the order of 
the day. 

VI: The 1937 Constitution and the End of the Economic War 

The prospect of constitutional change had been first mooted in the 
summer of 1934 when President de Valera set up an informal com- 
mittee “to consider and make recommendations as to what Articles of 
the Constitution should be immune from amendment by the ordinary 
process of legislation, on the ground that they are fundamental from 
the point of view of safeguarding the rights of individuals, of Parlia- 
ment, or of the Executive’’ and it was then suggested that ‘‘certain 
Articles dealing with Finance” might be so regarded.'!* The sugges- 
tion was an early and reassuring indication to Finance that, whatever 
major changes were being contemplated, their powers seemed un- 
likely to be diminished and such, indeed, proved to be the case. 
When, on 2 January 1937, MacEntee, as Minister for Finance, sent the 

President a memorandum on the financial articles of the 1922 Con- 
stitution, he wrote that those articles “have worked well in practice 
and have not been seriously attacked in public.” The amendments he



266 ~The Irish Department of Finance 1922-58 

proposed were accordingly more “‘matters of phraseology” than of 

115 

memorandum of 23 March 1937, in response to a request from the 

President’s Office for their observations upon the draft constitution. 

The Department of Finance, their memorandum began, took “the 

line that it was not called upon to praise but rather to point out 

possible defects and difficulties, so what follows is conceived in that 

spirit.”” The ensuing memorandum ran to thirty-nine pages and much 

of its detail need not concern us. What does concern us are those 

observations which relate, first, to the existing administrative system 

in which Finance, of all government departments, occupied a key 

place; second, to proposals bearing implications for the general 

financial and economic climate; and, third and most important in the 

context of this chapter, to Finance’s endeavours at least to preserve, 

at most to increase, its pre-eminence among government depart- 

ments. Thus, in the first instance, Finance’s preliminary observations 

(which followed closely upon the arguments laid out in a memo- 

randum from McElligott to the Minister'!® — the memorandum as a 

whole, indeed, bore the same stamp) suggested that, “apart from 

questions of complexity and expense involved in the Constitution, it 

seems that there will be a degree of uncertainty introduced into our 

legislative system by the extent to which recognition is given to the 

doctrine of repugnance.”’ In the second instance, Finance expressed 

concern at the failure to admit ‘“‘the possibility of reprisals of an 

economic or other character following the enactment of the Consti- 

tution” which might “‘be held to deprive us automatically of any 

preference we enjoy in the British and Dominion markets’’; reference 

was also made to the possibility of the state having to undertake the 

entire cost of its own defence, a prospect which “would add consid- 

erably to what will, in any case, be a heavier bill presented by the 

new Constitution to the taxpayer.” In the third instance, Finance 

voiced the general fear that “an enormous mass of consequential 

legislation will necessarily follow the adoption of the Constitution 

and will occupy the attention ... of government departments for a 

year or two, to the almost total exclusion of other business, and 

certainly to the detriment of their daily administration”’; this likeli- 

hood made it essential “‘to provide that those parts of the existing 

government machine which have worked efficiently should be
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’ preserved, and with them the laws under which they operate.’ 
McElligott’s personal antipathy for the new constitution is most 

clearly reflected in his observations upon the original draft of Articles 
1-4: 

These Articles, dealing with the Nation as distinct from the State, (a 

distinction which many political scientists would not admit), seems rather 

to vitiate the Constitution, by stating at the outset what will be 

described, and with some justice, as a fiction, and one which will give 

offence to neighbouring countries with whom we are constantly pro- 
testing our desire to live on terms of friendship. 

Having been at such pains to expel fictions from the existing Consti- 

tution and to bring theory into line with practice, it seems inconsistent 

now to import an even greater fiction. 

Further, from the point of view of international law, it is not clear 

whether we are on safe ground in claiming sovereignty and jurisdiction 
over land recognised internationally, de jure and de facto, as belonging 

to another country ... 

From the practical point of view, apart from the fear of consequences, 

these Articles will not contribute anything to effecting the unity of 
Ireland, but rather the reverse. Besides they will impose an additional 

and more severe strain on our relations with the members of the British 

Commonwealth of Nations, relations which are already difficult enough, 

and which coming events, apart from the Constitution, will make even 

more difficult. 

McElligott was equally unhappy about “the adoption of the name 
of Eire’’, entailing as it did ‘‘the alteration of Currency and Bank 

Notes, Coinage, Seals of State and of Government Departments, and 

all kinds of government stationery” and all the additional expense 
which this would involve. He suggested, moreover, that, while ‘Bire’: 

might 

... be quite justifiable from the traditional and scholarly points of view, 

... from a realistic point of view it seems a mistake. This land is 

generally known internationally as Ireland or one of the derivatives of 

that name, and so there will probably be a long period of confusion and 

misunderstanding before the unaccustomed name conveys a definite 

meaning to educated people throughout the world. 

But McElligott’s criticisms were in vain, for, as the text of the 

1937 Constitution as finally enacted plainly shows, none of the char- 

acteristics to which he objected in the first four articles were 

expunged. 
One aspect of the first draft of the new constitution which Finance
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objected to in principle was the treatment of private property and 

social policy. Although their objections met with no success — the 

passages in question were duly enacted as articles 43 and 45 of the 
1937 constitution — they are not without interest. These articles, a 

Finance memorandum argued, were 

. not of a kind usually enshrined in a Constitution. They will not be 

helpful to Ministers in the future but will provide a breeding ground for 

discontent, and so create instability and insecurity. They are conse- 

quently objectionable and even dangerous. Their provisions are too 

vague to be of positive assistance to any Government and are yet 

sufficiently definite to afford grounds for disaffection to sections of the 
community, who might claim that the Government were not living up to 

the Constitution. 

The provisions are the more objectionable by reason of the earlier 

Articles relating to repugnance under which laws may be disallowed 
after reference to the Supreme Court or to a Referendum. Some of the 

provisions are too advanced, some too conservative and many cut across 

actions taken daily by the Government e.g. restrictions on private 

property and initiative. 
Further, the provisions are mostly unnecessary. Distinct advance 

along the lines of social and economic policy outlined have already been 
made without the aid of these declaratory provisions, some of which are 
themselves, it should be noted, repugnant to present Government policy 

e.g. we do not settle “as many families as practicable’ on the land [see 
Art. 45, 2, v]. ‘Five acres and a cow’ would suffice if that were the 
policy. We create economic holdings of twenty-five acres . 

Also, the provisions are contradictory. The State has established 
monopolies in important articles such as sugar, electricity, cement, tyres, 

oil, etc. [despite Art. 45, 2, iii]. The reference to the ‘economic 

domination of the few in what pertains to the control of credit’ is not 
understood [the phrase, in diluted form, appears in Art. 45, 2, iv]. In so 
far as one can attach any intelligible meaning to it, it is untrue, but it 
could easily be worked up by agitators as a weapon of attack on the 
Banks, the Agricultural Credit Corporation, the Industrial Credit Co., 
or against any large joint-stock concern. 

Overall, then, Finance objected to “these various declaratory 
phrases” because of their “‘idealistic tendency which, while 
individually unobjectionable as a statement of social policy, may, if 
launched out into the void in the draft Constitution, recoil like a 
boomerang on the Government of some future day in circumstances 
not anticipated by the originators.’’!"” It should be noted, incidentally, 
that the controversial article dealing with religion, church and state
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was not submitted to Finance with either the first or second draft of 
the Constitution and that the first section of that article seems never 
to have been submitted to Finance. The Department was much more 
successful, however, in respect of its endeavours to preserve financial 
control in a form very close to that which it had enjoyed since 1922; 
but that subject forms part of the section of this book dealing with 
Finance’s relations with other government departments.’ 

Whatever the shortcomings, in Finance eyes, of the 1937 Consti- 
tution, it had the undoubted merit of paving the way for de Valera’s 
initiative which led to the Anglo-Irish negotiations and which brought 
the Economic War to an end.!!? On 9 November 1937, just a few 
weeks before the new Constitution came into effect, Sean MacEntee 
circulated a twenty-five page memorandum on the economic situa- 
tion to his colleagues on the Executive Council.!?° The memorandum 
was based upon a series of notes which McElligott had prepared for 
his Minister a month earlier and it affords a clear yet comprehensive 
picture of the state’s economic and financial problems as they then 
appeared to Finance. 

The memorandum began with an analysis of the external trade 
figures, which revealed that a deterioration in the trade balance 
throughout 1937 had “‘markedly accelerated’? and which attributed 
this development to a “fall in agricultural exports due to rising costs 
here and to obstacles in Great Britain”’ and which was also seen as the 

inevitable consequence of the pro-urban policy pursued by the 
Government and large capital expenditure carried out by the State or 
with State aid or in pursuance of State policy. Most of the expenditure is 
non-economic (i.e. its value is not capable of being assessed in terms of 
money, e.g. housing, roads, land division, Widows’ and Orphans’ 
Pensions, etc.) or un-economic requiring subsidisation and protection 
(e.g. industrial development, especially aviation and production of sugar, 
turf and industrial alcohol). All such expenditure involves importation for 
current consumption by its immediate or ultimate recipients; it does 
nothing to help exports but impedes them or diminishes their volume by 
increasing domestic consumption of exportable surplus.!?! 

The consequence of this pattern of rising imports and falling 

exports was a worsening trade balance which now amounted “‘to 

over 90% of our export trade, which is higher than in any other 

country in the world” and which was “specially dangerous as a 

visible sign that our national economy is being weakened and our 

currency position becoming undermined.”



270 The Irish Department of Finance 1922-58 

Finance then turned to a survey of agricultural policy, which it 

criticised as being “‘based on the view that cereal production is desir- 

able as an end and not merely as a means’ and as being only 

sustainable through “‘progressive subsidisation’”” which obscured 

.. the true economic position and work[ed] to the disadvantage of the 

other forms of agriculture on which the country must rely for employ- 

ment, exports and the growth of national income. On a long-term view, 

[the] only possible hope of expanding our agricultural exports lies with 

those products in which the country has a natural (even partial) monopoly 

advantage, e.g., fat cattle, pigs and pig products, poultry and eggs, dairy 

produce etc. The desire to foster tillage should not disregard the need to 

achieve maximum production at minimum cost in those lines in which by 

reason of the natural character of the soil, the natural aptitude and 

experience of the farming population and the geographical location of the 

country next to the greatest market for agricultural products, we can most 

profitably engage. 

An overriding concern with the feared loss of a strong position in 

the British market is a striking feature of Finance’s view of the 

situation, and the Department attached a series of tables showing 

how other major food-producing countries, notably the Dominions, 
were “‘sending vastly increased supplies of food to [the] United 

Kingdom.” Finance further argued that, “apart from the political 

factor, present conditions in Great Britain would seem to offer an 

opportunity to re-establish ourselves in the market there if a suitable 

arrangement could be made. Government and public opinion there 

[are] vitally alive to the imperative: need of strengthening their 

defences and planning for food supplies in the event of war” — a 

judgment subsequently borne out by the British records on the 
subject.'?” Finance were equally critical of the government’s policy of 
land division which, they felt, while admittedly increasing “produc- 
tion for immediate consumption and ... social stability in rural 

areas’, had inherent dangers which tended to be ignored: 

(1) enormous cost of policy on both capital and current account, 

(2) reduced taxable capacity of new land holders as compared with 

former landlords who are set free to leave the country, 

(3) destruction of free market in land with resulting shock to credit and 
loss of land as acceptable security for credit to the farming com- 

munity,
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(4) dislocation of existing agricultural economy and loss or diminution 
of export outlets depending on relatively large holdings. 

While Finance accepted that it was not now possible “to reverse or 
terminate’’ the land division policy, they pressed that it be “reduced” 
to enable the country “to absorb without risk of serious dislocation 
the revolutionary economic changes now being forced upon it by, 
inter alia, the land division policy.” 

Another cause for concern was “‘finance in general’. The Finance 
memorandum here emphasised the “‘failure of bank deposits to expand 
here as they have done elsewhere in recent years”, which they again 
ascribed to the crisis in agriculture. The “‘decline in recent years in 
excess of sterling assets of Irish banks over sterling liabilities’? was also 
highlighted as being ‘widely interpreted as conclusive proof that we 
are living on our capital’, which was in turn seen as “‘easily”’ leading 
“to a run on bank deposits and [a] consequent currency and credit 
crisis. 

Attention was also drawn, under the heading of “‘public finance’, 
to the marked increase both in the public debt and in direct and 
indirect taxation that had taken place since 1932. The public debt 
figures showed that total liabilities, which stood at £26 million in 

1930 and at £31-8 million in 1932, had climbed steadily throughout 
the thirties, reaching £48-7 million in 1937. The deadweight debt 

figures showed similar increases — from £ 14-98 million in 1930 to 

£,18-82 million in 1937;!*° and so too did the figures relating to the 

indebtedness of local authorities. The full extent of these increases, 
Finance pointed out, was even greater because of “‘falls in (a) popula- 
tion, (b) volume of trade, (c) wholesale prices, (d) national income”; 
hence the necessity for increased taxation, of which a “greater 

proportion ... must be indirect taxation falling with increased 

severity on the poorer members of the community.’ Already the 

growth of taxation since 1930-31 was viewed with alarm: an 

estimated grand total of £31 million for 1937-38, compared with £24 

million in 1930-31. ““The considerable sums made available by the 

retention of the land annuities and the withholding of the pensions, 

local loans and other payments claimed by the United Kingdom”, 

together with ‘‘the large temporary revenue resulting from the wide 

range of prohibitive Customs duties”’, had been “‘completely used 

up’. Nor was there any prospect of a “fall in administrative costs’’ 

which might facilitate a reduction in taxation: “everything points in 

[the] opposite direction and the Department of Finance 1s snowed
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under with proposals for additional expenditure both capital and re- 

curring. Any opportunities which may exist here and there for econ- 

omies are not availed of or [sic] cannot be followed up by Depart- 

ments either because of pressure of work in other directions or 

because of political reactions.” 

A further alarming phenomenon was the rising cost of living. 

While it was admitted that this factor was not peculiar to Ireland, it 

was suggested that the Irish rise was “exaggerated ... by high tariffs 

and restrictive quotas .. . internal competition is either not permitted 

or is not effective owing to agreements and understandings between 

producers.” Also significant in this respect was the consequent 
increase in the pay and pensions of a civil service “which has swollen 

to a dangerous extent in recent years.”!”* 
Possibly the most interesting passage in the memorandum, however, 

was that dealing with the deleterious effects of the economic war, 

which was described as 

. one of the major causes of disturbance. So long as war lasts, firm 

planning for the future is impossible as no government department and no 

farmer or business man can plan ahead with so many major uncertainties. 

An early settlement must therefore be looked for particularly as considera- 
tions of defence as well as of economics now enter into the question. 

Extensive unemployment still exists here despite the fact that [the] 
world is passing through a relatively prosperous period. ... A settlement 

would go far towards absorption into normal employment of the employ- 
able sections of these people. When a depression appears — as it 

inevitably will — in Great Britain many of our emigrants of recent years 

will return and, unable to find employment here, will be a burden on the 

rates or on the Exchequer. The only possible method of employing them 
is in agriculture, and that cannot be done unless agriculture is made profit- 
able once more and is given access again to its best market on terms at 
least equal to those enjoyed by its competitors in that market. The British 
market has been expanding in recent years but we have not benefited and 
our rivals have got ahead of us, and are increasing their advantage every 
Gaye 

Any analysis of the precise reasons why de Valera took the initiative 
which was rapidly to lead to the end of the economic war lies outside 
the scope of this work and it is therefore difficult to assess with 
accuracy just how much weight he and his colleagues may have 
attached to these prognostications. But two points should be noted in 
passing. First, the coincidence in point of time between the initiative
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and the government’s receipt of the Finance memorandum: the latter 

was dated 9 November 1937, de Valera’s key despatch to MacDonald 

24 November; and the Finance memorandum was considered at a 

government meeting on 14 December and was again placed on the 
agenda for a meeting on 21 January (four days after the Anglo-Irish 

negotiations began) but then it “was withdrawn until further 
notice.’’!?° The second noteworthy point was that McElligott’s views 

on the subject at this juncture were even stronger than as expressed in 

the Finance memorandum, which considerably watered down his 

opinions as set forth in the memorandum prepared for MacEntee in 

October. He had here written that 

. it is recognised that it takes two sides to make a settlement and that 

any settlement is going to cost us something, but it must be stressed that a 

settlement is now as far round the corner as it has been since the economic 

war began. It is suggested that the Government should make up its mind 

whether a genuine effort is going to be made forthwith to settle the 

dispute or whether we are going to maintain our policy of passive 

resistance. !?’ 

The passage seems to have been amended at the suggestion of Sean 

Moynihan, formerly the secretary to the government (and, as such, 

close to de Valera), who had succeeded H.P. Boland as assistant 

secretary in Finance in charge of establishments on 1 March 1937,” 

and whose comments McElligott had invited. While Moynihan 

declared that he was “in general agreement with the views 

expressed”, he was unhappy with the above passage on the Economic 

War ‘‘because of the underlying assumption that a satisfactory settle- 

ment of the dispute could be achieved at any moment if our Govern- 

ment wanted it’, although he agreed “entirely that a settlement is 

most desirable.’’!?’ 

The impact of the economic war also figured prominently in the 

general remarks with which McElligott concluded his memorandum 

and where he argued that it was 

. essential to disabuse people of the notion that this is a land flowing 

with milk and honey. Our national resources are limited and are not 

increasing. Between 1929-30 and 1934-35 our agricultural output declined 

from £64-9 millions to £40-5 millions, which meant a decline in the 

income of the agricultural community by £24-4 millions. . .. 

Owing to the limited nature of our natural resources we must continue 

to permit imports such as iron and steel, machinery, fine chemicals, 

cotton, coal, tropical produce, and various raw materials, and even to
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increase them if the standard of living is to be improved. Our present 

volume of imports per head is not excessive by world standards. .. . It 1s 

not the case that our imports are too high but our exports are too low and 

will not be capable of being increased as long as we wage an economic 

war with our best customer. Any policy which attempts to rectify the 

adverse trade balance either by reducing imports or by finding markets 

other than the United Kingdom for our exports is doomed to failure. 

In every sphere of activity there is a dangerous tendency to go ahead 

without reckoning the cost and on every side except the one that matters 

viz., most profitable agricultural export [sic], the optimum is aimed at. It 

is not so much that financial considerations are forgotten as that they are 

completely ignored and if thought of at all are dismissed as irrelevant and 

even impertinent.!*” 

Reflected in this last, bitter sentence, one may detect much of the 

cumulative frustration and disillusion at the dilution of financial con- 

trol in many areas during the thirties, only some of which we have 

discussed in the present chapter. 

MacEntee, in the course of a brief introductory note accompanying 

the memorandum to the Executive Council, suggested that the prin- 

cipal conclusions to be drawn from that memorandum were three: 

(1) The need for securing freer and more profitable access to our prin- 
cipal external market. 

(2) The need for strictest economy in regard to governmental expen- 
diture under all heads and for avoiding either fresh commitments or 

the extension of existing commitments. 

(3) The need to avoid any further legislative or other measures which 
might tend to increase our internal costs of production and distribu- 

tion.!3! 

These last two points are unremarkable, in as much as they 

embodied sentiments which might equally well have been voiced by 
other Ministers of Finance at other times. The first conclusion, on the 

other hand, is of a different order: it called for a particular initiative at 
a particular time — an initiative which would end the economic war. 

But when the economic war finally came to an end in 1938, under 
circumstances which we shall shortly examine, it was not to open the 
way for the kind of long-term expansion and development for which 
Finance had hoped. Little more than a year was to elapse before the 
beginning of a larger and more deadly conflict; and while Ireland was
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successfully to pursue a policy of neutrality throughout World War 
II, she could not hope to escape the financial and economic ramifica- 
tions of that conflict. For Finance, then, there was to be no breathing 

space. One highly abnormal period, when the direction and control 
of financial policy was peculiarly difficult, had ended, only to be 
quickly followed by another period of still greater abnormality.



CHAPTER-SEVEN 

Anglo-Irish Financial Relations: The 

Economic War 1932-38 

I: The Crisis of 1932 

The 1932 change of government was no less of a watershed in the 

history of Anglo-Irish financial relations than in the history of the 
Department of Finance in the more general sense outlined in the 
previous chapter. That this was likely to be so had been evident since 
Fianna Fail had made the withholding of the land annuities a main 
plank in their party platform. Such an action would clearly jeopardise 
the fabric of Anglo-Irish financial agreements which had been 
laboriously woven together in 1922-26, and the impending sense of 
crisis was such that the British government undertook a comprehen- 
sive review of the annuities issue even before the new Fianna Fail 
government had the opportunity of implementing its promised policy. 

On 8 March 1932, the day before the new government took office, 
the British Chancellor of the Exchequer, Neville Chamberlain, 
presented his colleagues with a special memorandum on the annuities, 
to which was attached a weighty and technical twelve-page Treasury 
memorandum. The memoranda revealed, first, the gravity with 
which the British viewed the dispute and, second, the nature of the 
British case. 

The annuities, Chamberlain argued, were 

... payments which the tenants make in order to repay with interest the 
sums (or rather part of the sums) lent to them to enable them to buy their 
land. The Irish Free State have no more right to pocket these annuities 
than they have to pocket the rents paid in Oxford Street or Pall Mall. Mr 
Cosgrave’s Government have agreed in the most plain and definite 

276
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fashion to pay over the annuities to the National Debt Commissioners, 
and their promise is clearly binding on their successors. 

Mr de Valera does not seek to rest his case on any ground of equity or 
commonsense, but thinks that he could succeed in proving that various 
formal documents which were drawn up under circumstances of acute 
tension and in great haste were so faultily drafted that they do not carry 
out what was obviously the intention of both contracting parties. If this is, 
indeed, the case most people would be led to the conclusion that the 
proper course is to amend the formal documents so that they shall carry 
out the intention of both contracting parties without ambiguity; but that, 
of course, is not what Mr de Valera intends to suggest. 

The Government of Ireland Act, 1920, never came into force as regards 

Southern Ireland, and was repealed as regards that country in 1922, but 
Mr de Valera argues that the formal steps taken to postpone the coming 
into force of the Act as regards Southern Ireland were ultra vires and 

invalid since they consisted in postponing the “appointed day” in a 

manner which was inconsistent with the terms of the Act. The legal point 

is not free from doubt and we could not be certain that an arbitrator 

would dismiss Mr de Valera’s contention as totally invalid. If it were 
upheld, it could be argued that the Irish Free State are entitled to receive 

the amount of the Land Annuities from the 8th August, 1921 (when the 

Act came into force on Mr de Valera’s thesis), to the 5th December, 1922. 

Mr de Valera’s second argument is that by Article 5 of the 1925 Agree- 
ment the Irish Free State were liberated from liability for the service of 
the Public Debt of the United Kingdom, and that the Irish Land Annu- 

ities form part of the Public Debt. This also might be regarded as an argu- 

able point, if it is treated as a mere matter of the legal interpretation of a 

particular phrase. Loans guaranteed by a government are a potential, if not 

an actual, part of its public debt, and if default occurs on any particular 

loan, the guaranteeing government has to pay the service of that loan. 

The balance of legal argument may be in our favour on both points, but 

there is at any rate a certain risk that an arbitrator might hold that Mr de 

Valera is right from a purely legal and technical point of view, and it 

would seem most undesirable that we should expose ourselves to such a 

decision when there is not the slightest element of doubt about the facts 

(1) that the Irish Free State ought in equity to pay over the annuities, and 

(2) that they have clearly and definitely promised to do so. Our right 

attitude seems, therefore, to be to insist on treating the matter from the 

point of view of commonsense and of good faith, and not from the point 

of view of hair splitting about the legal interpretation of particular texts. 

For the above reasons I think that there is great force in the view that 

we should be very ill-advised either to suggest, or to consent to, arbitra- 

tion.!
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Chamberlain’s memorandum serves as a concise yet illuminating 

prelude to the bitter controversy which followed and provides the 

key to why that dispute was so difficult to resolve. It was clear from 

the outset that the British government were not disposed to reopen 

the complex financial negotiations of the nineteen twenties. Neither, 

as Chamberlain so emphatically declared, were they disposed to re- 

sort to arbitration. 

But Chamberlain’s memorandum reveals something else about the 

impact of the 1932 change of government in Ireland upon Anglo-Irish 

relations, which is of particular relevance to the history of the Depart- 

ment of Finance: differences, which in the twenties had been essen- 

tially financial in character, were, in the thirties, essentially political. 

We have already seen how political considerations could never be 

ignored in the financial negotiations of the twenties and how they 
sometimes assumed major importance;? but the Finance and Treasury 
officials who took part in those negotiations were fully aware that 
their political masters were politically anxious for, and assumed the 

possibility of, financial agreement. The post-1932 situation was very 
different. The background of political consensus, against which finan- 
cial agreement had previously been sought, no longer existed. 
Circumstances had been completely reversed. Anglo-Irish political 
differences were now so acute that they not merely jeopardised the 
financial agreements of the past but also militated against any quest for 
harmonious financial relations in the present or in the immediate 
future. It was not, as we shall see, that the Finance view of the 
Treasury or the Treasury view of Finance underwent any sudden 
change after 1932 but, simply, that their views were no longer rele- 
vant.? 

This politicisation of Anglo-Irish financial relations greatly dim- 
inished Finance’s influence in areas where they had hitherto exercised 
practical, if not theoretical, control. Aspects of Anglo-Irish financial 
relations which had hitherto fallen within the Finance ambit now 
became highly sensitive politically, and much of what had earlier 
fallen to Finance officials now fell instead to the politicians. The 
balance of power within the new government, or, more precisely, the 
personal pre-eminence of de Valera, also contributed to this develop- 
ment. In the twenties the balance had tilted towards Finance. Presi- 
dent Cosgrave had not only held the Finance portfolio during the 
decisive formative years of the new state but had also shown himself 
extremely sympathetic to the Finance officials who, above all in
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Brennan’s case, could lean heavily upon his confidence and co- 

operation. De Valera too, felt that the President of the Executive 
Council should hold an additional ministerial portfolio; but where 

Cosgrave had chosen Finance, de Valera chose External Affairs, 

feeling “that this was a post which should, if possible, be held by the 
Head of Government, so that there might be no doubt as to the 

authority with which the Minister spoke.’” 
The impact of these changes upon Finance was immediate. Within 

a month of Fianna Fail’s assuming office, McElligott was constrained 

to ask External Affairs for copies of that department’s correspondence 

with J. H. Thomas, the Secretary of State for the Dominions, — 

correspondence which vitally affected the annuities issue which had 

hitherto been Finance’s preserve.° This correspondence had begun on 

22 March 1932 when J. W. Dulanty, the Irish High Commissioner in 

London, had written to Thomas confirming statements he had made 

during 2 meeting between the two men that same day. Dulanty’s 

principal concern, mirroring that of his government, was with the 

question of the oath of allegiance embodied in the 1921 Treaty and he 

made no mention of the annuities in this first letter. But the annuities 

were mentioned in Thomas’s letter to de Valera the following day 

when he wrote that his government understood from de Valera’s 

public statements that the Irish Government intended to retain the 

annuities although he had “received no official communication on the 

point”. Thomas put on record the essence of the British case as laid 

down by Chamberlain, saying that the Irish Government were 

... bound by the most formal and explicit undertaking to continue to pay 

the land annuities to the National Debt Commissioners, and the failure to 

do so would be a manifest violation of an engagement which is binding in 

law and in honour on the Irish Free State, whatever administration may 

be in power, in exactly the same way as the Treaty itself is binding on 

both countries.’ 

De Valera’s reply of 5 April, while again primarily concerned with 

the oath, also took up the question of the annuities when he asked for 

a statement of what the British understood to be the “‘formal and 

explicit undertaking to continue to pay the Land Annuities”. His 

government, de Valera continued, was ‘‘not aware of any such under- 

taking, but the British Government can rest assured that any just and 

lawful claims of Great Britain, or of any creditor of the Irish Free 

State, will be scrupulously honoured by its Government.’ Thomas’s 

response was unequivocal: “‘the formal and explicit undertakings”’, he
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wrote, were the Financial Agreement of 12 February 1923 and the 

Ultimate Financial Settlement of 19 March 1926 “‘discussed in Dail 
Eireann on the 8th December, 1926.’ 

The 1923 agreement, as we have seen already,'° had never been 

published and this was the new government’s first formal intimation 
of its existence. The Department of Finance was asked for all their 

files relating to Anglo-Irish financial agreements since the state’s 
foundation and these were duly sent for examination by the Attorney 
General on 23 April 1932.!' While the government subsequently 
“decided that any payment, which in the opinion of the Attorney 
General is required by the Treaty of 1921, or by the Agreement of 
1925 amending and supplementing the Treaty, to be made to the 
British Government should be duly made”’,’? the contrary decision 
was taken in respect of the 1923 Agreement and the Ultimate 
Financial Settlement. The distinction was that neither of these latter 
agreements had been ratified by the Dail — that they had been 
“discussed” in that assembly, as Thomas had pointed out, was 
insufficient. Nor should the fact that all three agreements were con- 
cluded before the Fianna Fail party entered the Dail be overlooked. 

Ministerial talks which took place in Dublin on 7 June between de 
Valera and the Minister for Justice, James Geoghegan, on the Irish 
side, and Thomas and Viscount Hailsham on the British, failed to 
bridge the gap. No officials (either from the Department of Finance 
or from any other department) were present at these talks which, to- 
gether with the absence of the Minister for Finance, starkly revealed 
the chasm which separated the conduct of Anglo-Irish financial rela- 
tions in the thirties from the practice of the twenties. Neither were 
any Finance officials present when further talks took place in London 
on 10 June, although de Valera and his Vice-President of the Execu- 
tive Council, Sean T. O'Kelly, were then accompanied by the Secre- 
tary to the Executive Council, Sean Moynihan, and the Secretary of 
the Department of External Affairs, J. P. Walshe. These talks were 
equally unproductive, although the British did unbend sufficiently to 
propose that the dispute should be submitted for arbitration.” 

De Valera summed up the position in a statement to the Dail on 17 
June when he reaffirmed his government’s intention “‘to retain the 
land annuities in the State Treasury”. There was ‘‘no contractual 
obligation binding us to hand these annuities over to the British’’, he 
said. ““Since we came into office with the responsibility which it 
involves,” he continued, ‘‘we have given more detailed study to these
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matters than was possible when we were in Opposition, and the more 
we study them, the more we are satisfied that the position we took up 
in regard to them was sound both in law and justice.” De Valera made 
it clear that his talks with British ministers, had been merely ‘‘friendly 
discussions” and not “formal negotiations”. While, in a letter which 
he had sent to Thomas the previous day, he had not rejected a British 
proposal that the dispute be referred to an arbitration tribunal, he had 
refused to accept that such a tribunal should be confined to members 
drawn from countries within the Commonwealth as the British 
proposed. He told the Dail that he had further required that “the 
matters to be submitted to the tribunal for determination must include 
not merely the land annuities, but also the item of the other annual 
payments to the British Government by the Government of the Irish 
Free State, except those in pursuance of agreements formally ratified 
by the Parliaments of both states’. But de Valera realised that the 
prospects of an immediate compromise were remote, as he made clear 
when he said that, while he had not received any official reply from 
Thomas, he did not believe that the British government would find 

his counter-proposals acceptable." 

De Valera’s pessimism was fully justified. The British viewed the 

arbitration solution with very considerable suspicion — as Chamber- 

lain’s March memorandum abundantly testifies — and the proposal of 

an “Empire Tribunal” (which emanated from a meeting of the British 

Cabinet’s Irish Situation Committee on 9 May)'* represented, in their 

eyes, a considerable concession. By mid-June they too seemed pre- 

pared for a long drawn-out dispute as is seen from a series of Trea- 

sury memoranda on the financial arrangements between the United 

Kingdom and the Free State, circulated to the cabinet at the instance 

of the Irish Situation Committee.’® 
The dispute worsened when the House of Commons resolved to 

make up the British losses on the annuities by imposing customs duties 

on Irish imports. One last effort to avoid an impasse was made on 15 

July when de Valera (accompanied only by his secretary, Maurice 

Moynihan) had talks in London with the Prime Minister, Ramsay 

MacDonald, and the British Lord Chancellor (Lord Sankey) and 

Attorney General (Sir T. Inskip). The talks, which went on from 7.50 

to 10.35 that night, came to nothing when de Valera rejected the 

British offer to suspend their duties in return for his resuming pay- 

ment of the land annuities. De Valera argued that his government's 

‘decision to pay the [land annuity] monies into a suspense account
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was ample evidence of their good faith’, but MacDonald insisted 

“that if there was to be a suspension of the duties there ought to be a 
complete return to the status quo which the Irish Free State Govern- 

ment had been the first to disturb’’.!’? Breakdown was thus inevitable 

since as the press communiqué bluntly noted, “neither party was able 

to depart from the position taken up in the published despatches’’.’* 
The economic war began next day with the imposition of the 20 per 
cent ad valorem British duty on Irish imports. 

Why were the British Government so unyielding on the annuities 
issue? There is little doubt that many of the reasons for their intran- 

sigence (notably the British hope that the de Valera government 

would be short-lived and that Cumann na nGaedheal might soon 

regain power) may be found in the realm of the broader political and 
constitutional dispute which falls outside the scope of this book. 

However, the specifically financial arguments underlying British 
policy do merit closer examination. Some of these arguments may be 
found in a Treasury note of 18 July, drawn up in response to de 
Valera’s statement, published the same day, which declared that the 
Irish people were “being unjustly compelled to bear the crushing 
burden of these payments’. Such a phrase, the Treasury claimed, 

... could only be appropriate if the payments made by the Irish Free State 
were a tribute, or even a contribution, from one Government to the 

other. So far from being asked to pay a tribute, the Irish Free State was in 

1926 entirely released from its Treaty liability to contribute to the service 
of the Public Debt of the United Kingdom, which had been incurred for 

the joint benefit of all the people of the United Kingdom, including those 

now belonging to the Free State. Such a contribution to joint Public Debt 
is normally payable when one area is separated financially from another 
and the release of all such obligations was a signal act of generosity on the 

part of Great Britain and was so recognised in both countries at the 

times. 

In short, these payments consist either of private payments in the nature 
of rent, etc., or repayment of loans advanced for public works, which 
form no burden on the Free State Budget, or else, for the most patt, af 
normal administrative expenses, such as Pensions, which all Governments 
have to bear; and of the total payments made a large part are retained in 
the Irish Free State and represent no burden on its balance of payments.” 

Another Treasury memorandum, entitled “Financial relations be- 
tween Great Britain and the Irish Free State” and written by T. K. 
Bewley, “for the use of the British Library of Information at
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Washington in counter-acting Irish-American propaganda”’, is of 
special interest for the light which it throws upon British attitudes. 
Bewley, who had been one of the Treasury officers lent to the De- 
partment of Finance under the Provisional Government, argued that 
under articles 1 and 2 of the Treaty, the Free State had been “given 
the same constitutional status and relation to the government of the 
United Kingdom as the Dominion of Canada’’, the. effect of which 
completely separated the finances of the two states and gave the Free 
State “complete control of her own finances”. When it came to how 
this financial control could be best transferred, Bewley continued, it 
was agreed 

... that the Irish Free State Government should assume control of the Free 
State as of a ‘going concern’ i.e. that they should take over both the assets 
and the liabilities attaching thereto. 

In accordance with this principle Government property in the Irish Free 
State was, in general, handed over free of charge to the Government of 
the Irish Free State. The civil government offices in the territory of the 
Irish Free State with their furniture and equipment, lands and buildings, 
etc., were thus transferred to the ownership of the Irish Free State 
Government. 

On the other hand, in accordance with the same principle, the Irish Free 
State were expected to accept responsibility for the liabilities attaching to 
the territory which they took over. 

Bewley went on to emphasise that, where these general principles 
of transfer had been modified, the “two very important modifica- 
tions’ were “‘to the advantage of the Irish Free State Government’’, 
who had, first, “‘been absolved of all liability in connection with the 
British National Debt’’ and who had, second, ‘“‘not been required to 
shoulder their full liability in connection with Irish Land Purchase.” 
The remaining payments from the Irish to the British government 
amounted to something over £5 millions a year and it was these, 
wrote Bewley, 

... which have given rise to the wholly erroneous idea that some form of 
‘tribute’ is still paid by Ireland. These payments arise purely from the 
fact that the Irish Free State was taken over as a ‘going concern’ with its 
assets and liabilities. The assets were handed over as capital assets, while 
the liabilities for the most part take the form of annuities paid for the 
service of loans long since expended on purposes relating to the area 
which has now become the Irish Free State.?! 

The Treasury, too, were responsible for that sudden stiffening in the
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British government’s attitude in early July which had led to the 

breakdown of the de Valera-MacDonald conversations in London and 

the outbreak of the economic war. On 7 July Sir Richard Hopkins, 

one of the Treasury “‘knights’’, sent Sir Warren Fisher a special min- 

ute marked “very urgent” in which he recorded how “very uncom- 

fortable’”’ he felt “‘about the way the frish question 1s developing”. 

Hopkins reckoned that the “Irish default” would be about £4-7 

millions whereas the British punitive tariffs would not produce more 

than £3-5 millions. But Hopkins’s decisive intervention was to 

suggest that his government would be “‘embarrassed if de Valera 

accepts the latest position taken up by Mr Thomas as I cannot see that 

he has made it clear that the money has to be paid to us pending arbitra- 

tion. Suppose he goes on paying his receipts to a suspense a/c, where is 

our Budget?’ It was the British Prime Minister’s refusal to accept 

precisely this alternative which led to the breakdown of his talks with 

de Valera on 15 July.?? However sympathetic the Treasury may have 

been to Ireland’s financial problems in the past and might be again in 

the future, the withholding of the annuities affronted Treasury prin- 

ciples of financial orthodoxy too severely for their immediate reaction 

to be other than one of outright opposition. 

Finance, their good relations with Treasury officials notwithstand- 

ing, were powerless to alter the course of events. Although the 1932 

crisis brought sweeping changes in the climate of opinion and in the 

economic circumstances within which Finance had to function for the 

better part of the next decade, the fact that the crisis was essentially 

political rather than financial rendered Finance officials impotent. For 

the historian, this impotence is starkly displayed in the paucity of 

material in the Department’s archives relating to the crisis. Whereas 

for Anglo-Irish financial relations in the nineteen twenties there is an 

abundance of material, for the thirties there is little or nothing; and 

the change aptly symbolises Finance's loss of control over the direc- 

tion of financial policy. 

To say this, of course, is not to suggest that there was any fun- 

damental change in Finance attitudes, but rather to argue that some of 

those attitudes temporarily became less relevant in the context of the 

economic war. Finance continued to try to uphold the same policies 

which they had advocated in the past. One example will suffice. 

The Sale of British Government Securities 

In July 1932, when Anglo-Irish relations were deteriorating rapidly,
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there was some anxiety in Irish government circles that one British 
retaliatory action might be to impound Irish government holdings in 
British government securities — an anxiety which prompted the sug- 
gestion that such securities should be realised and the proceeds rein- 
vested. On 8 July the government decided that all disputed moneys, 
should be paid into “special suspense accounts in the Bank of 
Ireland’’, and not to the British Government. Finance however, threw 
cold water on the suggestion that Britain might impound Irish 
government holdings in British government securities in a series of 
four lengthy and detailed minutes to their minister between 18 and 28 
July. Finance’s main arguments were as follows: 

Ly 

2 

No reason for the fear of impounding the Free State holdings has yet 
emerged. 

One British contention is that the Free State has not acted honourably 
in seizing the annuities on their way from the pockets of Irish farmers 
to the pockets of the persons who (in effect) lent the money to enable 
Irish land to be purchased. From this angle, the British would not be so 
foolish as to act dishonourably and (in effect) repudiate their obliga- 
tions. 

. Any such action as impounding would give a shattering blow to the 
British reputation for financial integrity and determination to meet 
obligations at all costs. Their credit would be greatly lowered for 
many years to come. Especially at the present time, the suggested 
action would be immeasurably foolish. 

. Even if the fear had substance, you have no proper aiternative to taking 
any risk which may be involved in retaining British Government 
stocks. 

(a) You have no legal authority for investing in any external 
Government securities save British, and 

(b) even if you had authority to make other investments, the posi- 
tion of the Exchanges stands in the way of investing in the 
securities of a country still on gold... 

In these circumstances ... a Trustee would be speculating, not investing, 

with the practical certainty of incurring substantial loss of both income 
and capital. 
A major politico-financial scandal would in any event sooner or later
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emerge, via the Public Accounts Committee, with the usual disastrous 

' sera j 1 24 

consequences to individuals and serious damage to the credit of the State. 

McElligott, then in Ottawa as adviser to the Irish delegation to the 

Imperial Economic Conference, backed up these arguments by tele- 

gram. He argued that British seizure of Irish holdings was “unlikely”’, 

advised against reinvestment in the securities of other Dominions or of 

the United States, raised the spectre of a “possible run on Savings 

Banks, Savings Certificates, Government securities and bank de- 

posits’ (a possibility described as a “greater disaster than British 

seizure of our assets”’) and, generally, threw all his authority against 

the “suggestion [sic] to realise our securities’ ’.*° 

But if Finance officials held strong opinions on the subject, so too 

did their minister and, at 5.30 p.m. on the day McElligott’s telegram 

had been received — 28 July — Arthur Codling (Acting Secretary in 

McElligott’s absence) received a final, one-sentence minute from his 

minister instructing him to sell the government’s holdings of the 

British 5 per cent War Loan immediately — a decision both imple- 

mented by Finance officials and approved at a government meeting 

on the next day.’° The holdings of some £2:8 millions were duly sold 

and the proceeds placed on deposit with the Bank of Ireland at 1 per 

cent interest per annum pending the enactment of the Approved 

Investments Bill 1933. This Bill loosed the restrictions (embodied in 

the British Trustee Act of 1893 and even earlier British acts) which 

had until then, as his officials had pointed out, prohibited the Minister 

for Finance from investing “in any external government securities 

save British’’.?” 

Nineteen thirty-two saw another abortive attempt to end the 

dispute: a conference held in London on 14-15 October, at which 

Sean MacEntee, as Minister for Finance, accompanied by McElligott, 

was included in the Irish delegation for the first time since the change 

of government. But the composition of the Irish delegation, again 

headed by de Valera and including his two departmental secretaries 

(J. P. Walshe and Sean Moynihan) as well as Dulanty as Irish High 

Commissioner in London, once more reflected the diminution of the 

significance of financial, as opposed to political and constitutional, 

considerations. The British delegation, in contrast, was headed by the 
Chancellor of the Exchequer, Neville Chamberlain. MacEntee’s own 
contributions to the discussions, most notably at the third session on 
the morning of 15 October, were also characterised by their political
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content. He argued, for instance, that “‘the question of over-taxation 
had never been taken into consideration .. . although it had for long 
been a major political issue in Ireland, and the view that Ireland had 
been overtaxed had received full support from all sides in Irish 
politics” — a declaration curiously echoing Michael Collins’s contri- 
bution to the meeting of the financial sub-committee during the 
Treaty negotiations.** MacEntee also argued that the 1926 agreement, 
‘whether valid or invalid... was not in fact what it purported to be 
— a final financial settlement. .. . There had, in the view of the Irish 
Free State representatives, never been any final financial settlement’’. 
The Irish Free State, he declared, ‘were trying to wipe out a long- 
standing dispute that had lasted for many years. They wanted to have 
no further irritants....They were only explaining that so long as 
there was money being paid in respect of Irish land there was bound 
to be irritation.’’?? 

MacEntee’s arguments were formally reinforced in the Irish des- 
patch of 12 October which justified the denial that there was “any 
binding force’’ in either the 1923 financial agreement or the Ultimate 

Financial Settlement because, ‘“amongst other reasons’, they were 

“not submitted to the Oireachtas for ratification’’, they did “not pur- 

port to have been signed by accredited representatives’ and were 

“merely provisional’. On the question of land purchase annuities, the 

same Irish despatch rejected the British contention that the payments 

were not inter-governmental debts but contended instead 

...that the Land Stocks are part of the Public Debt of the United 

Kingdom and should, therefore, under the Agreement of the 3rd Decem- 

ber, 1925, which amended the Treaty, remain a liability of the United 

Kingdom. .. . Further, in view of all the historical circumstances, it is not 

equitable that the Irish people should be obliged to pay away these 
moneys. 

History was similarly called to witness in the matter of the payment 
of Royal Irish Constabulary pensions, when it was argued that 

“historically, as the Royal Irish Constabulary was an occupying force, 
hostile to the national aspirations of the Irish people, it would not be 

right or equitable to impose a charge for their pensions, etc., on the 
Irish people.” 

The British replied by arguing that 

. .. according to the recognised practice of nations, agreements concluded 

between representatives of Governments are binding upon the Govern-
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ments concerned unless they are expressly stated to be subject to ratifica- 

tion. No such statement occurs in the agreements either of 1923 or of 1926 

which were signed by Ministers on each side. 

The British similarly denied that the land annuities were any part of 

their Public Debt or, as they had always done, that they could be 

regarded as inter-governmental debts; and they interpreted “‘the state- 

ment that in view of all the historical circumstances it is not equitable 

that the Irish people should be obliged to pay away these moneys... 

to mean that Ireland was over-taxed in the past’? — the data upon 

which this argument was based, the British declared, were ‘in many 
respects fallacious... taking the whole period from the date of the 

Union until the present time, it would be impossible to establish any 
clear proof that Ireland has been over-taxed at all’’.*! 

These fundamental divisions, evident in the memoranda formally 

exchanged between the two governments, emerged equally clearly in 

the exchanges between Chamberlain and de Valera in their London 

meeting on 15 October. Chamberlain said that he saw the Irish claims 

as falling 

...into two separate categories. The first category was that of claims 
whose sole basis was that certain agreements between the Irish Free State 

and Great Britain were not valid. Of course they [the British govern- 

ment] did not accept that. The second category consisted of claims which 
are not based upon any alleged invalidity of agreement but were rather 

claims addressed to the British sense of fairness and natural justice. 

The atmosphere in which the British looked at what he would call the 
generosity claims was not improved by the fact that other claims were 

based upon legal technicalities.” 

In reply, de Valera argued “‘that the whole purpose of the Con- 

ference was to arrive at a financial settlement between the two coun- 

tries” and admitted that from “‘the Irish point of view the present 

relations were not satisfactory. His hope was that all those items 
which are a source of friction might be settled”. But while, in this 

context, de Valera did not dispute the validity of one particular agree- 
ment when questioned by Chamberlain, he still refused to relinquish 

the Irish claim “on the basis of fair play and natural justice’. 
Given these circumstances, it was hardly surprising that the October 

conference failed. The reasons for its failure were embodied in a final, 

unyielding Irish memorandum of 26 October which reiterated the 

Irish government’s point of view on the various disputed financial
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issues and which demonstrated that the gulf dividing the Irish from 
the British view of the financial relationship between the two coun- 
tries was just as unbridgeable as when the 1932 crisis had begun.*4 

II: The Coal-Cattle Pacts 

More than two years elapsed before there was any sign of a thaw in 
Anglo-Irish financial relations. Finance’s impotence to restore har- 
mony during these years seems to have been just as pronounced as in 
1932. Here again the historian can find no traces in the Department’s 
records of any significant Finance intervention or initiative. When the 
first crack finally appeared in the ice which was freezing financial 
relations, it was the work, not of Finance, but of J. W. Dulanty, the 
Irish High Commissioner in London. Dulanty’s role is recorded in an 
illuminating Treasury memorandum which reports that Dulanty first 
went to Thomas, the Secretary of State for the Dominions, in Octo- 
ber 1934 with the idea as to 

. whether it would not be possible to take a suitable Opportunity to 
improve relations between the United Kingdom and the Irish Free State 
by arranging for the present economic restrictions to be relaxed, to the 
benefit of both, without prejudice to the wider financial or political issues 
involved. .. The United Kingdom should increase the quota of Irish Free 
State cattle to the full extent possible and that, in return, the Irish Free 
State should arrange to divert orders for coal from Poland and Germany 
to e.g. South Wales to an equivalent amount. With this idea in view Mr 
Dulanty had, on his own responsibility, gone over to Dublin and had had 
talks with Mr Lemass, Mr Ryan and Mr de Valera. He had found Mr 
Lemass and Mr Ryan favourable to his idea and, after some difficulty, had 
brought Mr de Valera round to it. 

Dulanty now thought, the Treasury memorandum continued, that 
“if anything could be done”’ on the British side, “there would be a 
response’ on the Irish side, although he envisaged “nothing in the 

nature of a formal agreement — merely that each side should take a 
suitable opportunity to make concessions. His idea was a purely com- 
mercial arrangement.”’ Dulanty felt “‘that, if this could be done, the 

psychological effect on, at any rate, several of the members of the 
Irish Free State Cabinet would be good”’.*° On the other hand, as the 

Treasury immediately realised and accordingly minuted, if they were 
to turn down Dulanty’s scheme, “‘the effect would be proportionately 
bade4
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The genesis of the coal-cattle pacts is another confirmation of the 

new government’s tendency effectively to exclude the officials of the 

Department of Finance from key areas affecting Anglo-Irish financial 

relations. One fascinating explanation of how this came about was 

provided by Dulanty himself in the course of an extraordinarily frank 

conversation with Malcolm MacDonald (Thomas’s successor as 

Secretary of State for the Dominions) on 26 August 1936. Dulanty, 

speaking of de Valera’s marked reluctance to agree to sending officials 

from Dublin to participate in secret negotiations in London then 

being proposed by the British, suggested that de Valera “might be 

influenced a little’ by the consideration that 

... at the head of his Government Departments were men who worked 

with Cosgrave. They were suspect to many in the President’s own party. 

Some of them were well known as being pro-British connection. The 

head of the Treasury [McElligott], for example, had never attempted to 

hide his view that the struggle against Great Britain was all nonsense. A 

resolution had actually been proposed at a recent Conference of Mr de 

Valera’s party to the effect that certain permanent officials should be 
dismissed.*’ Therefore, he [Dulanty] thought it just possible that Mr de 

Valera was anxious that such men should not have too much responsibility 

in the discussions... . This was not because of any lack of confidence in 

his men on Mr de Valera’s part, but simply on account of the political 

expediency of not letting his Government be represented in these impor- 
tant talks by officials who had not the confidence of his own followers.** 

But if Finance played no immediate part in bringing about the 

coal-cattle pacts, it may well have been that the harmonious relations 

which they so carefully nurtured with their Treasury counterparts 

during the twenties now paid handsome dividends. Otherwise it 

seems difficult to explain the Treasury’s remarkably sympathetic 
reaction to Dulanty’s scheme: “Dulanty would seem to have acted 
with courage and foresight in the interests of both countries’’,*? 

minuted A. P. Waterfield, the former head of Treasury (Ireland) in 
the days of the provisional government and before. The Permanent 
Secretary, Sir Warren Fisher, was even more blunt: “I hope’, he 
wrote, ‘we shall adopt a liberal policy as regards the Irish Free State 
in this matter.’ 

On 3 January 1935 the first of the coal-cattle pacts along the lines 
suggested by Dulanty was duly published;*! while it marked a step 
forward in as much as some kind of dialogue was re-established 
between the two sides, it did not serve as a foundation for any further
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immediate advances. But the pact was for one year only and when, at 
the end of 1935, it became due for renegotiation, it provided the 
occasion for a further, more remarkable demonstration of Treasury 
sympathy for the Irish position in the Anglo-Irish financial impasse. 

On 7 December 1935 the Chancellor of the Exchequer, Neville 
Chamberlain, approved negotiations for the renewal of the pact 

...0On the existing quantitative basis and a reduction of not more than 
20% of the existing duties on cattle in return for removal as far as possible 
of tariff discrimination against United Kingdom goods (except coal where 
the duty is borne by the Irish consumer) and the cessation of administra- 
tive discrimination. Also a modification of the existing special duties on 
Irish horses and dogs. This was to cost £740,000, none of which would 
actually fall on the Budget.” 

But, in the negotiations which followed, the Irish sought better 
terms. They demurred at taking all their imported coal from the 
United Kingdom — “an order continuing the United Kingdom coal 
monopoly for the current year . . . [was] provisional only” — “unless 
the United Kingdom would take the extra fat cattle (said to be 
50,000)’’ for which they would otherwise have to seek another 

market.*? The Treasury reacted sympathetically and “authority was 
asked to get the best settlement possible, conceding anything up to 
30% . . . reduction in special duties, all subject to the cost not exceed- 

ing the £740,000 first proposed”. In a personal minute to the 

Chancellor, Fisher threw his full weight as Permanent Secretary 

behind this substantially more generous Treasury proposal. But 
Chamberlain flatly rejected Fisher’s advice. ‘I do not much like this 
proposal at this stage’, he wrote, 

I think we have laid down the limits of the concessions we would make 

without any very definite specification of the concessions to be made in 

return. Until we have got some clearer idea of what these will be I do not 

see any reason for enlarging the limits of our concessions. 

The disadvantages of the extra import of fat cattle are considerable and 

the loss of revenue is also extensive. Other considerations have also to be 

taken into account and they are not very easy to state in justification of 

what may seem on the face of it a one sided bargain.” 

Such open disagreement between Chancellor and Permanent 
Secretary was unusual, so much so that it prompted Fisher to relin- 

quish responsibility for the matter in question and hand it over to one 

of his subordinates, Sir Richard Hopkins.‘*° The disagreement was
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symptomatic of the extreme political sensitivity of Anglo-Irish 

financial relations for British as much as for Irish civil servants. Fisher 

had by now served as Permanent Secretary to the Treasury for almost 

twenty years and the views he expressed were not fundamentally 

different from opinions he had expressed as early as 1920 and would, 
more successfully, again express in 1938;*° but, in January 1936, they 

were politically unacceptable. Yet Fisher was not long before his 

time. There had alréady been a significant change at the Dominions 

Office, where Thomas was succeeded as Secretary of State by 
Malcolm MacDonald in late November 1935. MacDonald, it was 

soon apparent,‘”? was much more interested in seeking an early com- 
promise in Anglo-Irish relations than his predecessor and, on 10 July 
1936, -he circulated to his cabinet colleagues a memorandum which 

served as a starting-point for the first conciliatory British initiative in 

Anglo-Irish financial relations since the beginning of the economic 

war. 
The memorandum, which was “drawn up departmentally in con- 

sultation between the Treasury and the Dominions Office’’, set out 

the “considerations to be borne in mind in reaching a decision as to 

the lines of a possible settlement of the financial dispute with the Irish 

Free State’’.“8 The memorandum argued that it was clear 

... from the political point of view, [that] the most satisfactory settlement 

of the financial dispute with the Free State would be by means of a lump 

sum payment by the Irish Free State. By this means it would be possible to 
eliminate the continual source of friction arising from the need for an 

annual vote of money in the Free State Parliament, with the possibility at 
any time of further repudiation. 

But the Treasury saw “‘serious practical difficulties” in such a solu- 
tion; they calculated that the “‘total capital value”’ of the disputed pay- 
ments on which the Irish were in default was about £100 millions of 
which about £75 millions were represented by the land annuities, 
£12 millions by RIC pensions, £7 millions by local loans, and the 
remainder by smaller, sundry items. The Treasury thought it was 
impossible to estimate accurately how much the Irish government 
would be able to borrow to pay off the disputed claims, but they 
were “confident” that “they could not borrow as much as, say, 
£,25,000,000 (except on condition that the loan would be guaranteed 
by the Government of the United Kingdom, a condition to which the 
objections are obvious)”” — £10 millions, the Treasury tentatively 
suggested, was as much as the Irish Free State ‘‘could borrow’’.*?
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The Treasury’s fears were spelt out more cogently in an internal 
minute which argued that 

... the difficulty in connection with the suggestion that the Free State 
might pay a large lump sum is simply that one does not see how the Free 
State Government could raise the money. A loan for this purpose would 
be unpopular in Ireland and certainly de Valera could borrow very little 
in London. He might dragoon his banks into taking a share in a new loan, 
but they cannot accept unsaleable assets to more than a very limited 
extent. No one could tell until the experiment was tried, but | certainly 
think it improbable that by any combination of methods de Valera could 
raise and pay over to us more than, say, £10 millions.*° 

But Fisher took a very different line: “‘if the age-old tension 
between Ireland and England could be effectively and permanently 
ended”, he minuted magnanimously, “‘the importance to us of these 
particular money claims is in my view negligible’’.°! 

Whatever the difficulties in the path of a “lump-sum settlement”’, 
the British found the alternative of settlement by arbitration still less 
palatable on the grounds that 

...the Irish Free State have resisted any tribunal limited to within the 
British Commonwealth ... while the Government of the United King- 
dom have maintained firmly the position that they cannot accept arbitra- 
tion except by a British Commonwealth arbitrator. Even, therefore, if it 

were possible to regard an arbitration as a satisfactory method of settling 

the question, it may not be considered practicable, on political grounds, to 

reach agreement as to an arbitration. Moreover, it might be very difficult 

to agree on terms of reference. The Free State Government might want to 

include capacity of payment and transfer, and also the question of the 
alleged over-taxation of Ireland for the past century or more.” 

But the more serious differences, of course, were still political and 

constitutional rather than financial, as a meeting of the cabinet’s Irish 

Situation Committee on 22 July 1936 made plain. 
Although that meeting was primarily concerned with the constitu- 

tional issue, it also witnessed the further development of British policy 

in respect of Anglo-Irish financial relations, despite the unanimous 

view, as expressed by the Prime Minister, Stanley Baldwin, that the 

“question of allegiance was fundamental” and that, in the absence ot 

agreement on that question, “no useful purpose would be served by 

attempting to reach agreement on the other outstanding issues”’.°’ But 

this was not regarded as sufficient justification for ignoring the finan-
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cial issue since, as MacDonald argued, “‘it would be desirable to put in 

two or three other proposals in addition to the Constitutional ques- 

tion, in order to enable the representatives to switch over to some 

other subject of discussion if the Constitutional issue proved awkward 

in the beginning.” 

This was the background against which MacDonald proposed that 

British representatives might be authorised to say “‘that as regards the 

financial dispute we were ready to discuss the matter, and if we could 

settle that we should be prepared to take off the special duties if the 

Irish Free State also took off theirs’. But Chamberlain, speaking as 

Chancellor of the Exchequer, took a less lenient view. He thought it 

... important not to balance the United Kingdom special duties against 
the Irish Free State special duties. He did not mind linking the special 
duties with the financial dispute, indeed he thought it was right that they 

should not be treated as separate issues. ... He was not able to see what 

the Irish Free State could propose. To his mind there was no possible 

solution except one by which we gave up something to which, in his 

view, we were entitled. He felt that we ought not to be in a hurry to 

suggest giving up anything. . . The Irish Free State might ofter something 

which we might have to accept; and we should then lose the card of the 

special duties, which was obviously of great value in bargaining. He 

urged, therefore, that the duties should not be separated from the question 

of the financial agreement.°° 

Chamberlain had his way and the official position adopted by the 
British government was that their representatives would “not be 
authorised to put forward any definite proposals” but would merely 
“indicate .. . willingness to consider whatever suggestions for a com- 
prehensive settlement of this aspect of the problem the Irish Free State 
might wish to offer’; at the same time it was recorded that the Irish 
representatives were unlikely to be able to make “‘any suggestions 
likely to be acceptable’. British policy in respect of Anglo-Irish finan- 
cial relations were then summed up as follows: 

. .. Our position in this matter should be entirely reserved until we are in a 
position to see what prospect there is of obtaining a satisfactory settlement 
on the other items, especially the constitutional issue. Great care must, of 
course, be taken to avoid conveying the impression that we are anxious 
by making some financial sacrifice to purchase the allegiance of the Irish 
Free State.>° 

The deliberations of May-July 1936 thus led to the clearest and most 
comprehensive expression of the British view of Anglo-Irish financial
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relations since the first months of the economic war. They reflect a 
shift in the British stance and the emergence of a more flexible 
attitude, characteristic of the anxiety to seek compromise which is as- 
sociated with MacDonald’s tenure of office as Dominions’ Secre- 
tary. They reflect also the outline of British thinking as to the form 
which a compromise financial settlement might take. But they show 
that it was not yet the time for compromise in as much as the fun- 
damental problem of disentangling the financial from the constitu- 
tional issue was no nearer to solution. This is the reason why the 
British willingness to seek agreement on the financial issue, evident as 
early as July 1936, produces no practical results before 1938. 

The exploratory talks between British representatives and Dulanty 
in September 1936 — the outcome of the British deliberations in July 
— made this much plain. “Sir Warren Fisher’, reported Dulanty, 
“thought a good deal could be done on the question of defence, but 
he did not think we could make progress on that subject, nor on 

finance and trade policy, until we could get closer to some solution of 
the Constitutional question’”’.*” Anglo-Irish constitutional relations, 

moreover, were to get much worse before they got better, and their 

deterioration over the course of the next twelve months created a 

political tension so acute as to make the possibility of financial agree- 
ment still more remote. 

This was because 1936-37 saw a dramatic acceleration in de Valera’s 

campaign to dismantle the Treaty and to reconstruct his own edifice 

of Anglo-Irish constitutional relations. He used the abdication crisis, 

which came to a head in early December 1936, to eliminate all 

mention of the King and of the Governor-General from the Irish 

Constitution, and much of 1937, as we have already observed, was 

given over to drafting and enacting a new Constitution which was 

approved by the electorate in July and which came into force on 29 

December 1937. We have seen, too, how in early November 1937, 

the Minister for Finance had circulated a major memorandum to the 

Executive Council outlining the grave consequences of the economic 

war for the country’s economic and financial situation, and how 

McElligott, in particular, was by now “‘stressing the absolute neces- 

sity, from our point of view, of finally settling all our outstanding 

economic and financial differences with Great Britain. ... The inter- 

national outlook is at present so obscure’’, wrote McElligott in a 

minute for his minister, “and the Government as well as public 

opinion in Great Britain are so alive to the imperative need of
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strengthening their defences that we should take advantage of this 

situation. Great Britain can provide most of her war requirements, 

except food, and she undoubtedly wishes to draw her imported food 

supplies from the nearest source possible’. 
McElligott’s proposals must be set against the background of the 

growing British concern with international relations and of the great 
debates about appeasement and rearmament in the face of the threat 
posed by Hitler’s Germany, which had by now become the principal 
pre-occupation of the new British Prime Minister, Neville Cham- 

berlain, and his colleagues. What followed may be seen, perhaps, as 
an illustration of Chamberlain’s preference for policies of appease- 
ment in Anglo-Irish, as in Anglo-German, relations. 

De Valera and his colleagues were also more disposed to appease- 
ment, if only because they had now successfully rewritten the 1921 
Treaty and, in the 1937 Constitution, had restructured Anglo-Irish 
relations. De Valera himself stressed the significance of this sequence 
of events when he emphasised how the “question of the financial 
arrangements” had been “‘mixed up” with “‘certain constitutional 
questions”. Agreement on financial and economic matters, he later 
argued, would have been impossible ‘‘without the sacrifice of con- 
stitutional rights before the Constitution was introduced’’.*° 

Under these changed circumstances, de Valera took the initiative at 

a special cabinet meeting on 23 November 1937 when he submitted a 
draft despatch to be sent to the British government “‘in reference to 
discussions between officials of the two governments in regard to 
economic and other measures to be adopted in time of war’’. The 
despatch declared 

... that such measures would depend fundamentally upon the relations 

existing between the two countries on the outbreak of war, and that the 

steps to be taken in preparation should be guided by a just appreciation of 

what those relations were likely to be. 

If the Irish government had to envisage a continuance of the existing 
strained relations between the two countries their plans should [sic] 
obviously be very different from those appropriate to a situation in which 
there would exist between the two peoples a feeling of mutual trust and a 
disposition to cooperate in matters regarded by both as of common con- 

cern. 

De Valera’s antipathy to negotiations at official, as opposed to 
ministerial, level, and his recognition that the dispute was essentially 
political rather than financial or economic, were both reflected in the
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further declaration that the Irish government “‘were satisfied that 
piecemeal discussions between civil servants on the economic and 
other aspects of the situation which would arise in the case of a major 
war could achieve no useful purposes until some prior understanding 
in principle had been reached between the two governments.” The 
despatch therefore proposed “that members of the two governments 
should meet as soon as possible to consider all the important matters 
involved.’’® 

De Valera’s proposal was duly approved and the despatch was sent 
the next day. The British response was favourable and, on 7 January 
1938, the Irish cabinet approved of a delegation led by de Valera and 
also including the Ministers for Finance, for Industry and Commerce 
and for Agriculture. The secretaries of these three departments — 
McElligott, Leydon and Daniel Twomey — were also in the delega- 
tion which crossed to London for the first time on 15 January for the 
first round of the negotiations which led to the end of the economic 

61 war. 

III: The 1938 Agreement 

Once the constitutional obstacles to agreement had been removed and 
both sides had decided to negotiate, the more liberal Treasury 
attitudes, which had become apparent in the mid-thirties, became of 
immediate practical importance. Warren Fisher, who handled the 
general question of the Irish negotiations for the Treasury,” again 
played a key role in urging a liberal and open-handed policy at vari- 
ance with the traditional Treasury image. “I feel strongly”, minuted 
Fisher, “‘that it would pay England — in the long run and in every 
way — to take a generous view of this most unhappy financial 
tangle.’’®? Again, in a preparatory Treasury memorandum for the 
January talks, Fisher commented on an attached note which dealt with 
the historical background to Anglo-Irish relations. 

It is too readily forgotten by us English that our record over the larger 
part of the period has been outrageous. And we also don’t understand the 
Irishman’s habit of living in the past. I sincerely trust that these considera- 
tions will be taken into account in the present negotiations which, if 
liberally handled on our part, may prove a future blessing and strength.” 

The complex narrative of the Anglo-Irish negotiations of January- 

April 1938 falls outside the scope of this work, although it is some- 

times difficult to distinguish clearly between the financial and other 

aspects as “in point of fact the discussions on the different topics
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. . . - . ” 5 

would almost necessarily tend insensibly to slide one into another.” 

Before attempting to trace the financial strand of the negotiations, 

moreover, it is necessary to point out that, while political considera- 

tions no longer precluded negotiation, they continued to overshadow 

considerations of a simply financial character. For example, following 

a preliminary conversation Malcolm MacDonald had with de Valera 

before the formal negotiations began, he declared that the latter’s 

order of priorities in discussion was partition, defence, finance and 

trade. 

The Irish government’s point of departure on the finance issue was 

that they “‘could not consent to paying a penny of the land annuity 

money ’’.® The British, and MacDonald in particular, were anxious to 

‘avoid a repetition of the old wrangles in regard to the land an- 

nuities’” and to “endeavour to find some other payment to substi- 

tute for the land annuities’. The strength of the British position as 

expressed by the Prime Minister, Neville Chamberlain, was that they 

were now getting an amount equivalent to that withheld on the 

annuities through their special duties, and that, “as Mr. de Valera was 

very anxious to escape the further payment of the special duties, he 

would have to say what precisely he was prepared to do.”*’ But the 

British foresaw problems in trying to squeeze the maximum advan- 

tage from their undoubtedly strong financial position. They were 

anxious to maintain a good atmosphere in the discussions and, in 

MacDonald’s words, feared “‘that if in the discussions on finance we 

appeared to attempt to maintain a position under which in effect we 

would be making no financial concessions we should create the im- 

pression in the minds of Mr de Valera and his colleagues that we were 

not anxious to secure an agreement.” 

Now, as always, the overriding British concern was political. In 

1938, more than ever before since the foundation of the Free State, 

political considerations reigned supreme as the stark prospect of war 
with Hitler’s Germany loomed ever closer. Hence, when the Chan- 

cellor of the Exchequer, Sir John Simon, remarked that his “country 
seemed fated to hand over tangible possessions in exchange for 
assurances of goodwill”, he was immediately reminded “‘that the chief 
assurance to be sought was one that Mr de Valera would not allow an 
enemy to use the defended ports.’ 

Such apprehensions as these equally influenced the Treasury view 
and ensured that its tendency to throw principles of financial ortho- 
doxy to the winds in its anxiety for an Anglo-Irish financial agree-
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ment now became still more pronounced. This much was plain when 
the Treasury prepared a memorandum on the question of how much 
Ireland could borrow for the purpose of making the lump-sum pay- 
ment which would finally dispose of the financial disagreements 
between the two governments. The memorandum concluded, after 
various complex calculations, that there was “nothing in theory to 
make it impracticable for Ireland to pay £37 millions or an even 
larger sum’’; nor “‘in actual life” would it be impossible for the Irish 
government to raise this sum, spread over two years, by persuading 
“its citizens to sell out sterling securities for the purpose of taking up 

Free State [sic] Government stock.’’”° 
But Warren Fisher took a very different line. “‘Statistics are a sealed 

book to me”, he minuted grandly before going on to say that he 

would “not dream of contesting” his colleagues’ “mathematical” con- 

clusions. 

But this is primarily a psychological problem. The Irish are historically on 
incontestable ground in their view of England as an oppressor. If we 
adopt a niggling, huckstering attitude we shall — and will deserve to — 
get nowhere. The practical question is whether England thinks it is to her 
own interest to start a fresh chapter with Ireland. In other words, if a 

show-down is forced by Germany, do we want to face both East and 
West? Obviously an Ireland gradually becoming less hostile to England 
would be to us of great value, positive and negative — alike militarily 

and agriculturally. 

I therefore sincerely trust that HMG will seize this opportunity to treat 

the issue practically for England. The fact that that would coincide with 

Ireland’s devotion to sentiment is not an argument against but for such an 

attitude.7! 

Whether Fisher’s arguments were decisive for the Chancellor of the 

Exchequer is uncertain; but what is certain is that the latter did not see 

the size of the lump-sum payment as an insuperable obstacle to agree- 

ment. After only one meeting with the Irish delegation (which was 

generally regarded by all sides as having been satisfactory) and when 

an early agreement on defence and finance seemed in prospect, the 

Prime Minister informed his fellow-negotiators that he “understood 

that the Chancellor of the Exchequer was prepared in the last resort 

to accept a much smaller capital sum payment than had hitherto been 

contemplated; a figure of £ 10,000,000 had been mentioned.’’” When, 

shortly afterwards, the Chancellor himself joined this meeting of the 

British negotiators, he reported
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. that a meeting between the officials of the respective Treasuries was at 

preeee taking place. If financial questions alone were to be considered and other 

matters disregarded, he had no doubt that an agreement could be reached. The Eire 

representatives were hard bargainers and the result would no doubt 

involve concessions on our part, but the sums concerned were not enor- 

mous. He did not think, however, that the financial questions should be 

dealt with by themselves. Advantage must be taken of our ability to 

exercise financial pressure in order to help the negotiations on the other 

issues. Accordingly he had instructed Mr Waley [the Treasury negotia- 

tor], when he saw the Eire representative, to ascertain as best he could 
what their proposals were so that they might be examined, but not to 

encourage the idea of a separate settlement.” 

McElligott was the Irish negotiator and this meeting with Waley 
saw both men outlining their positions as a prelude to the anticipated 
hard bargaining. McElligott first suggested a capital sum of £2 mil- 
lion, but had been prepared to contemplate increasing this to £8 mil- 
lion. Waley had begun with the Treasury’s official calculation of 
£377 million, but reported that he thought an agreement to pay a 
capital sum of £15 million over two years the most that could be 
expected.” “I presume’’, concluded Waley in the minute on his meet- 
ing with McElligott, “that Mr de Valera will go up from £8 millions 
to £10 millions or even £12 millions. I am not confident that he will 
go further.’ 

But a £10 million settlement was, as we have seen, the British 
ultimate negotiating position, a last resort which they were not 
prepared to countenance when the other agreements on trade and 
defence were still pending. This became clear two days later when 
McElligott again called on Waley at the Treasury to discuss the 
capital value of British claims “other than those in respect of the land 
annuities. He said that his Government could not agree to accept the 
claim for RIC pensions outside Eire but would be prepared to con- 
sider the claim for RIC pensions in Eire.’’ On this basis, Waley 
recorded, McElligott’s calculation of the British and Irish figures was 
as follows: 

British Figure Irish Figure 
RIC pensions in Eire £9-10 £,6-50 
Civil etc. pensions £,0-40 £,0-40 
Local loans £735 £3:90 
Administration etc. £0-15 — 

  

£17 million £10-80 million’®
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Waley again refused to accept these figures and argued in reply that 
the Chancellor was not 

. prepared to abandon all claim for land annuities and then to discuss 
the other claims in detail and accept a capital sum representing the total of 
the other claims. ... The Chancellor’s desire was to put aside all labels of 
particular items and to proceed on the basis that we are at present collect- 
ing £4 millions a year in Special Duties and are prepared to accept £2 
millions a year, or a capital sum which could be regarded as broadly 
speaking equivalent thereto. The lowest capital sum which the Chan- 
cellor was prepared to regard as a possible basis for discussion was £25 
millions, which would not cover the compensation for damage to pro- 
perty.’”’ In agreeing to accept £25 millions as a basis for discussion the 
Chancellor was taking full account of the expenditure which would be 
incurred on the ports by the Government of Eire if these were handed 

back to them, and also of the expenditure on armaments which the 

Government of Eire might have to incur generally.’ 

The essence of the British strategy in the financial negotiations was 
summed up by Waley when, observing that McElligott was going to 

call on him the following day, he proposed 

. to repeat that £25 millions is the least which we can accept as a basis 
for discussion and to say that any further negotiations must . . . necessarily 
wait until the trade discussions have progressed and until the possibility of 

agreement on defence, finance and trade can be reviewed as a whole.” 

There matters rested after the first round of negotiations and the 

next round did not begin until 23 February. In the meantime both 

sides set about consolidating their positions. The Treasury’s claims, as 
laid out in a memorandum of 24 January,® were slightly different 
from the claims attributed to them by McElligott in his discussions 

with Waley. The Treasury calculated pensions as being worth £11-7 

millions and local loans just under £7 millions, making a total of 

£18-6 millions for the items other than the land annuities and the 

compensation for damage to property annuity. 

Finance, however, calculated that “‘the amount which might be 

equitably claimed by the British” was £12-4 millions — composed of 

£4-2 millions for local loans, £8 millions for RIC pensions and £(()-2 

millions for civil and judicial pensions — which, although signifi- 

cantly higher than the total admitted by McElligott in his talks with 

Waley, still fell well below the British assessment.*! Finance saw “the 

fundamental basis’? for its case as dependent upon two principles. 

First, “‘that it has been accepted that should a settlement take place we
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shall not be called upon to pay anything either directly or indirectly 

in respect of Land Annuities. Some regard should also be had to the 

fact that the British have been improperly collecting the Land 

Annuities from us since 1932 by means of penal duties.” The second 

principle was that “‘the British, on their own election, adopted the 

special duties as a means of recovering the other moneys . . . withheld 

... by permitting an increased import into their markets, to recoup 

themselves fully for the non-payment of such moneys. ... We must 
take up the attitude that the special duties have kept, and will keep, all 

the accounts, even the Land Annuity accounts, square between us 

until these duties have been withdrawn.’’® 
But Finance also argued that there were other factors, arising from 

the Irish anxiety “to wind up the whole matter by making one single 
payment’’, which should be taken into account, namely: 

1. That the rate of interest, which is now artificially maintained at a low 

level, will rise, in view of the international situation and the pressure 

on certain currencies associated with the sterling block. ... 

2. That the expectation of life of the largest and most expensive category 
of pensioners ... the RIC, will not be materially reduced by certain 

not unlikely international vicissitudes. In other words, war might quite 

conceivably make it unjustifiable to rate these payments at more than 6 

or 8 years’ purchase as against the 11 years’ we have taken. 

3. If a certain international situation did arise in which Great Britain was 

to become much more dependent upon us than at present for her food 

supplies, it is quite clear that all questions of the special duties would 

go by the board. Looking at the present international situation, in fact, 

it is doubtful whether it would be reasonable to rate the capital value 

of all the special duties at much more than two, or at most three, years’ 

purchase. 

All these factors, Finance argued, justified “‘a reduction of at least 25 
per cent’’ on the lump-sum Irish payment, leaving Irish ‘‘net liability 
at 9-3 million pounds, or, say, 9 million pounds in all.” ® 
Compromise on the size of the lump-sum was no nearer on 23 

February when the ministerial negotiations resumed in London, al- 
though a draft agreement on finance had already been drawn up. This 
was short and simple and provided “‘for the final settlement of dis- 
puted claims on both sides by means of a lump-sum payment to the 
United Kingdom Government on a date to be agreed and the abol- 
ition of the Special Duties on our side and of the retaliatory duties on
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the side of Bire, also on a date to be agreed.’’** Although no progress 
had yet been made towards bridging the gap between the Irish figure 
of £10 millions and the British £184 millions, the British negotiators 
recognised that they “might have to contemplate some reduction” of 
the latter figure and, at a meeting on 17 February, had accepted 
Chamberlain’s proposal that their 

... best course would be to reserve until the very end of the negotiations 
any settlement on the amount of the lump-sum. This was a trump card 
which should be used to secure as favourable terms as possible in the 
Defence, Finance and Trade Agreements. When the concluding stages 
were reached it would probably be better for the discussion on the 
amount of the lump sum to be undertaken by the Chancellor of the 
Exchequer and Mr MacEntee.* 

On 23 February McElligott again called on Waley at the Treasury 
to discuss the Finance case. He did not tell Waley “what figure his 
Ministers [were] prepared to accept’’ but Waley “gathered that it 
[was] £10 millions, including a capital sum in lieu of the £,250,000 a 
year for compensation for damage to property which would cease to 
be payable as an annuity.’®° This meeting consisted in the main of 
McElligott’s elaborating the arguments laid down in Finance’s memo- 
randum of 14 February.§’? Waley continued to stand firm and took 
particular exception to McElligott’s argument that there should be an 
overall deduction of 25 per cent in the British claim because of the 
changed situation which would exist in the event of war. ‘This 
seemed to me as ridiculous’, replied Waley, “‘as if I were to tell my 
tailor that he must allow me a 25% reduction on his bill because if war 
came I might be killed and his bill would never get paid at all.’ 

In the meantime, defence and trade continued to cause the main 

problems obstructing settlement and, pending progress on these mat- 
ters, no further significant discussions took place on the problem of 

the lump-sum. But while the resolution of one was dependent upon 

the resolution of the other, the British negotiators were unanimous 

that the finance and trade agreements should be separate. Discussions 

of this distinction were important in as much as they gave rise to a 

definitive statement of the private, as opposed to public, British 

understanding of the meaning and purpose of the finance agreement. 

Whereas the trade agreement “was a temporary arrangement for 
three years or for a shorter period if the break clause was brought into 

operation” under which “both parties had complete freedom to im-
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. . ® de) 

pose any tariffs whatsoever after its termination”’, the finance agree- 

ment 

... was in the nature of a complete and final settlement of all financial 

disputes of the past... The Financial Agreement did not set out the 

reasons why it was made because we [the British] did not wish to offend 

Irish susceptibilities, but if the document had recited the position at length 

it would have stated that the United Kingdom had claims against Eire 

which, if capitalised, were of the order of £ 100,000,000; that these claims 

were disputed by Eire, and that it had been agreed to settle them for a 

lump sum payment by Eire of £X, and that it had also been agreed by 

the United Kingdom to abandon the Special Duties and by Eire to aban- 

don the retaliatory duties which had been imposed in consequence of 

Eire’s financial defaults. The Financial Agreement had, therefore, nothing 

to do with the Trade Agreement and . . . [they] should be treated as quite 

separate arrangements.” 

Pending satisfactory progress in the other negotiations, the British 

negotiators continued to withhold what they thought of as their lump- 

sum trump-card and the Chancellor of the Exchequer, when ques- 

tioned at a meeting of the Irish Situation Committee on 1 March, 

declared ‘‘that there was nothing new to report on the finance side of 

the negotiations’’.°’ The third and final meeting of the British Irish 

Negotiations Committee, on 3 March, saw little or no discussion of 

the finance agreement but dwelt mainly on de Valera’s objections to 

taking over the defences of the ports and to the intractable problem of 

partition. It was in the light of these difficulties that the meeting de- 

cided that de Valera ‘‘should be told that the draft Financial Agree- 

ment must remain for the present in the background.’” 

There was still no real progress a week later when Malcolm 

MacDonald reported to the cabinet on his and Chamberlain’s meet- 

ings with de Valera.°? Chamberlain, according to MacDonald, 

... had made it clear that there would be no question of handing back the 

ports unless something was done for Northern Ireland and that perhaps 

there would be no trade agreement and no finance agreement either. This 

had had a salutary effect.?? The present position of the negotiations was. 

that on finance there was no change. We were keeping this subject back 

to the end.” 

The end was now in sight and the British were ready at last to com- 

promise on the size of the lump-sum. The crucial decisions were made 

at a meeting of the Irish Situation Committee on 10 March, after the 

Chancellor of the Exchequer had argued that “‘it would be right and
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proper” to contemplate a reduction in the sum of £184 millions, al- 
though “‘he hoped that it would not be necessary to go to such a low 
capital sum figure as £10 millions.”” But — and this was the crucial 
point — he did not think 

... that the settlement should be allowed to break down on the amount of 
the capital sum payment to be made by Eire, and he suggested that the 
best course would be to leave the Prime Minister full discretion as to the 
sum to be named to de Valera.” 

The committee approved of the proposal and gave Chamberlain 
authority to negotiate along these lines when he met de Valera next 
day before he returned to Dublin. Given the nature of the history of 
the financial dispute, it was appropriate that, in the last analysis, the 
final obstacle should be negotiated at the very highest political level 
— not, as was originally envisaged,”° between Minister for Finance 
and Chancellor of the Exchequer, but between Taoiseach and Prime 
Minister. The payment of a lump-sum of £10 millions was finally 
agreed upon at the meeting of 11 March and, although outstanding 
difficulties in other areas postponed the signature of all agreements 
until 25 April,” the financial dispute was thus effectively at an end. 

There remained only the method of payment. It was originally 
agreed that the £10 millions should be paid by 30 June but, in view 

of the technical difficulties involved in raising such a sum of money at 
short notice, the Irish sought to defer payment until 30 October. The 

Treasury’s initial reluctance was dispelled by their enquiries from the 
Bank of England “‘as to the reasonableness of [the] request”, and the 

Governor of the Bank of England confirmed that it was ‘‘a great 
operation” for the Irish government and adjudged that “it would be 
very unwise to assume that they could carry such a thing through”’ in 
the time originally specified. The new deadline was accordingly 
agreed as 30 November 1938 and the final payment was in fact made 
two months in advance of that date.” 

‘In politics”’, John Morley once observed, “the choice is constantly 
between two evils.”’ The politicians, both British and Irish, who were 

party to the 1938 negotiations would probably have concurred as far 

as the agreement then concluded were concerned. The best Malcolm 
MacDonald, one of the most vigorous proponents of conciliation, 

could find to say of it was to admit to his cabinet colleagues “that it 

was not a good agreement on paper”’ and to hope that “it would open 

up a new chapter in Anglo-Irish relations’’ when British “generosity
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would have its effects in Ireland.’’? De Valera was no less unenthus- 

iastic when he introduced the financial agreement in the Dail. “Some 
99 

may say’, he admitted, 

... that this is not a good Agreement. I have repeatedly stated my belief 

that if we were making agreements on the basis of justice — if sheer 

equity was to decide these matters — instead of paying money to Britain, 

whether a big or small sum, the payments should be made the other way. 

That is still my conviction, that, on the basis of sheer justice, if there was 

to be a payment on either side, it should be made in the opposite 

direction. We have agreed to this payment, which represents two years’ 

purchase of the sums which the British were collecting by means of these 

special duties ... You may, if you like, regard it as ransom money ... 

We have agreed to pay it because we think it is in the national interest 

that the payment should be made and the dispute set aside.'” 

The arguments were political, not financial. Just as it was de Valera 

and not the Minister for Finance who conducted the financial negotia- 

tions of 1932, so too it was de Valera who defended the financial 

agreement of 1938. The process of the politicisation of Anglo-Irish 

financial relations, which we have already remarked in 1932, thus 

continued unchecked until 1938, and the contrast with the financial 

relations of the twenties, if sharp in 1932, was still more stark in 1938. 

The politicians at least had a choice, whatever the evils between 

which they felt they must choose; their officials, regardless of whether 

they were in Finance or the Treasury, had no such choice: the 

framework within which they had to conduct financial relations and 

to formulate financial policies was dictated by political exigencies. 
This was not, of course, intrinsically different from the twenties — 

there was no change in the relationship between politicians and their 

civil service officials. What had changed was the political environ- 
ment. Where, in the twenties, the political momentum was towards 
consensus and compromise within which financial relations could be 

harmoniously conducted, in the thirties (until 1938 at least) the mo- 
mentum was towards political disagreement against which financial 
relations could hardly be conducted at all. 

In certain fundamental respects, however, what is most remarkable 
is not how much but how little effect these developments had upon 
the Department’s attitudes. However much Anglo-Irish relations may 
have deteriorated, for example, Finance’s relations with the Treasury 
remained consistently better than one might have expected. This was 
due in part to the fact that Finance had never experienced any sense of
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being under any undue pressure from the Treasury before the begin- 
ning of the economic war, and the smooth-running relationship built 
up in the twenties no doubt enabled officials on both sides to realise 
that what happened in 1932 and afterwards was due to political 
exigencies outside their control. It did not alter their mutual respect 
and understanding for one another except in so far as it made it less 
relevant. But once the political decision to reopen negotiations had 
been taken, the officials were immediately able — as the McElligott- 
Waley discussions show — to resume the same kind of relation- 
ship they had sustained in less troubled times.!”!



CHAPTER EIGHT 

The Department of Finance and the 

Emergency 

I: The Coming of War 

However much historians might argue about the origins of World 

War II, few would dispute that by 1938-39 a major war in Europe 

seemed almost unavoidable. Long before the German invasion of 

Poland and the consequent British declaration of war on 3 September 
1939, the archives of the Department of Finance reveal that the minds 

of Irish ministers and their senior officials, like those of their counter- 

parts all over Europe, were preoccupied by the problems that would 

inevitably present themselves in the event of a European war — in 

the Irish case, more particularly, in the event of a war in which 

Britain would be a participant. Indeed we have already seen how 
large the spectre of war had loomed in the Anglo-Irish negotiations 

leading to the 1938 agreement. 
The first preoccupation of the government was the emergency 

powers with which it felt compelled to invest itself in the event of 
war, regardless of whether Ireland was a combatant or a neutral. 
These powers, embodied in the Emergency Powers Act of 1939, were 

crucial for Finance as the premier government department in as much 
as they created a wholly new climate in which the business of govern- 
ment and of administration would be conducted throughout the 
Emergency. The developments which led to the Emergency Powers 
Act had first been set in train a year before the war began, when, on 
14 September 1938, against the background of the Czecho-Slovak 
crisis and a fortnight before the Munich agreement, the draft heads of 
an Emergency Power Bill was submitted to the government.! The 
explanatory memorandum accompanying the bill made clear that it 
was explicitly based upon the draft British Bill on the same subject, 
“the only material difference” being certain proposals “‘in regard to 
the trial and punishment of offences. . . . They [the British] don’t even 

308
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contemplate the possibility that juries will be perverse’. The memo- 
randum, written by the government’s legal advisers (P. P. 
O’Donoghue and T. J. Coyne), argued that Irish circumstances — in 
particular, the possibility of “subversive activities against the State”’ 
— were different. It was for this reason that the draft heads of the Bill 
proposed that, under certain circumstances, powers of courtmartial be 

taken to try such offences. 
The major problem, however, was whether the government was 

empowered under Article 28 of the 1937 Constitution (““which ex- 

pressly purports to make unassailable any law which is stated on its 

face to be for the purpose of securing the public safety and the 

preservation of the State in time of war’’) extended to “a war in 

which this country is not a participant’. The government’s legal 

advisers argued that 

... the range of the effect and influence of hostilities carried out on a 

present day scale by a powerful nation which would include a part of our 

own island can hardly be exaggerated. It is inevitable that a war in which 

Great Britain is engaged must constitute a menace to our safety and 

integrity to a greater or lesser degree and make it necessary for us to take 

extraordinary legislative steps for the safety of our people.’ 

The preparation of such a bill proceeded rapidly; on 20 September 

the government ordered a bill to be drafted and on 23 January 1939 

this draft bill was duly circulated. It was decided that, while the bill 

should be immediately given government approval, it should not be 

introduced but should instead ‘‘be held in readiness for introduction 

immediately on the occurrence of a war emergency”. The govern- 

ment approved the terms of the bill on 24 April and, subsequently, its 

introduction in the Dail on 1 September 1939. It became law on 3 

September, thus endowing the government with emergency powers 

from the very first day that a state of war existed between Britain and 

Germany. The crucial section of the Emergency Powers Act, No. 

2(1), laid down that 

The Government may, whenever and so often as they think fit, make by 

order (in this Act referred to as an emergency order) such provisions as 

are, in the opinion of the Government, necessary or expedient for secur- 

ing the public safety or the preservation of the State, or for the mainten- 

ance of public order, or for the provision and control of supplies and 

services essential to the life of the community. 

This last — ‘“‘the provision and control of supplies and services 

essential to the life of the community’? — touched Finance most
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closely. For the most part, however, the Department was less con- 

cerned with initiating emergency orders than with dealing with a 

flood of such orders emanating from other departments, notably 

Industry and Commerce, Agriculture, Defence and, above all, from 

the new Department of Supplies. 
But Finance was particularly concerned with one of the sixteen 

designated areas where the government was specifically empowered 

to act by way of emergency order (although, in the words of the Act, 
“without prejudice to the generality’”’ of the sweeping powers con- 

ferred on them). This was Section 2(2d) which authorised and pro- 
vided for 

. .. the acquisition (either by agreement or compulsorily) by or on behalf 
of the State of any currency (other than Irish currency), bills, credits and 

balances, payable otherwise than in Irish currency, gold coin and bullion, 

and securities, and for the ascertainment of the price to be paid therefor in 

the case of compulsory acquisition, and for the control and restriction of 
dealings in any currency, bills, credits and balances payable otherwise 
than in Irish currency, gold coin and bullion, and securities, and for the 
control and restriction of issues of capital. 

Exchange Control 

The powers here conferred upon the Department of Finance were to 
have more far-reaching consequences than might readily have been 
appreciated at the time, for here lay the immediate origins of the 
exchange control responsibilities which eventually grew to the point 
where they required the attention of a separate section in the Depart- 
ment. Both of the Emergency Powers’ Orders dealing specifically 
with financial matters which were enacted when the war began, dealt 
with exchange control. These were the Emergency Powers (No. 4) 
Order 1939, and the Emergency Powers (Finance) (No. 1) Order 
1939, made on 8 and 18 September respectively. The orders restricted 
dealings in gold and foreign currency and the transfer of securities 
generally. Their purpose was to ensure that supplies of foreign ex- 
change 

... already in the country and such supplies as may be received here in 
the future will be conserved and will not be utilised for purposes which 
might be inimical to the national interest in the present emergency. For 
example, it is necessary to guard against a position where an Irish 
national might transfer moneys which he holds in this country to the 
USA for investment in American securities or in real estate which could
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be of no possible value to this country in the immediate future. It is likely 
that all gold and foreign exchange which can be secured will be required 
for purposes like payment for imports of essential commodities during 
the present emergency... The restriction on the transfer of securities 
imposed by the Orders is complementary to the restrictions mentioned 
above. It may be necessary at a later stage, if it should prove difficult to 

obtain foreign exchange, for the State to acquire such securities, but a 

fair price would, of course, be paid for any securities so acquired. 

The restrictions which have been imposed may seem very drastic but 
that is largely because we have become accustomed here to complete 

freedom in matters of currency, etc. Other countries, even in time of 

peace, have had restrictions quite as drastic as we are now imposing in a 

time of grave emergency.” 

But the freedom then curtailed was never restored, although 

Finance’s exercise of the exchange control function seems to have 

been accepted as a matter of course and as a very necessary part of the 

overall pattern of Emergency legislation throughout the war years — 

only in the post-war period, as we shall see later, did it become the 

subject of increasing controversy. 

The Department of Supplies 

The supply of essential commodities in the event of a major war had 

long been recognised as the central problem of economic policy 

which would confront government departments. The Department of 

Finance had been associated with governmental contingency planning 

on this matter since 1935 when an interdepartmental committee had 

been set up to investigate the supply of warlike and other essential 

materials in time of war. There were two representatives of Defence 

and two of Industry and Commerce on this committee (reflecting the 

future growth in power and influence of both these departments 

which took place in the Emergency) and one each from Finance, 

External Affairs, and Agriculture. The committee produced three re- 

ports between 1935-37 before the government authorised the Minister 

for Defence to wind up its proceedings on 7 February 1939,* since 

such contingency planning had by then, of course, become a much 

more central task of government. At the end of April 1939 a letter 

from the newly established emergency supplies branch of the Depart- 

ment of Industry and Commerce drew Finance's attenuion to “the 

position in regard to supplies of essential commodities particularly



312 The Irish Department of Finance 1922-58 

those which are wholly or mainly imported in raw or finished form”. 
The memorandum declared that it was 

...of the utmost importance that Government Departments should, 
without delay, proceed to accumulate, and to maintain, adequate re- 

serves of those commodities which are essential in the performance of 

their various functions. In the absence of adequate reserves it might not 
be possible in an emergency to secure supplies in sufficient quantities, or 

at all, and, moreover, abnormal Government demands on the stocks held 

by traders in this country would curtail or perhaps entirely absorb sup- 
plies required for purposes other than State services. In such an event 
serious criticism of the Government would appear to be inevitable . . . the 

reserves should be equivalent to at least one year’s requirements . . . [and] 

regard should be had not merely to normal requirements but also to the 
abnormal requirements and circumstances which would arise in an 
emergency.° 

Once the war began, the paramount importance of the supplies 
problem led to the first major reshuffle of ministerial portfolios since 
1932. The key change was the departure of Sean Lemass from Industry 
and Commerce, accompanied by John Leydon as his secretary, to 
take over the newly established Department of Supplies. This led to 
the appointment of a new Minister for Finance when, on 16 September 
1939, Sean MacEntee relinquished the office he had held without 
interruption since 1932 to become Minister for Industry and 
Commerce; he was succeeded by the Tanaiste, Sean T. O’Kelly.° 

But the shift in the balance of power transcended any mere change 
in the person of the Minister. The supply of essential commodities 
was, and remained, the first national ‘economic priority throughout 
the Emergency. The Department of Supplies played the key role of 
directing the supply and distribution of agricultural and of manu- 
factured products. As such, it was responsible for co-ordinating and, 
in practice, directing many of the activities of two other major 
government departments — Agriculture and Industry and Com- 
merce — and, therefore, fulfilled the functions of the “‘central plan- 
ning department for our economic life’ prescribed for it by de Valera 
in his policy statement in the Dail on 27 September 1939.’ Such a role 
inevitably usurped certain Finance prerogatives, hitherto undisputed, 
and the two departments came into constant contact (and occasional 
conflict). The doctrine of financial control, for example, while never 
abandoned, was inevitably interpreted less rigidly under Emergency 
pressures than in peace time.
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Establishment Problems 
On 4 July 1939 the government decided that “‘an enquiry should be 
made from all Departments as to the services which, apart from any 

consideration of economy or the release of staff, it would not be 

practicable to carry on in time of war’’.® This, of course, directly 
affected Finance because of its responsibility for the civil service. A 

Finance memorandum of 24 July raised the possibility of even more 

sweeping changes in the future responsibilities of government depart- 

ments under emergency conditions; it mentioned, for example, “such 

conditions as the probability that necessary raw materials may be 

unobtainable or obtainable only at prohibitive cost, and, in the case 

of the Department of Lands, that land division while in progress 

might tend to diminish the output of food’’. The government res- 

ponded to this memorandum by rescinding its earlier decision and 

instead deciding that all government departments should be ‘‘re- 

quested a) to consider what change, if any, in their policy would be 

rendered necessary or desirable by the occurrence of a major Euro- 

pean war and the staff requirements which such changes would 

involve, and b) to report to the Department of Finance the numbers 

and gradings of officers” they might release in consequence. On 16 

August 1939 Finance sent to the heads of all government depart- 

ments a special memorandum, marked “‘secret and urgent’, seeking 

information on this point.’ 

The problem of staffing government departments and the new 

emergency services became acute once the war began. On 5 Septem- 

ber the government decided that each minister should instruct the sec- 

retary of his department to examine the departmental establishment 

with a view to economy and retrenchment. This demand followed 

naturally from the simultaneous and crucial government decision that 

‘so far as possible, staff for emergency purposes should be found from 

the existing personnel in the civil service, and that, where conflict 

arises between Departments as to the release of particular officers for 

transfer to emergency services, the Assistant Secretary, Department of 

Finance, in charge of establishments, is to have the final decision’’.!” 

But the demand for economy and retrenchment was not simply a 

product of the Emergency.'! Finance had been pressing for a cut-back 

in civil service staffs and costs since 1935 and this particular meeting of 

the government had before it a Finance memorandum which pointed 

out that the pattern of increases to which it had first drawn attention 

in 1935 was continuing unchecked. Finance viewed these increases
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“with grave concern, having regard particularly to present economic 
and financial conditions’’ and suggested that the gravity of the situa- 
tion was insufficiently appreciated.’ 

Establishment problems again loomed large in Finance minds at the 

end of September when the Taoiseach urgently inquired of the De- 
partment (for the purposes of a general statement he was to make in 
the Dail) what special measures they had taken or were about to take 
as a result of the Emergency.” “The need to provide staff for emer- 
gency services” had already placed acute pressure on resources, re- 

ported Sean Moynihan, the assistant secretary in charge of establish- 
ments, to McElligott. Already, excluding the newly created Depart- 
ment of Supplies set up under the formidable team of Lemass and 
Leydon which was to be staffed “‘largely but not entirely”’ by transfers 
from Industry and Commerce, 800 extra staff were sought for emer- 
gency services. So far only 250 had been transferred to such services 
and, noted Moynihan, 

. until firm decisions are made providing for curtailment of peacetime 
services we will find it impossible to go appreciably beyond this figure 
from our existing resources ... the only means we have at present of 
bridging the gap between 250 and 800 is that provided by the recent 
Civil Service examinations. 

This was why Finance had decided to recruit 150 (rather than the 
thirty-six originally contemplated) of the candidates from a recent 
clerical officers’ examination. “We are faced with a very serious posi- 
tion”, continued Moynihan, “and only rapid action by the Economy 
Committee and the Government can arrest the necessity for wholesale 
recruitment of staff from outside the Civil Service if the demands of 
the emergency services are to be supplied.’ 

Moynihan’s anxiety was reflected in McElligott’s teply to the 
Taoiseach’s Department which referred to his minister’s “‘consider- 
able concern” occasioned 

... by the demands for additional staff for new services and by the dif- 
ficulty of securing the release of staff from the existing services. The 
difficulties of the financial position will be considerably aggravated unless 
the necessary releases of staff can be secured immediately and this can 
be done only by the curtailment of the peacetime activities of a number 
of Departments. In this matter the Minister trusts that he will be able to 
count upon the assistance and support of the Taoiseach.!5
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The “Emergency Budget” and the 1939 Loan 
One of Sean T. O’Kelly’s first tasks as Minister for Finance was to 
introduce a supplementary budget on 8 November 1939. This was 
essentially an Emergency budget, which had been pressed on the 
government in a special Finance memorandum of 13 October 1939 on 
the critical position of the Exchequer.'® The memorandum reviewed 
the dramatic fall in estimated tax revenue under all heads for the re- 
mainder of the financial year; it drew particular attention to an 

estimated 10 per cent deficiency of some £1m under the head of 

Customs, and a similar decline in non-tax revenue, and concluded 

that there was “‘in prospect, a fall in tax revenue of £ 1,650,000 and in 

non-tax revenue of £240,000, making a total of £ 1,890,000, while 

the additional expenditure to be defrayed from recurrent revenue 

amounts to £1,250,000. The total additional demand coming upon 

the Exchequer for recurrent expenditure is thus £3,140,000.” In these 

circumstances, the Minister for Finance felt he had “‘no alternative but 

to propose for the approval of the Government substantial increases in 

taxation. 
The most obvious area of increase was income tax. As early as 

September 1938, during the Czecho-Slovak crisis, McElligott had 

held special discussions with the Revenue Commissioners “‘as to the 

best method of raising money by taxation if we were suddenly con- 

fronted with an emergency demanding large scale additional expen- 

diture by the Government ... it is obviously desirable’, noted 

McElligott, “that only those taxes should be increased which would 

give rise to little or no additional administrative work . . . the obvious 

favourite in this connection is income tax’’.'’ Finance accordingly 

proposed an increase of 1/6d in the standard rate (which had already 

been raised by one shilling in the ordinary budget of the year). This 

extra increase brought the standard rate to seven shillings, then also 

the British standard rate. A similar increase in surtax was proposed, 

as were increases in the Custom and Excise rates on tobacco, beer, 

spirits, tea and sugar. 
The budget proposals necessitated 

_ an increase in taxation on the inland revenue side of £1,128,000 and 

on the Customs and Excise of £1,008,000, a total of £2,136,000 which 

compares with the figure of £ 3,140,000 mentioned above as being the 

total requirements by way of additional revenue. The , Minister for 

Finance is thus, even with the crushing impositions referred to ... 

£1,004,000 short of his needs and, as taxation can go no further, he calls
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for the co-operation of his colleagues in the Government in securing 

economies of this amount in the current year. This is all the more neces- 

sary because an appreciable percentage of the customs revenue in the 

current year is being obtained at the expense of 1940-41 and, at the 

same time, the full impact of the cost of new services has not yet been 

felt. Thus, expansion in expenditure accompanied by contraction in 

revenue will be much more noticeable in 1940-41, if hostilities 

continue.'8 

These abnormal pressures on the Exchequer and the prospect of a 

continuing deficit, notwithstanding the supplementary budget, were 

what prompted the Minister for Finance to set in motion pre- 
. “se 99 - se 

parations “‘to float a loan of about £6m”’ in the hope “‘that any funds 

available for investment here should be put into this loan rather than 

into British war issues’. But the banks were at first dubious about 

this proposition and expressed the hope that 

. none of the borrowing was being used to defray the current expen- 

diture e.g., ordinary Government outgoings, social services etc. If the 

expenditure was clearly of an abnormal character e.g., Defence, it could 

be properly defrayed from borrowing so far as it related to items of 

capital equipment, etc. and not to ordinary maintenance expenses of 

troops, volunteers, barracks and other ordinary expenditure associated 

with the Army or mobilisation ... The banks felt that the present time 

was inappropriate for a public issue but realised that the needs of the 

Exchequer must as far as possible be met ... The banks were also very 

much interested in the possible results of the Economy Committee as they 

felt that an appeal to the investing public would be attended with much 

greater prospects of success if the Government showed determination to 

retrench on expenditure that was not essential for the national effort. 
They realised that this question was bound up with the problems of un- 

employment, but they felt that if in default of economy additional tax- 

ation had to be imposed the reaction on employment might be still more 
1 19 serious. 

Although the £7m loan in four per cent Exchequer Bonds 1950/ 

60, which opened on 8 December, was not a success since the public 

only subscribed some £4m (about fifty-eight per cent) of the total 
available, there was much in Finance’s argument that “‘the result was 

not disheartening having regard to the general feeling of hesitancy 

which must affect the general public in the present critical times.’””° 

One factor which particularly damaged the Loan’s prospects was 
McElligott’s failure to persuade the Treasury to allow British sub-
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scriptions. “I don’t want to be deaf to your moving appeal [by tele- 
phone] not to sever any bonds between your country and mine”, re- 
plied S. D. Waley, “but I am afraid it would not be in any way pos- 
sible for us to give consent to subscriptions being made from the U.K. 
to your loan’’,?! 

The relative lack of support for the 1939 Loan contrasted notably 
with the success of the National Security Loan of 1941, although their 
origins were very similar. The 1941 Loan, announced Sean T.O’Kelly 
in the Dail on 30 October 1941, was necessary because 

... of abnormal expenditure on defence, on schemes to relieve unemploy- 
ment, on projects for the development of food production, peat fuel and 
other resources and on provision for the capital cost of shipping. All 
these have entailed considerable outlay and, despite the heavy increase in 
taxation, expenditure has been rising more rapidly than revenue. In real- 
ity, although neutral, we have been forced to adopt what could almost 
be described as a War Budget.” 

The 3} per cent loan of £8m, redeemable in 1956/61, was heavily 
oversubscribed and the Minister for Finance consequently accepted 
less than the £3m for which he had originally applied. By the end of 
1941, however, some of the uncertainty of late 1939 had been dis- 

pelled. The country had weathered the early years of the war without 
violation of her neutrality, despite threats posed to it by such events as 
the fall of France, the Battle of Britain, and the Battle of the Atlantic. 

Whatever the depressions and the deprivations of the Emergency, the 

state of the nation was healthier than that of the great majority of her 

less fortunate European neighbours and the reason for the 1941 Loan’s 

success may have been that suggested by that Dail deputy who inter- 
rupted the debate in which it was announced to point out that there 
were “very few places as safe as this country at present’’.”® 

The Economy Committee of 1939-40 

The outbreak of World War II and its implications for increased pub- 

lic expenditure on vital supplies, defence and similar areas, inevitably 

prompted the Department of Finance to call with renewed vigour for 

drastic economies in other areas less immediately associated with the 

protection of the national interest. The Department outlined its think- 

ing on this subject in a special memorandum to the government on 9
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September 1939. The Emergency, the memorandum pointed out, had 

made it 

.. . necessary to set up special services on a large scale for which it will be 

quite impossible to provide suitable trained personnel unless our peace- 

time establishments are drastically reduced. Consequently, and apart 

altogether from the necessity for husbanding our financial resources, it 

will be quite outside the bounds of practicability to maintain a policy of 

‘business as usual’... It is now essential therefore to decide what services 

are to be dispensed with or cut down. The decision will obviously in- 

volve important questions of policy which can only be decided by the 

Government, unless the Government is prepared to give plenary powers 

in the matter to the Minister for Finance, to a Cabinet Committee, or to 

the Committee of Heads of Departments. In the view of the Minister for 

Finance, having regard to the considerations of policy which will neces- 

sarily arise, the delegation of plenary powers to a Cabinet Committee 

offers the most suitable method of dealing expeditiously and satisfactorily 

with the problems upon which decisions will have to be taken. ...To 

enable such a Committee to function quickly and effectively it seems very 

desirable that the Government should give some indication of the line of 

approach which should be taken, in so far at any rate as services bearing 

on unemployment are concerned. In this connection, while the Minister 

feels sure that the Government will agree that having regard to the loss of 
revenue ... and to the cost of the new services which must be established, 

the interests of the Exchequer must in general be regarded as paramount, 

it would be difficult for the Committee to submit recommendations in 

regard, for example, to the inter-related and costly Employment Schemes 
and Unemployment Assistance services unless a lead is given as to the 
extent, if any, to which the conservation of employment is to be aimed 
at... so far as rural areas may be affected the interests of the Exchequer must be of 

primary concern, in view of the special measures which will be taken to stimulate 

agricultural production, but that in urban areas those State services which provide in 

one way or another for the unemployed should not be unduly restricted... . In 
present circumstances there does not appear to be any opportunity of de- 
veloping in this country any industries catering for the war or emergency 
so as to absorb the labour displaced by the probable suspension of 
activities such as the Sweep, tourist traftic, industries dependent on im- 

ported raw materials etc., apart altogether from displacement due to the 
suspension of housing, arterial drainage, Land Commission Improve- 

ments, works financed out of the Road Fund etc....The Minister for 
Finance recommends, accordingly, that an Inter-Departmental Commit- 

tee should be set up forthwith under the Chairmanship of Mr Hugo 
Flinn, TD, Parliamentary Secretary [to the Minister for Finance], to re-
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view all existing services and to report on the economies which could 
reasonably be effected by their suspension or curtailment in the present 
emergency, and to make such other suggestions with a view to retrench- 
ment as appear feasible and desirable. The Minister contemplates that the 
Committee would be empowered to summon the Heads of Departments 
and such other officials as they should consider necessary and also that 
officers of the Department of Finance should attend its meetings with a 
view to urging the adoption of economies in such directions as appear to 
them to be feasible.”4 

The government unreservedly accepted Finance’s recommendations 
at a meeting of 13 September, subject only to including in their terms 
of reference the passage italicised above.”> The committee’s members, 
moreover, including the chairman, Hugo Flinn, were all personally 
nominated by Finance. Finance’s own representative was Arthur 
Codling, (the assistant secretary in charge of the finance division) and 
the other representatives were: Diarmuid O’Hegarty (Office of 
Public Works), J. Keane (Industry and Commerce), W. F. Nally 
(Land Commission), P. J. Murray (Agriculture) and J. Garvin (Local 
Government and Public Health). Finance’s concern with, and in- 
fluence upon, the committee’s proceedings were heavily underlined, 
moreover, when, at its first meeting, the committee accepted Cod- 
ling’s suggestion that it should preface its investigations by taking 
evidence from McElligott (on the general financial position) and from 
Sean Moynihan (on those staffing and establishment problems which 
have already been reviewed above).”° 

McElligott’s evidence was pessimistic in the extreme. Having stres- 
sed the rapidly growing gap between revenue and expenditure which 
was his department’s first concern, he argued that the deficiency 
could be met neither by borrowing nor by extra taxation. His 
observations on the former are of interest in as much as they ac- 
curately forecast the failure of the 1939 Loan. “Further borrowing”’, 
he said, “would be quite wrong”, first, because it would “undermine 
the Government’s credit’’ and “‘weaken the stability of the currency” 
and, second, because he thought it impossible because of the demoral- 
ised position of the Dublin and London stock exchanges; nor, he 

pointed out, would increased taxes on their own meet the situation. 
So, McElligott declared, there was “nothing left but economy”’ 

which he saw as particularly necessary if a supplementary budget 
were to be introduced. If there were no provision in such a budget 
“for substantial genuine retrenchments the result on the public morale
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would be something approaching disastrous”. McElligott therefore 

urged ‘“‘that services that were automatically proving more and more 

costly should be suspended. He instanced the operation of the Military 

Service Pensions Board, the continuing agitation for better conditions 

in the civil service and the Garda Siochana, such as the setting up of 

arbitration and conciliation machinery”. Other of McElligott’s argu- 
ments were no less austere: he argued, for example, that 

. unless Unemployment Assistance was stopped completely in rural 

areas adequate supplies of labour for a tillage campaign would not be 

forthcoming. The general result of national policy in recent years was a 

decline in the numbers of persons engaged in agricultural production and 

an increase in those in industrial production to the extent of about 

50,000. The protected industries showed that increase. A number of 

these industries will now find it hard to continue owing to the absence of 

raw materials and there would be much displacement of labour as a 

result. The question was could these people be got to go back to the land. 

He admitted to the Chairman that the suspension of Unemployment 

Assistance in rural areas was a cruel weapon but it would confer nation- 

al benefit in the end. 

That McElligott’s demand for immediate and drastic economies 

was in part based upon his view of the national psychology is evident 

from his conclusion that 

. what the people wanted was a good fright. The apostles of expan- 

sionism would see where the country stood when they realised that 

existing and practically essential services were being cut to the bone. He 
thought that if the Committee made some recommendations about 

reductions in Civil Service pay it would do no good. He also thought 
that recourse to Article 10 [of the Treaty] should be prevented for the 
duration of the war, by agreement with the British. If we were driven to 

extremes he would not hesitate to recommend that the Civil Service 
Bonus be stopped on all salaries of more than £3 or £4 a week. The 
people required to be jolted out of their complacency. Many of them 
thought that neutrality gave them a ringside seat from which they could 
in comfort watch the progress of the war.’ 

Given such jeremiads it was scarcely surprising that, when Mc- 
Elligott and Moynihan had withdrawn, the committee should con- 
clude “that drastic economies were required’’, more especially since 
their chairman advised them, in reply to a question on this very 
point, that they were “not required to take political consequences
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into account — that was a matter for the Government’’.”8 
But it was just this gap between what Finance and the Economy 

Committee deemed economically necessary and what the govern- 
ment deemed politically unacceptable which militated against econ- 
omies as sweeping as McElligott favoured and which ultimately 
sealed the fate of many of the committee’s recommendations. The 
committee, working at a hectic pace, had completed its deliberations 
by the end of November by which time, after twenty-nine meetings, it 

had produced three reports. The first report dealt exclusively with 
Land Commission expenditure “‘on acquisition, division and im- 

provement of land’’.” The second report took as its starting point 

. the fact that so large a proportion of the State’s outlay is spent on 
social services makes it clear that no large scale economies can be 

secured without reducing the standard of these services to some extent 

... [and inquired into] 

(1) Unemployment Assistance 
(2) Employment Schemes 
(3) Housing Expenditure (including Local Loans) 
(4) Local Loans (other than for housing).°? 

The final report dealt with all other government services.*! 
The first interim report was considered by the government in con- 

junction with a memorandum submitted by the Department of Lands 
and it was decided that certain commitments already entered into by 
that department should be honoured. This further watered down the 
Economy Committee’s recommendations which had already taken 

account of the fact that “the acquisition and resumption of lands 

required in whole or part for turbary and afforestation and for urgent 

re-arrangement or housing schemes in congested districts’ must 

proceed.” 
The committee’s recommendations in its second interim report on 

reducing unemployment assistance — its proposals would have meant 

that about 20,000 persons would have been entitled to receive benefits 

for four rather than seven months of the year — were also cut back 

when the government made them subject to “the understanding that 

the position in the “Black Areas’ will be given further special con- 

sideration’’.> Since the “‘Black Areas’’ were those rural areas in the 

congested districts, particularly along the western seaboard, where the 

great majority of unemployment assistance recipients were to be 

found, this effectively nullified the proposal. Another recommen-
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dation, that expenditure on the employment scheme vote for the 

financial year 1939-40 should be reduced by £200,000, was rejected 

outright and the proposal for restriction in 1940—41 was deferred. 

Recommendations that housing grants payable for the building or re- 

construction of dwelling houses be discontinued, that definite limita- 

tions be imposed over the cash drawn on the Local Loans Fund for 

housing loans to local authorities, and that the small dwellings loan 

service be suspended, were similarly either rejected outright or sub- 

stantially reduced. Indeed, the only recommendation in this report 

which received the government’s unqualified approval was the posi- 

tive proposal ‘‘that Gaeltacht housing be continued”’. 

The committee’s final report fared no better. Recommendations that 

‘‘no capital expenditure on the purchase of sites or buildings or on 

new buildings should be incurred,” that the agricultural grant be 

reduced and that telephone development be suspended were all re- 

jected out of hand. Many of the other proposed economies were 

either deferred or else referred for consideration to the minister whose 

department they affected. Economies proposed by the committee and 

accepted by the government thus tended to be implemented only in 

part and the committee’s calculation that the grand total of the savings 

it proposed in its three reports would amount to £551,000 for 1939-40 

and £1,609,000 for 1940-41 proved excessively optimistic.” 

Two specific recommendations in the committee’s final report merit 

fuller examination. The first concerned the special commissions and 
committees of inquiry which, the report claimed, “made excessive 

demands on the official time of the Civil Servants’, as well as some- 

times leading to heavy incidental expenditure. It was therefore 

proposed to suspend or wind up the proceedings of such bodies 
immediately. The government rejected this proposal but it was ob- 
viously strongly supported by the Department of Finance for, in the 

summer of 1940, it emerged again in the form of a strong minute from 

McElligott to his minister asking him to bring before the government 

meeting then in progress the question of temporary commissions and 
committees. “It is urgently necessary”, wrote McElligott, 

that an immediate decision should be taken to suspend the operations of 
these bodies. The main Commissions at present operating relate to 
vocational education and agriculture. Both are causing demands for staff 
which cannot be met, and are examining sets of conditions which may
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have no relevance at all to circumstances that will obtain in the near 
future, e.g., in regard to agriculture, the size and shape of our external 
market may be profoundly altered by the course of events.*° 

The Minister for Finance, in a letter to the Taoiseach that day, 
raised the matter as one “of the utmost importance from the point of 
view of this Department” and asked to “‘be allowed to terminate for 
the present the deliberations of these bodies’’.*’ But the matter was 
then complicated by the intervention of Michael Browne, Bishop of 
Galway, a prominent member of the Committee on Vocational Edu- 

cation, who wrote to O’Kelly suggesting that his department wanted 

to suppress this particular commission because of its recent examina- 

tion of the banks and of Joseph Brennan. McElligott, he wrote, 

“would regard the Commission as a most inconvenient body and 
there would be a certain grim satisfaction in getting rid of the Bishop 

of Galway on the grounds of war economy”’.** Although O’Kelly 
denied that the proposal was so motivated, and reiterated McElligott’s 

original arguments, * he thought the Bishop’s intervention sufficiently 

important to warrant forwarding the correspondence to the Taoi- 

seach. Finance’s demand for the suspension of the Commission’s 
special inquiries was considered by the government on 23 July. While 
it was accepted that the Commission on Agriculture be suspended on 

completion of its interim report then pending, the proposal to suspend 

other bodies — the Town Tenants (Occupation of Tenancies) Tri- 
bunal, the Commission on Vocational Organisation, the Committee 

on Summer-Time, the Irish Manuscripts Commission — was re- 

jected.” 

The other government decision on a recommendation of the Econ- 

omy Committee which particularly concerned Finance, and which 

was closely related to the whole question of commissions of inquiry 

and other such bodies, was that the Minister for Finance should “con- 

sider the question of arranging for a special investigation of the 

organisation and staffing of the office of the Revenue Commissioners 

with a view to economy”, under a small committee chaired by Hugo 

Flinn.*! Shortly afterwards, on 9 January 1940, the government 

greatly expanded those terms of reference when it decided that “the 

Minister for Finance should consider extending the scope of the com- 

mittee’s investigations to include all Departments’’.** Finance reacted 

sharply against this decision. Only five years before, they pointed out 

in a lengthy memorandum for the government,*? the Brennan
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Commission had presented its final report, of which no less than 

“‘sixty-two paragraphs covering twenty-eight pages” dealt with this 

very subject. This report in no way suggested 

. that the Civil Service is in need of any general or far-reaching 

reform. On the contrary, it is clearly implied that the organisation as a 

whole is satisfactory ... The Minister for Finance is not aware of any 

change in circumstances ... which would seem to call for a fresh enquiry 

into the organisation of the Civil Service, nor has he any reason to think 

that a Committee of persons qualified to make such an investigation 

would arrive at conclusions substantially different from those reached by 
the large and representative Commission, whose report, presented in 

1935, was the fruit of almost three and a half years of investigation and 

consideration. The proposed enquiry would make serious demands on 

the time of the higher officers in all Departments, most of whom, as the 

Government is no doubt aware, are already overpressed in consequence 

either of the depletion of staffs to meet the requirements of emergency 
services, or of the fact that they are directly concerned with such services 

themselves. Moreover, an enquiry of the kind proposed would be 

expensive. 

If such a committee were set up, moreover, Finance declared that 
they would have to recall all their officers who were on loan to other 
departments — even including an acting assistant secretary in the 
Department of Supplies — and that even then they would find it 
difficult to provide the necessary secretarial assistance; other govern- 
ment departments, they suggested, might well be similarly affected. 

The Finance memorandum then dwelt eloquently on the undesir- 
able “‘effect on the public mind’? of any such commission or 
committee of inquiry: 

... the number of such bodies appointed in the last eight years has been 
exceptionally great and the practical results of their labours have been 
remarkably small. In the Minister’s opinion, another barren Commis- 
sion, or one whose recommendations shared the fate of the findings of 
most of the Commissions of recent years, would have a very damaging 
effect on the prestige of the Government. Even the immediate reaction of 
the public to the appointment, so soon after the Brennan Commission, 
of another Committee of Inquiry into the Civil Service would, the 
Minister believes, be entirely unfavourable. Dispassionate observers 
would think, not unreasonably, that, with the reports and minutes of 
evidence of the Brennan Commission in its hands and with its own 
knowledge derived from intimate daily contact with the Civil Service, the
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Government should already be in a position to decide what reforms, if 

any, are necessary. 

Finance argued, moreover, that since the Emergency had begun, 

... the Civil Service machine, has, on the whole, responded surprisingly 

well to the new demands made upon it. Many new services are being 
established and are being successfully administered and the Civil Service 
has adapted itself with speed and thoroughness to a virtual revolution in 
the relations between the State and business. These facts hardly support 
the view that the Civil Service is in pressing need of major reform or that 
any changes in organisation that may be desirable cannot be accom- 
plished without the assistance of a Committee of Investigation. 

Furthermore, the memorandum dryly observed, the Minister for 

Finance, as the Minister responsible for the civil service, had not been 

approached by “‘any member. of the Government who thinks that his 

own Department is overstaffed, or inefficiently administered”’. 

If the government had doubts about the general efficiency and 

organisation of the civil service, the memorandum concluded, the best 

way to deal with the situation was for each minister to “obtain from 

the Secretary of his Department a written report on the Department's 

organisation, staffing and methods of work’”’, which could then be 

forwarded to Finance. Finance was especially perturbed by the com- 

position of the government’s proposed four-man committee consisting 

of a politician (Flinn), a member of the Electricity Supply Board 

(Frederick Weckler), a Land Commissioner (D. Browne), and H. P. 

Boland, who alone would have represented the Finance viewpoint 

even though he had retired from the Department. Finance’s counter- 

proposal would suffer from no such defect since it involved no de- 

parture from existing structures and no devolution of Finance’s 

control over the civil service into other hands. 

But at first, however, Finance did not get its way. On 27 February 

1940, the government decided to proceed with its committee, al- 

though it did accept that it “should work on the basis of undertaking 

investigations in individual departments, at the invitation of the 

Ministers in charge thereof ’’. Worse still, from Finance’s viewpoint 

was a change in the committee’s composition; Flinn, (who had the 

merit of holding the office of Parliamentary Secretary to the Minister 

for Finance) was replaced as chairman by the Minister for Co- 

ordination of Defensive Measures, Frank Aiken, and Christopher S.
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Andrews (at that time managing director of the Turf Board) replaced 

the Land Commission’s representative. The Minister for Finance did 

retain the right to submit terms of reference to the government, 

although only after he had first consulted with Aiken.** But 

Aiken had already drawn up draft terms of reference: that the 
committee should “examine and report on the organisation of, and 
administrative methods in operation in each department ... and 
make such recommendations in relation thereto as are considered con- 

ductive to greater efficiency and economy.’ 
A few weeks later, on 21 March, the government decided that “the 

question of the desirability or otherwise of the establishment of a 

Department of State in which would be ... concentrated the 
administration of social services’’ — formerly treated as needing 

investigation by a separate interdepartmental committee — should be 

included in the committee’s terms of reference.*° The Minister for 

Finance, McElligott minuted gloomily, “says there is now no possi- 

bility of preventing this committee from starting operations’’, despite 
McElligott’s having “pointed out to him the somewhat contradictory 
nature of its tasks — one being to secure economy and the other to 
spend more money on government services — but this inconsistency 

is not considered a hindrance in the present instance’’.*” But the insti- 
tution of the committee was postponed, however, pending the sub- 
mission of a memorandum by Frederick Weckler at the Taoiseach’s 
request.“ Finance took no action on the matter before the end of 
April, when Maurice Moynihan, the secretary to the government, 
telephoned Finance to say “‘that the Government which was then in 
session . .. desired to see forthwith any. draft of the terms of reference 
now in existence’. But Finance had not considered what amend- 
ments, if.any, they wished to make in Aiken’s draft terms of reference, 
which were accordingly placed again before the government in their 
original form.” The government reiterated its decision that the final 
terms of reference should be decided between Aiken and the Minister 
for Finance and informed Finance that it did not, therefore, require 
any further submission on the matter.>? 

But, if Finance could not voice its objections officially at govern- 
ment level, those objections were no less determined. McElligott and 
Sean Moynihan discussed the question of the committee with the 
Minister “‘on a number of occasions in recent months’, observed 
McElligott on 17 July in a minute which revealed its ultimate fate. 
O'Kelly had consequently urged “‘various objections to an inquiry of



The Department of Finance and the Emergency 327 

this kind in existing circumstances’ upon his government colleagues 
and, recorded McElligott with relief, “I understand from a further 
conversation which I had today with Mr O'Kelly that this matter 
may be regarded now as definitely shelved and the file put away’’.>! 
Thus, although Finance had taken no official action in respect of the 
committee since its original memorandum on 19 February, the De- 
partment’s tactics paid dividends in the end. 

II: The Fear of Invasion 

“There were five major stages in the war so far as it involved 
Ireland’’, writes Desmond Williams in an essay on Ireland and the 
war: 

The first ended in June 1940, the second ran from June to November 1940, 
the third from November 1940 to June 1941 with the outbreak of the 
Russo/German hostilities. Later in that year, on 11 December, another 
turning point was reached when America declared war on Japan. There 
then followed another stage during which Germany seemed to be losing 
... and the Allied invasion of German-occupied Europe took place on 6 
June 1944.° 

In the first stage, sometimes described as the “phoney war’, there 
was no real threat to Ireland’s neutrality and, as we have seen, her 
major preoccupation was coping with the problem of isolation in a 
warring world. But the second stage, inaugurated by the success of 
the German blitzkrieg on the Western Front and culminating in the 
French Armistice of 22 June 1940, was very different. Now there 
was real fear of invasion, either by Britain (fighting the Battle of 
Britain and the Battle of the Atlantic almost alone in 1940-41 and 
casting covetous eyes on the strategically important Irish bases) or, 
from November 1940, by a German force seeking a backdoor to the 

United Kingdom. 
On 28 May 1940, the day after the Dunkirk evacuation began, 

McElligott forwarded a memorandum to the Taoiseach’s Department 
showing, first, the effects of the war upon those aspects of the 

economy which fell within Finance’s jurisdiction; second, the emer- 

gency measures taken by his Department; and, third, the probable 
effects of a prolongation of the war. The memorandum noted, under 

the first heading, that, despite the Emergency budget of the previous 
November, a deficit of almost £900,000 had been incurred “due to 

the rush to lay in stocks and the increased value per unit of imports”
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and because of the failure to effect the intended economies in expen- 

diture. But no real anxiety was expressed on this score since it was 

anticipated that the gap between estimated revenue (£33-8 millions) 

and expenditure (£35-6 millions) could be “bridged by general sav- 

ings and by borrowings for expenditure treated as being of a capital 

etc., nature.” 

The Emergency measures for which Finance was responsible, other 

than those which have already been noted, included the Minister for 

Finance’s announcement of the government’s decision to stabilise the 

civil service cost of living bonus at 85 which meant that “for every 

five points the the cost of living figure may rise above 85, there will 

... be a saving of a sum at the rate of £100,000 per annum’; special 

measures to enforce economy in all government departments in main- 

tenance work, office supplies, stationery and printing, fuel and light, 

cleaning and laundry, and so on; instructions for duplication and safe- 

guarding documents where “their destruction would be a national loss 

and would seriously impede Government administration”; instruc- 

tions in air-raid precautions for civil service staffs; special steps taken 

to obtain supplies for the Stationery Office; and, finally, special 

arrangements which had to be made by Finance to staff the Depart- 

ment of Supplies and the Censorship Service under the Minister for 

Co-ordination of Defensive Measures — this involved the loan of 110 

officers from other departments in the first case and of 197 officers in 

the second — in addition to increasing the staff of the Department of 

Defence by 191 officers, of whom ninety-five were on loan. It fell to 

the Minister for Finance, for example, as the minister responsible for 

the civil service, to take charge of the Ministers and Secretaries 

(Amendment) Bill 1939, which set the Department of Supplies on a 

proper legal footing. 

Finance’s memorandum then reviewed the situation in respect of 

control of currency and securities and noted that, while the Depart- 

ment was empowered under Emergency Orders to conserve the 

state’s purchasing power abroad, 

... the necessity for very rigid control had not arisen up to the present, 
however, as the British Treasury, under an agreement entered into with 
it, is supplying all the foreign exchange we require for necessary pur- 

poses; in fact they provide foreign exchange to finance imports into this 

country of a type for which they would not give foreign exchange to their 
own nationals.
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Finance’s forecast of what might come to pass if the war were 
indefinitely prolonged was speculative and need not long detain us. Its 
main theme was that Irish ‘‘fortunes economically will as a whole fol- 
low those of Britain” and it stressed that there would be ‘‘a catas- 
trophic fall” in the value of Ireland’s external assets if Britain were 
defeated or successfully blockaded, since they were mostly held in 
British government securities and would then become impossible to 
dispose of “except at great loss’’. It stressed, too, Ireland’s almost total 
dependence “on the ability of the British Treasury to maintain the 
present rates of exchange between sterling and the other main curren- 
cies’ and pointed out that “‘a weakening of the Allied position would 
increase the difficulties and real cost of obtaining essential imports and 
so would result in further lowering of the standard of living.”’®? 

The Interdepartmental Committee on Emergency Measures 

On 4 July 1940, during the lull between the fall of France and the start 
of the Battle of Britain, the government's specially instituted inter- 
departmental committee on Emergency measures met for the first 
time. So large were the problems confronting the members that they 
had been given no specific terms of reference, but they saw their main 
task as the formulation of measures “‘to alleviate distress in the event 
of (a) the complete temporary isolation of the country and (b) the 
invasion of the country by hostile forces.”’°* The attendance at the 
committee’s first meeting is noteworthy in as much as it reveals how, 
in conditions of such extreme emergency, Finance’s role was rela- 
tively minor in comparison with that of certain other government 
departments. John Leydon as Secretary of the Department of Supplies 
was in the chair, and two other officers from Supplies were present. 

Industry and Commerce also were represented by a team of three 
headed by their Secretary, R. C. Ferguson, and two representatives of 
Local Government and Public Health were present. Finance, how- 

ever, like Agriculture, Defence and Justice, were represented by only 

one official — J. E. Hanna, the assistant secretary in charge of the 

supply division. 
The committee’s first task was to make recommendations to meet 

what it described as the worst eventuality — a successful invasion of 
Dublin and the breakdown of central government and administration. 
The details of their proposals, which involved the division of the 

country into eight separate regions plus the Dublin area, and which 

were broadcast by Sean Lemass on 19 July 1940, fall outside the
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compass of this work. It might be noted in passing, however, that 

two officials from the Department of Finance (Leon O Broin, then a 

principal officer, for Mayo-Galway, and, later, McElligott himself for 

a Dublin presumed to be under an invader’s control) were appointed 

by the government as regional commissioners — the title given to the 

officials who would assume almost supreme administrative power in 

the event of an invasion.” 

The committee’s report to the government stated that one particular 

responsibility which would fall to the Department of Finance in such 

circumstances was “‘to make arrangements in advance with the banks 

so that the requisite amount of currency may be available in each 

locality to provide for the payment of unemployment assistance, sal- 

aries and wages, etc.”°° On 13 August 1940, the Department asked the 

Bank of Ireland to open special accounts in the names of the regional 

commissioners in their local branches in all twenty-six counties. On 

16 August the Bank of Ireland confirmed this arrangement and sug- 

gested that they should double the local reserves of currency in these 

banks — they proposed that sealed boxes of notes be kept in certain 

branches to be opened only on orders from the regional commis- 

sioners. McElligott consulted Brennan, as chairman of the Currency 

Commission, about the details of this plan, and following a special 

meeting of the Commission, it was “agreed that legal tender notes to 

the value of £250,000 should be taken out of the Department of 

Finance and paid for out of the Deposit which the Minister has with 

the Currency Commission” for distribution by the Bank ot Ireland 

among the regional commissioners’ accounts.*’ On 17 September, 

Finance sanctioned the assignment of qualified ofticers from the offices 

of the Comptroller and Auditor General to provide “expert assistance 

for the Regional Commissioners on the question of financial 

procedure and kindred matters.’””* 

Finance’s broad outline of the action which they felt the govern- 

ment must take in the event of hostilities was put before the govern- 

ment in a special memorandum of 17 October 1940.°” * 
bie 

involved in the war’’, the memorandum began, 

If we become 

the problems which will arise will depend on the form of the attack and 

its direction. An invasion in force at or near Dublin might result in the 

immediate isolation of the capital and make it necessary to bring the 

Regional Commissioner system into operation or to endeavour to main- 

tain a Central Government from elsewhere. If, on the other hand, the 

attack were entirely from the air, the Government might be able to carry
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on from Dublin. In either event the difficulties in the way of adminis- 

tration if not insuperable would at least be so great that it would be 

necessary to jettison everything but the vitally essential services. 

Subject to these qualifications, the Department proposed that the 

government should enforce that section of the Emergency Powers 

Order on Regional Administration which would invest the regional 

commissioners with their powers. Finance further proposed that 

_..a broadcast should be made at once (and its essentials repeated 

during the first two or three days) stating what had been done ..+ and... 

telling the people to ‘stay-put’ unless ordered otherwise by the military 

and announcing any other step of importance taken or contemplated by 

the Government. The broadcast might embody statements of steps taken 

which would have a calming or reassuring effect about such matters as 

payment of Old Age Pensions, salaries, pensions, withdrawals from the 

Post Office Savings Bank, etc. 

Finance finally argued that their minister would need to be em- 

powered to proclaim one or more bank holidays in the event of an out- 

break of hostilities. 

Finance was also concerned with the major problems which would 

arise in the event of the government being evacuated from Dublin to 

a provincial centre. They felt it was advisable to appoint a county 

commissioner for Dublin under the Regional Administration scheme 

to meet such a contingency — the Interdepartmental Committee on 

Emergency Measures had earlier postponed consideration of such an 

appointment (for which no provision had been made in the Emer- 

gency Powers Order) on the grounds that “with the seat of central 

Government in Dublin the circumstances in which it would be neces- 

sary to appoint a County Commissioner for Dublin would be dif- 

ferent from those which might be expected to arise in other county 

areas. °° 

One major task for Finance in this period was preparing measures 

in respect of its responsibility for the civil service. The following were 

the problems as Finance saw them and as they attempted to solve 

them: 

_.. the question will also arise of transferring a number of Civil Servants 

to any temporary centre of Government and providing living accom- 

modation and office accommodation for the members of the Govern- 

ment and the transferred Civil Servants. Transport would be required to 

convey personnel, documents and office equipment to the temporary 

centre of Government.



332 The Irish Department of Finance 1922—58 

Arrangements would also be necessary for the payment of staffs left in 
Dublin. 

The destruction of office buildings and equipment by bombardment 
would give rise to the problem of obtaining alternative accommodation. 
Dislocation of transport services would cause difficulty in maintaining 
regular attendance of Civil Servants at their work and possibly neces- 
sitate the provision either of transport or of living accommodation near 
their offices for key members of staffs. (It would be quite impracticable 
to provide either accommodation or transport for more than a small 
number). 
The disruption of electric cables, sanitation systems, etc. would neces- 
sitate providing alternative facilities in Government offices. 
Staff would require to be transferred from one Department to another 
according to the volume of Emergency activities in different Depart- 
ments. 

It would be necessary to maintain as far as possible Postal, Telegraph, 
Telephone and Broadcasting services. 

To prepare for such contingencies, the following suggestions are 
offered: — 

(a) The Department of Finance might ask other Departments to con- 
sider and report the numbers and categories of the staffs required 
to carry on such activities as can be maintained 

(i) on the assumption that the Government would continue to 
function from Dublin and 

(ii) on the assumption that the Government would transfer to a 
provincial centre. 

(b) The Minister for Finance might be authorised to commandeer 
buildings and office equipment should such action be necessary. 

(c) The Minister for Finance should be authorised to transfer and 
allocate Civil Service staffs at his discretion. 

(d) The Minister for Industry and Commerce might be authorised, on 
a request by the Minister for Finance, to commandeer such vehicles 
as may be necessary for the transport of personnel, office equipment 
and records.*! 

The cabinet committee on Emergency problems considered 
Finance’s proposals on 21 October 1940, against a background of 
growing anxiety about the possibility of a British invasion: indeed, 
British records show that it was on this very day that the Defence



The Department of Finance and the Emergency 333 

Committee of the British War Cabinet authorised the Admiralty to 

undertake a full-scale study of the measures necessary if the Irish 

bases (in particular Foynes) were to be taken by force. Finance's 

proposals were approved, subject only to the condition in regard to 

(d) that there should be no conflict with the requirements of the 

defence forces. It was also decided at this same meeting that the 

Minister for Finance be empowered to proclaim bank holidays as he 

had requested, and furthermore, that “the Government might, by 

Emergency Order, confer on the Minister for Finance power to 

prescribe times for the opening and closing of Stock Exchanges and 

the manner and extent of meeting withdrawals” — powers also 

sought in the memorandum of 17 October.” 
This last provision was the subject of some controversy and, fol- 

lowing consultations between Finance officials and the Irish Banks 

Standing Committee, Finance thought it unwise so to proceed. The 

secretary of that committee felt that a run on the banks was highly 

unlikely and he pointed out that “even in 1914 when notes could be 

exchanged for gold there were no indications of a run on the banks in 

this country, save a tendency (lasting only for a few hours) ... in 

Fermoy and Mitchelstown.” The banks thought it 

essential that the Government should take no step which would tend 

to any material degree to impair public confidence. Any impression in 

the public mind that the Government were even contemplating the desir- 

ability of controlling withdrawals in a time of emergency would be likely 

to have a disquieting effect which would be intensified if any Controlling 

Order were actually made. 

Up to the present the banks have not observed the slightest indication 

of anxiety on the part of the public and they consider it extremely un- 

likely that there would be any rush to withdraw deposits if hostilities 

broke out. The tendency might, indeed, be for people to hold their money 

in the form of bank balances, as in the event contemplated, lawless 

elements might have more frequent opportunities for interference with 

currency held in the household. 

The banks suggest that the treatment of withdrawals during an emer- 

gency might safely be left to their discretion. Local bank managers, who 

know their clients may, it is said, be trusted to exercise their discretion in 

ways which would, on the one hand, tend to allay nervousness on the 

part of their clientele and, on the other hand, not interfere with legitimate 

withdrawals. It would be possible, for example, to insist on the full notice 

being given of withdrawal of deposits of any magnitude instead of (as at 

present) the term of notice — e.g., a month — being merely nominal.”
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Finance found these considerations compelling and agreed that it 
was unnecessary for the Minister for Finance to be empowered to 
restrict withdrawals, and the relevant Emergency Powers Order (No. 
63) of 3 January 1941, enabling him to appoint bank holidays and to 
close the stock exchange, was deemed sufficient. 

On 5 November 1940, the day of Churchill’s famous speech in 
which he said that British interests and those of the free world were 
being seriously hampered by their inability to use the Irish ports 
against German submarines, Sean Moynihan sent an urgent and 
confidential letter to all departments saying that the government was 
making contingency plans in the event of an outbreak of hostilities 
and that it had ‘decided that Departments should be asked to con- 
sider and report on the activities which it would be essential to carry 
on in such an event and the minimum staff which would be required 
for such activities.”” Moynihan asked for full details of the minimum 
number of staff which each department would require should it 
become necessary to attempt to carry on central government from a 
provincial centre.* 

On 11 November, the Minister for Finance sought special powers 
over the civil service in addition to his statutory powers under the 
Ministers and Secretaries and Civil Service Regulation Acts of 1924, 
and, on 26 November, the government “authorised the Minister for 
Finance to determine at will during an emergency all questions 
regarding the transfer and allocation of civil service staffs.’ It was 
February 1941, however, before Finance, having obtained the replies 
of the individual departments, was able to summarise its findings for 
the government.® The Department concluded that 

. .. the Departments appear to have had great difficulty in visualising the 
sort of conditions which would cause the Government to transfer from 
Dublin to a provincial centre. Some Departments also seem to have very 
little conception of the limitations which would be likely to be set to their 
activities by lack of accommodation, the probable interruption of trans- 
port and postal services and the possible need to change the seat of 
government more than once during the period of hostilities. Thus the 
Department of Supplies proposes the transfer of its entire staff of 140, 
presumably on the assumption that all its present activities could be 
continued in full; while the Department of Education contemplates 
transferring 95 members of its staff. ... In all, the staffs proposed for 
transfer with the Government would number at least 400. In addition, a 
few Departments propose to move one or more branches to provincial
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centres, not necessarily the seat of government. These proposals would 

involve the transfer of about 250 officers. The removal of stafts on the 

scale indicated by the foregoing figure is obviously neither necessary nor 

practicable. 

The Minister for Finance assumes that the Government would not leave 

Dublin unless the territory of the State had actually been invaded and the 

capital were on the point of falling into the hands of the invader. In such 

circumstances it would not, in his opinion, be practicable to maintain a 

centralised administration, and he suggests, for the consideration of the 

Committee on Emergency Problems, that the wisest course would be to 

delegate all administrative work to the Regional Commissioners even in 

areas with which the Government could maintain communication. This 

would have the advantage of setting Ministers free to concentrate their 

attention on vital national issues raised by the Emergency, as well as of 

minimising the accommodation difficulties which the presence of large 

official staffs would create in a small town and the still graver difficulties 

of transport which would arise if the Government, accompanied by such a 

staff, were obliged, as it probably would be, to move from place to place 

at short notice. It will also be appreciated that very probably the greater 

part of the accommodation in the neighbourhood of the new seat of 

Government would be required for Army Headquarters. Moreover the 

advance arrangements which would be necessary if accommodation were 

likely to be needed for a civil service staff of some hundreds could not be 

made without risking the public comment and alarm which the Com- 

mittee on Emergency Problems is anxious to avoid. 

Finance emphasised that the regional administration system had 

been framed to meet such a contingency; they argued that it was 

advisable “‘to devolve the full responsibility for administration upon 

the Regional Commissioners from the moment that the Government 

was obliged to leave the capital.” The demands for large numbers of 

civil servants to accompany the government if it evacuated Dublin 

could then be drastically reduced to between sixty and eighty, which 

would still cause “serious problems of accommodation and transport’, 

and which led the Minister for Finance to argue that no officer should 

be transferred ‘““whose services would not be absolutely indispen- 

sable’. 

Another particular preoccupation of the Department of Finance in 

1940-41 was the likely fate of the other civil servants — over 90 per 

cent of the total — who would remain in Dublin “‘if the city fell into 

the hands of an invader’. The Department advised the government 

that it was important
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. . . to decide in advance what attitude these Civil Servants should adopt 
towards the authorities of the enemy forces, and to convey directions 
accordingly to the Regional Commissioner designated to take charge of 
the Dublin area. The possible courses seem to be (a) complete non co- 
operation, amounting to passive resistance, (b) limited co-operation, and 
(c) full co-operation. 

The Minister for Finance took the view 

. that Civil Servants and employees of local authorities in occupied 
territory should, in such circumstances, continue, as far as possible, to 
discharge their normal work and should assist in the organisation and 
administration of services (such as rationing, communal feeding, the 
transfer of inhabitants of ruined houses to temporary dwellings) designed 
to minimise the hardships caused to the community by the state of war, 
even if, in so doing, they have to act under the direction of the authorities 
of the enemy forces. 

But the Minister also argued that there should be ‘‘an express 
prohibition of any co-operation which would be of military value to 
the enemy”’, for example, assistance in commandeering or otherwise 
acquiring accommodation or supplies for his troops, and he felt that 
External Affairs should be ‘‘asked for a statement of the international 
law and practice bearing on this question generally.” 

The government, at a meeting of 27 March 1941, decided that 
Finance’s proposals were to be “generally accepted”, April and May 
saw External Affairs and Finance exchanging views on the position of 
civil servants in territory occupied by a foreign power and, following 
the submission of a memorandum from External Affairs, the Cabinet 
Committee on Emergency Problems ‘‘decided that the Department of 
Finance should be asked to prepare and submit to the Government 
draft instructions for issue to the Civil Service in advance of an emer- 
gency.’ The Minister for Finance circulated these draft instructions to 
the government on 6 June, but on 17 June the government “‘decided 
that the text ... should be revised by the Taoiseach and the Minister 
for Finance and should then be held in readiness for issue in the event 
of a major emergency,”’”? 

The differences between the two drafts are instructive. The revised 
draft, forwarded by the Taoiseach’s Department to Finance on 29 
August, and the consequent correspondence, clearly indicate that de Valera himself was essentially responsible for the changes. Both drafts 
cited, as the relevant international law on the subject, 

.. . Article 43 of the Annex to the Hague Convention concerning the
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Laws and Customs of War on Land, 18th October, 1907, viz: — 

‘The authority of the power of the State having passed de facto into 

the hands of the occupant, the latter shall do all in his power to restore 

and ensure, as far as possible, public order and safety, respecting at the 

same time, unless absolutely prevented, the laws in force in the country.’ 

Nor was there disagreement either about the theory that officials 

who remained at their posts in an invaded territory “became subject 

to the orders of the occupying power, but ... are not absolved from 

their national loyalty and allegiance” or about that power’s right to 

“exact an ‘oath of obedience’ (but not an oath of allegiance)” from 

such officials. 

But what was expunged from Finance’s draft was the statement 

that “‘officers who agree to remain in office become servants of the 

occupying authority and are entitled to be paid their salaries.’’ Any 

references in Finance’s draft to civil servants ‘accepting office” or 

‘‘remaining in office’ were replaced, by the phrase “to continue their 

functions’. More significant was the difference of opinion provoked 

by Finance’s declaration that 

. in general it is anticipated that it will be possible and desirable for 

Civil Servants under the jurisdiction of the occupying authority to carry 

on the work of civil administration and thereby to mitigate the hardship 

and inconvenience resulting from foreign occupation. If it is borne in 

mind that the purpose of co-operation with the occupying authority is for 

the benefit of the occupied territory and its citizens, and that refusal to 

co-operate may only result in the occupying authority carrying out its 

desired measures with greater hardship to the civil population, it will be 

seen that very rarely will circumstances arise in which national allegiance 

will require Civil Servants to refuse co-operation. In considering any 

such circumstances the claims of national loyalty and allegiance must be 

weighed with the possibility of making resistance effective, the question 

whether the resistance is likely to be ineffective and in addition may only 

increase the hardships of occupation and the possibility that co-operation 

may succeed in modifying or at least lessening the inconvenience of the 

occupying authority’s demands. 

But the draft from the Taoiseach’s Department merely acknow- 

ledged that “the theory underlying co-operation by officials with the 

occupying authority is for the benefit of the occupied territory and its 

citizens, since refusal to co-operate may result in the occupying auth- 

ority carrying out its desired measures with greater hardship to the 

civilian population.” Moreover, the Taoiseach’s draft concluded, that
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. the question of whether civil servants should in any circumstances 

continue to perform their functions under an occupying power would 
require a very serious decision by the Government, which could only be 

taken in the actual event. The Government will endeavour to com- 
municate any such decision to the Regional Commissioners with all pos- 
sible speed and civil servants should in all cases look to the Regional 
Commissioners for direction. 

Finance baulked at this conclusion and, in their letter concurring 
with the other revisions of their own draft, asked that instructions be 
issued “without delay to the Regional Commissioners and to Heads 
of Departments, if not to all civil servants who, in the event of foreign 
military occupation, would be required to serve away from the head- 
quarters of their Departments.’””! De Valera rejected this request and 
made it clear that he did not want any such decision communicated 
to the regional commissioners. He repeated that “‘the very serious 
decision involved can only be taken in the actual event” and declared 
that no instructions in writing were to be issued. Instead he proposed 
to address personally separate and specially convened meetings of 
heads of departments and of the regional commissioners ‘‘for the 
purpose of discussing generally preparations for a possible worsening 
of emergency conditions.””? The former meeting — although not, 
apparently, the latter — was duly held on 27 October 1941. 

But by then the fears of invasion had begun to recede and con- 
tingency planning for any such eventuality was less urgent. The sus- 
tained German bombing raids on British cities had ended in May 1941 
and the German invasion of Russia in June had further relieved the 
intensity of the attacks on Britain. For Ireland, however, as for the 
belligerent nations, December 1941 was the real turning point. The 
American declaration of war, when Pearl Harbour was bombed on 6 
December, created a situation quite different from that in which 
Finance had been asked to draw up contingency plans for the transfer 
of the nucleus of government administration outside Dublin. It was 
hardly surprising, therefore, that when the government finally con- 
sidered Finance’s proposals on the lists of civil service staffs to be 
transferred, the number of officials involved (excluding typing and 
messenger staff) was reduced from fifty-seven to a mere eight, three of 
whom were from the Taoiseach’s Department (the secretary, registrar 
and the Taoiseach’s personal secretary) and only one of whom (an as- 
sistant secretary) was from Finance.” Yet such decisions, taken on 19



The Department of Finance and the Emergency — 339 

January 1942, seemed almost academic and there is no evidence that 
they received any further serious consideration in the Department of 
Finance. 

War Risk Insurance 

One interesting example of the special demands the Emergency made 
on Finance was the problem of insuring property and commodities 
against war risk — in particular against the risk of bombing raids. 
Finance first considered this issue at the end of 1938 and continued 

to do so until the most acute phase of the Emergency had passed. In 
tracing its history, one can thereby detect in microcosm something 
of the impact of the successive stages of the war upon Finance’s think- 
ing. 

The issue was first taken up by John Leydon in a letter to 

McElligott in October 1938 where he observed that Britain had 
shrunk from introducing any comprehensive scheme of war risk 
insurance in respect of air raids because the problem was so vast, but 

that, in Ireland’s case, the problem would be smaller.”> McElligott did 

not reply until March 1939 (in the meantime Leydon had sent him 

extracts from a House of Commons debate on the subject and Ex- 

ternal Affairs had obtained a copy of the report of the relevant British 

Interdepartmental Committee” ) when he observed that ‘“‘while con- 

ditions here can hardly be the same as in the UK, nevertheless it is 

impossible to foresee to what extent damage will be caused here dur- 

ing a war.” He accordingly took the view “‘that any insurance scheme 

would impose too heavy a burden on property owners and would be 

regarded as additional taxation”’; the most he thought possible was a 

scheme of national compensation at the end of the war.” 

The problem emerged in another guise in July 1939, when Leydon 
wrote to McElligott about the pressing need to arrange war risk 

insurance for ships registered in Ireland of the kind then being ar- 

ranged for ships registered in the United Kingdom, and saying that 

the British government was prepared to offer Irish ships reinsurance 

facilities through their Board of Trade.”* The proposal, which had 

Lemass’s approval, was highly unorthodox for it involved partici- 

pation in a scheme enacted under British rather than Irish legislation. 

It well illustrates the kind of urgent and unusual decision Finance was 

called upon to make — by Industry and Commerce or later, and 

most notably, by Supplies — under Emergency conditions. In this
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case, Finance was attracted by Leydon’s arguments that the scheme 

‘‘was in the nature of an administrative arrangement with the British 

Government, which may not involve an actual loss [or] adminis- 

trative expense” and that the introduction of enabling legislation in 
the Dail “would involve considerable delay and might well provoke 

discussion as to why a separate scheme should not be established by 

the Irish Government”. Intensive pressure from Industry and 
Commerce for an immediate decision led MacEntee to agree that, 
“the need for separate legislation might be waived, [and] if necessary, 
covering legislation . . . passed later.” On the same afternoon the mat- 
ter was brought to the Taoiseach’s notice and, “‘after some hesitation 

[he] agreed to allow the Department of Industry and Commerce to 
conclude the proposed agreements.” 

Renewed pressure for the introduction of legislation on war risk 
insurance quickly followed the outbreak of war and it was raised in 

the Dail on 27 September 1939 when MacEntee followed the line 

earlier laid down by McElligott. Particular emphasis was placed at 
this stage upon the insurance of essential goods and commodities 

but, while McElligott accepted this as a problem of a different order, 

he continued to argue “that it should be possible without recourse to 

legislation to frame with various insurance offices a suitable 

scheme. ’’8? 

In July 1940, however, with the heightening of tension after the fall 

of France, Industry and Commerce insisted that McElligott’s 

proposals had “proved impossible of realisation”. The department 
‘‘a widespread demand in commercial circles 

for protection under Government auspices against war risks’, and 

they reported that Lemass believed ‘‘the necessary accumulation of 
stocks . . . is being impeded by the lack of some form of protection.’”*! 

Industry and Commerce were strongly supported by Leydon, by then 

in Supplies, who referred to his own unsuccessful attempts in private 
conversation to persuade McElligott to change his mind. Leydon 
thought McElligott’s “‘argument that an insurance premium would be 
regarded as additional taxation’’ unconvincing, since the government, 
if it had to bear the cost of the premiums, would have to draw on 
additional taxation anyway. Leydon also believed that “‘the scheme 
should extend to buildings as well as to commodity stocks’’, and he 
stressed what he saw as the major difference between British and Irish 
circumstances. “At the moment we are still neutral’’, he wrote, ‘‘and 
one may hope that the risk will not materialise”, but even if Ireland 

felt that there was now
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were caught up in hostilities, he felt the most important consideration 
was that “we have not the same proportion of very big, densely 

populated towns as Great Britain . . . and, therefore, there is not quite 
the same measure of catastrophic risk.’”* 

McElligott reluctantly conceded that the Department was being 
“driven to adopt the principle of insurance’’ in respect of commodities 

but he remained firmly opposed to any extension of that principle to 
property generally.*’ The growing pressure on Finance came to a 
head at the end of September when the Senate debated an opposition 

motion urging the government to introduce a war risk insurance 

scheme for property. Although MacEntee (by then Minister for In- 

dustry and Commerce) repeated his and the government’s previous 

attitudes when he was Minister for Finance — namely, that this 

problem would only “‘arise for consideration at the end of the war... 

[when] it would be dealt with according to the resources which are 

available to the community’’** — the government decided to ask the 

Department of Finance “to give early consideration to a scheme for 

the compulsory insurance of property generally against war risks.’»° 

But Finance saw the matter as falling within the jurisdiction of 

Industry and Commerce and it was not until 5 February 1941 that 

that department forwarded the heads of a bill for government con- 

sideration. The scheme was confined to commodities and assumed that 

the broader problems of damage to buildings and other property was 

Finance’s responsibility.®° By then, however, the government had 

arrived at a separate, although closely related, decision ‘‘that the dam- 

age by bombs to dwelling houses, household furniture and effects 

would be made good in full by the State in advance of the acceptance 

of the responsibility and payment of compensation by the external 

Government responsible for the damage’’,®” a decision which led to the 

enactment of the Neutrality (War Damage to Property) Bill of 23 

September 1941. Despite a cautionary memorandum from Finance 

arguing “that this might impose a heavy burden on the Exchequer’’, 

and despite the Department’s fears that, “should the State become 

actively involved in hostilities, the measure of compensation now 

adopted for strictly limited types of losses will be looked to as a head- 

line for compensation for war damage however widespread that 

damage may be’’, the Minister for Finance approved the scheme as 

“fair and reasonable’’*’ and piloted the Bill through its various stages 

without undue difficulty. 

On the broader issue, however, while Finance accepted the Industry
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and Commerce proposals for an insurance scheme in respect of com- 

modities, they rejected the notion that the insurance on buildings was 

in any way their responsibility, saying that “‘as distinct from schemes 

of compensation, State schemes of insurance (other than in respect of 

health) and State intervention in the field of insurance generally were 
the responsibility of Industry and Commerce.’’ The Department 

opposed the extension of the scheme beyond commodities and urged 

that, at most, a bill which could later be applied to other property, 

but which in the first instance be confined to commodities, be in- 

troduced.*? 

Industry and Commerce admitted the distinction between insurance 
and compensation schemes and, while suggesting that it was ultimately 
compensation rather than insurance which was at issue, accepted 

that the broader property question was so vast as to merit separate and 
later treatment.” 

But the satisfactory resolution of this difference notwithstanding, 
Finance still hastened slowly. A series of urgent and regular inquiries 
from the Taoiseach’s Department from April 1941 onwards met with 
no response until Finance was finally informed, on 5 July, that the 
Taoiseach himself wished “‘to be informed without delay of the pres- 
ent position’’.”! 

Finance’s consequent memorandum took the line that the problem 
was particularly intractable because of the fact that there was 

. .no possible basis for an actuarial calculation of the probable extent of 
war damage to property in relation to which premiums of insurance could 
be fixed; and, because the risk is not, therefore, an insurable proposition, 
insurance companies have declined to accept it. If this country became 
involved in hostilities it must be anticipated that the consequent des- 
truction of property would be extremely heavy. One intensive air-raid on 
a large scale on Dublin alone might cause damage amounting to millions 
of pounds. ... The premiums required to build up a sufficient fund to 
compensate for such damage would have to be fixed at a figure so high as 
to be unacceptable to property owners and unsuitable for compulsory and 
universal collection ... Moreover, it might be expected that serious dif- 
ficulty would be encountered in exacting such premiums not alone from 
the owners of destroyed and damaged property but also from those whose 
property had not suffered during the war period. The effect on the price 
level and consequently on the cost of living of the compulsory collection 
of premiums in respect of property generally will be appreciated.”
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The Finance memorandum also stressed that the main consideration 

which had prompted the proposal that there should be special insur- 

ance provision to encourage traders to lay in essential supplies was no 

longer valid, since such supplies were no longer freely obtainable. 

The Minister for Finance (supported by the Minister for Industry and 

Commerce), the memorandum concluded, rejected the idea “that the 

problem of compensation for war damage to property . . . lends itself 

to solution by means of insurance ... The Minister is not prepared to 

commit the community to the indeterminable magnitude of the con- 

tractual liability to pay immediate compensation.” 

The fate of the Finance memorandum again illustrates the easing of 

war tensions in Ireland in late 1941; submitted to the Cabinet 

Committee on Emergency Problems on 6 August 1941, it only came 

before the government on 19 January 1942 when what was decided 

was, essentially, that Finance were right and that “‘the problem was 

one which could not be dealt with by means of a scheme of com- 

pulsory insurance.”””’ A rider requiring Finance further to examine the 

question of compensating traders in essential commodities for war 

damage only had the effect of delaying, until mid-1943, the con- 

clusion sought by the Department from the start — that the issue did 

not require legislation to be introduced by Finance or by any other 

department. 

Finance’s stance in the war-risk insurance controversy is not un- 

typical of a role frequently played by the Department at the height of 

the Emergency in response to what it saw as the exaggerated demands 

of other departments. Anxieties about what the future held in store if 

the war were prolonged or, worse still, if the country were invaded, 

led to demands — most notably from departments such as Supplies 

and Industry and Commerce who had a day-to-day responsibility for 

the life of the community — which, Finance believed, went beyond 

the requirements of legitimate and necessary contingency planning 

and into the realm of unnecessary and expensive innovation to meet a 

situation which might never occur. 

The Unemployment Debate 

On 4 June 1940, against the grim background of the fall of France, de 

Valera discussed the problem of “‘securing the finances necessary for. 

coping with unemployment” with the Minister for Finance (Sean T. 

O'Kelly), McElligott and Joseph Brennan. None of the trio were 

optimistic about the government's prospects and O'Kelly “emphasised
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the generous extent of the contribution already being made by the 
Government towards the solution both of our unemployment and our 
defence problems”’, and cautioned against any increase in government 
commitments.”* At a further meeting on the same day with represen- 
tatives of the Irish Banks’ Standing Committee, when the question of 
“increased expenditure far beyond anything arranged for in the 
Budget” was again discussed, de Valera dwelt on the question of un- 
employment as “a problem which constituted ‘a danger in our 
midst’’’. 

These general and inconclusive discussions set the scene for a debate 
which continued throughout the Emergency and which, in February 
1941, developed into a clear conflict of opinion between the Depart- 
ments of Finance and of Industry and Commerce. The Minister for 
Industry and Commerce, Sean MacEntee, had opened this stage of the 
debate when he sent a memorandum to the government 

... on the possibility of (a) substituting native for imported raw materials 
for industry, and (b) putting to alternative use in the production of other 
essential commodities of plant at present employed on imported materials, 
and on (c) the extent of the increased unemployment following on the 
total or partial stoppage of the import of industrial materials and require- 
ments, and (d) the steps which should be taken to deal with the resulting 
situation.”© 

Detailed investigations had now revealed, the Minister for Industry 
and Commerce emphasised “very strongly”’, that it was “‘not possible 
to substitute native raw materials for the raw materials hitherto 
imported and used in our industrial processes (outside the food 
group), except to a very limited extent.’ A review of alternative uses 
for plant and machinery had also produced “very depressing results’’. 
The memorandum thus took “‘the gloomiest view as to the extent to 
which unemployment, particularly in industrial production, will de- 
velop in this country during the present year, if overseas supplies are 
cut off’; and the minister revised upwards, to “‘almost 400,000’’, his 
estimate of total unemployment figures made the previous July. For 
these reasons and because he could 

... see no prospect that it will be possible, even by the most extravagant 
expenditure of public money upon such undertakings, to provide work 
for more than a small part of that fraction of the newly unemployed who 
would be physically suited for it ... the Minister for Industry and 
Commerce recommends that a Committee consisting of representatives of
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the Government Departments more intimately concerned with the various 
aspects of this matter, viz, Department of Supplies, Department of Local 

Government and Public Health (Engineering Branch), Office of Public 
Works (Engineering Branch and Special Works Division), Department of 
Finance, Department of Posts and Telegraphs (Engineering Branch) and 
Department of Industry and Commerce, together with representatives of 
the Electricity Supply Board and the Irish Tourist Board, should be set up 
under the Chairmanship of the Parliamentary Secretary to the Minister 
for Finance (a) to investigate and report as to the extent to which it 
would be possible to provide employment for male workers upon such 
works of public utility as would make a minimum demand upon plant 
and materials normally required for productive industry, (b) to draw up a 
programme of such works, and (c) to devise machinery for putting it into 
operation. 

Although Finance supported this particular recommendation, which 

was duly approved by the government on 25 February 1941,” they did 

not support the other major proposal of Industry and Commerce 

which was based upon an extremely pessimistic forecast of the general 

economic climate likely to prevail in the immediate future. Industry 

and Commerce had argued that the drastic drop in industrial pro- 

duction (some 70 per cent), coupled with an equally drastic increase 

in unemployment, would produce 

. .. a tendency towards panic with, no doubt, a disastrous fall in prices for 

farm produce which would probably ... drive agriculturalists in the 

direction of mere subsistence farming. The point would, undoubtedly, 

come when farmers might not even produce enough of a surplus above 

their own requirements to feed the remainder of the population. 

They also argued that “the transition period during which the 

money economy might remain almost normal would ... be com- 

paratively short’’, and felt that there might develop a 

. want of confidence, particularly in the minds of the agricultural com- 

munity, in the stability of the currency. In matters of currency, psycho- 

logical causes are frequently more disastrous than actual economic causes. 

A lack of confidence in the stability of sterling would, almost certainly, 

engender a measure of doubt in Irish currency even though the link with 

sterling were formally broken. A panic situation might result in agricul- 

turalists refusing to produce for payment in cash and, if this situation 

arose, the whole money economy and currency system of the country 

might be endangered. 

There might arise a demand from farmers for some form of State guar-
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antee that the value of his produce would be set against the annuities 

which he owed to the State. Panic might even result in recourse to a 

primitive barter system unless measures were taken to counter the move- 

ment and save the community as a whole from such a serious calamity. 
The problem to be faced, therefore, if the emergency continued for any 

lengthy period, would be to plan how best agriculturalists could be per- 
suaded to continue in production to the point, at least, of meeting the 

needs of the community. This might, in effect, involve an alteration dur- 

ing the emergency period in the whole currency system, as what has to be 
achieved is, on the one hand, to maintain an adequate supply of food and, 

on the other, to put all members of the community on an equal footing 

and in a position to purchase, or be supplied with, the essentials of life. 
Clearly, this eventuality has to be faced, especially if, as is the view of the 
Minister for Industry and Commerce, this eventuality must be regarded as 
practically certain to occur if the state of isolation or of a cessation of 
imports continues for even as long as a year. It is recommended that, in 
order to consider all the issues involved, a special committee should be set 
up composed of representatives of the Departments of Finance, Supplies, 
Local Government and Public Health, Industry and Commerce and, pos- 
sibly, Justice, to deal with emergency production, distribution, price con- 
trol, and currency. 

Sean Moynihan, then assistant secretary on the establishment side of 
Finance, felt these prognostications were “‘unduly nightmarish”. 
While he admitted that, if the country were invaded, the situation 
would be “far worse than we can imagine now’, Industry and 
Commerce's memorandum was based upon the assumption that an 
invasion would not take place and, in that event, he thought, 

- we are not likely to be completely isolated. No plans for rationing, 
price control or currency regulations made now would have the least 
value in an invasion: we shall simply have to rely on our ingenuity to 
meet difficulties in these matters as they arise . . . a certain amount of plan- 
ning to mitigate the evils of a stoppage of imports is practicable, but it 
should be related in some measure to probabilities and complete isolation 
is not a probability.” 

McElligott’s semi-official reply to Industry and Commerce was no 
less sceptical. He was particularly concerned to 

... deprecate any reference to currency. It is desirable that as little as pos- 
sible of an alarmist character should be said about this in any public docu- 
ment, even with restricted circulation. It only tends to encourage loose 
talking and thinking on the subject and, in any case, there is little, if any-
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thing, we can do to alter the position in which we now find ourselves. 
That position is, I think, better than that of practically any European 
country. We have behind our notes approximately + of the amount in 
gold, 5 in early maturing bills, and the remaining 3} in short-dated British 
Government securities. We do not want to talk outside about these things 
because there are only too many people anxious to start a controversy on 
the subject. 

McElligott followed up this classic expression of the view that the 
uninitiated should be denied access to the higher mysteries of currency 
control with the comment that, if Industry and Commerce’s pessi- 
mism proved justified, then “public revenue which in any case was 
bound to contract severely, will almost disappear and it will be dif- 
ficult to finance any extensive schemes for providing employment. 
We will be lucky if we can provide some monetary dole to enable 
people to purchase the necessities of life’’.% 

Finance got its way and currency control was excluded from the 
terms of reference of the committee on emergency production set up 
by the government and consisting of only the Ministers for Supplies, 
for Industry and Commerce and for Agriculture; nor did the govern- 
ment accept Industry and Commerce’s most draconian proposal — 
the preparation of a general rationing scheme.!°° 

III: New Directions 

An inspection of the spate of Emergency Powers Orders made when 
the Emergency was at its height reveals how few of them were initi- 
ated by Finance.'! Yet, while the great majority of such orders 
emanated from other departments and while they related to such dis- 
parate areas of responsibility as film censorship, the viewing of bodies 
at inquests, the suspension of duty on horseshoes and the restriction on 
the possession and use of pigeons (to mention but a few random 
examples), all had to be inspected and approved by Finance before 
being issued. In general, therefore, Finance’s responsibility in respect 
of such orders and in respect of other emergency legislation was sim- 
ilar to its responsibility in respect of ordinary legislation in more 
normal times, and the Department had few, if any, observations to 

offer upon most draft orders submitted to it by other departments. 
Indeed, if emergency measures were deemed to be necessary Finance 
much preferred that the government should proceed by way: of emer- 
gency powers order rather than by enacting special legislation which 

might prove less easy to undo once the emergency was at an end —
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the question of compensating landowners whose land had been taken 

possession of by the state was one area in which this preference was 

explicitly enunciated.’ At the same time Finance was also concerned 

to guard against what they sometimes saw as the excessive haste of 

other departments to frame emergency orders, as well as against the 

excessively wide additional powers sought under such orders. One 

instance of this kind arose in connection with the emergency powers 
sought by Industry and Commerce in the field of mining develop- 
ment — an issue which also exemplifies how the Emergency led to 
the rapid growth of a policy of state intervention in major areas of the 
economy — which in turn gave rise to some of the most important 
new directions which emerged during the war years. 

The Minerals Development Bill 

The controversy over mining development began in July 1940 when 
the Minister for Industry and Commerce sought, by way of an emer- 
gency powers order, “‘all the powers in relation to the acquisition and 
development of mineral deposits’ which he would acquire under the 
terms of a Bill approved by the government twelve months earlier — 
viz. “‘(a) ... with the consent of the Minister for Finance, to acquire 
compulsorily minerals in private ownership; [and](b) ... to work 
mineral deposits as a State enterprise’. Although Industry and 
Commerce’s memorandum to the government did admit that their 
Minister was hesitant “to make the compulsory acquisition of min- 
erals and their development as State enterprises’? the subject of an 
emergency powers order since it would normally be desirable that the 
houses of the Oireachtas “‘should have an opportunity of expressing 
an opinion on such legislation”’, it argued that it was essential that he 
immediately be armed with such powers “‘to enable him to deal 
expeditiously with proposals relating e.g., to the provision of fuel by 
acquiring and developing coal deposits or of raw industrial materials 
by taking over of phosphate rock deposits.’”!% 

Finance did not agree. “While not disputing the principle of 
obtaining adequate powers in a time of emergency ’, the Department 
replied, “‘the Minister for Finance strongly protests against the man- 
ner of seeking powers in the present instance.” Finance took partic- 
ular exception to the fact that Industry and Commerce’s draft order 
followed the wording of the earlier draft Bills “verbatim save for the 
omission in two places of provision for the obtaining of the consent of
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the Minister for Finance.” They were further incensed by the absence 
of any financial provisions whatever in the draft order. “In a time 
when national resources are strained to meet the great and urgent 
demands made in connection with measures to defend the very exis- 
tence of the State”, they protested, “far-reaching proposals are put 
up to the Government without any indication whatever that large 
expenditure may be involved and without normal and proper pro- 
vision for financial control.’ 

The response of Industry and Commerce was placatory: they said 
their minister's initiative had been prompted by his anxiety to develop 
certain coal deposits at Slieveardagh with maximum speed and reas- 
sured Finance that their sanction would be sought in regard to expen- 
diture. But while Finance accepted this assurance, they continued to 
oppose the terms of the draft order, reiterating their original objec- 
tions and pointing out in addition, first, that Supplies had told them 
“we are getting all the coal we want and can handle” and, second, 
that the parliamentary draftsman had advised them that one article 
at least of the draft order could be implemented only after the enact- 
ment of the Minerals Development Bill.!°% 

Finance won their point when, on 13 August, the government de- 
cided to drop the emergency powers order and to await the Minerals 
Development Bill. Although they also decided that Slieveardagh coal 
should be developed, this was to be carried out only on the “‘basis of 
providing the minimum capital requirements necessary”’ by way of a 
company formed for the purpose “‘in accordance with specific legis- 
lation.” The Bill setting up the Mineral Exploration and Development 
Company, enacted on 4 June 1941, duly limited the advances (which 
were repayable) made to the Company to £50,000'%* — although this 
figure was increased to £250,000 two years later.!”” 

Irish Shipping 

Shipping was another important area of the economy where the 

Emergency precipitated state intervention initiated, typically, by 

Leydon as Secretary of Supplies. His preliminary and “very urgent’ 

memorandum to the government on the formation of a shipping com- 

pany was coupled with a request that 2 million dollars held by the 

Minister for Finance should be made available to buy ships.'” 

McElligott’s response, on 10 February 1941, was favourable, although 

he did point out that “two millions represents all the dollars we have 

or are likely to have for a long time to come and so must cover not
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only the purchase of ships but of stores, cargo, crew, commissions, 

insurance etc.” McElligott also suggested that Finance’s share of the 

cost should be limited to its dollar contribution and its ““portion of the 

issued share capital’ and he felt that the Minister for Finance should 

nominate the government appointees to the company. He also felt 

that whether arrangements for the company could be completed 

under the Emergency Powers Act was “not at all clear’, although he 

admitted that legislation would “entail delay which in the circum- 

stances, we cannot afford.’!” 
McElligott’s suggestions were incorporated in the Department of 

Supplies’ memorandum of 1 February on the setting up of the new 

company, which was so urgent that it was approved by the govern- 

ment on the same day, although it was agreed that the company 

should not be incorporated until it became clear that ships could in 

fact be bought. By 10 March, however, Leydon was hot in pursuit of 

the company’s first ship and the formation of Irish Shipping Ltd. was 

announced in the newspapers on 24 March, by which time negoti- 

ations for the purchase of a second ship had already begun.’ 

Finance’s records on the subject reveal the great haste with which the 

company was formed and the pressures under which it conducted its 

business in these early days: a letter from J. R. Mullion (the com- 

pany’s London shipbroker) mentions the neutral market as very 

much a seller’s market in which Irish Shipping was in cut-throat 

competition with other would-be buyers from Thailand, Switzerland 

and the Americas, as well as with private buyers, and refers to deals 

clinched at 2 am and 6 am, in order to ensure Irish Shipping’s suc- 

cess in buying three ships in sterling when dollars were much more in 

demand. Finance too played their part in cutting corners, in order, 

for example, to ensure that moneys were transferred through the 

Bank of Ireland to New York with a minimum of delay and before 

the formal documentation had been completed, so that the oppor- 

tunity of acquiring a second ship was not lost. A third ship was 
bought in July and at the end of that month the Minister for Finance 

authorised Irish Shipping to increase its borrowings from the banks 

from £1 million to £2 millions." 

Irish Shipping, under Leydon’s chairmanship, was a great success 

and on 30 September 1942, a mere fifteen months after its founda- 

tion, Finance could record that the company had wiped out its 
indebtedness and was in credit with the bank to the tune of £340,000 

— a fact which enabled the Minister for Finance to withdraw his
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guarantee from the company on 3 December.!!” Eighteen months 
later Sean Lemass could inform the Dail 

... Of the exceptional success, from the commercial point of view, of 
Irish Shipping Limited. The importance of the services provided by the 
ships of that company to the country is well known but not so well 
known is the fact that the company has been run in a most efficient 
manner ... which has resulted in the realisation of profits on the enter- 
prise and which has so strengthened the financial basis of the organisa- 
tion that its successful operation after the war is made more practicable 
than it might otherwise have been.!!° 

It was hardly surprising, then, that the government “‘decided that 
Irish Shipping Ltd., should be continued in the post-war period”’!’, a 

decision implemented by the Irish Shipping Ltd. Act 1947,!'5 which 
gave more permanent effect to the temporary provisions hastily 
drawn up by Leydon and McElligott in the darker days of 1941. 

But Irish Shipping was but one (albeit the largest and most success- 

ful) example of Finance’s growing involvement in state and state- 
sponsored enterprise. In December 1941, Finance found it necessary 

for the first time to examine the general problem “‘of the propriety of 

giving guarantees, informally or otherwise, for the incurring of bank 

overdrafts by commercial bodies operating under State direction or 

control’ which had become urgent with the first appearance in that 

year’s Finance Accounts of an item for £364,447. This was in respect 

of such guaranteed overdrafts — a third of this was the Irish Shipping 

overdraft and more than another third a similar ““emergency’’ over- 

draft for Fuel Importers (Eire) Ltd; other smaller overdrafts were in 

the names of the Butter Marketing Committee, the Condensed Milk 

Company of Ireland (1928) Ltd, the Newmarket Dairy Co. (1932) 

Ltd, and the Pigs and Bacon Commission. This total, moreover, only 

represented the amount of the actual overdrafts at the end of the last 

financial year and did not show “‘the full amount of the contingent 

liability which the Exchequer had to shoulder when the guarantees 

were given by the Minister for Finance’’!!© — which was why Finance 

recommended to the government that an Emergency Order be made 

“to deal with the cases in which guarantees have been given for pur- 

poses connected with the Emergency — Irish Shipping Ltd., Tea 

Importers (Eire) Ltd., Fuel Importers (Eire) Ltd., and the Pigs and 

Bacon Commission’? — the first (already covered by a separate 

order) was included “‘for the purposes of uniformity of treatment” 

and the last (“a permanent statutory body”’) because the guarante¢ in
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question related to emergency conditions.!!”7 The order (No. 157) of 

1942 was made on 18 March and remained in force until the end of 

1947 when it was renewed and amended under the terms of the Sup- 

plies and Services (Temporary Provisions) Act of the previous year. 

An examination of the annual statements which the Minister for 
Finance was required to present to the Oireachtas under the order 
reveals the gradual growth of state enterprise. The total of the maxi- 
mum amounts that might be guaranteed (£53 million in 1942) had 
climbed to £12 millions by 1948 and two more companies — Oils 

and Fats (Eire) Ltd and Irish Steel Holdings — had been added to 

the list; by 1952 a further increase (to over £18} millions) had been 
Fecoraed, 

The End of the “Emergency”’ 

If the fear of invasion had begun to recede by the end of 1941, 
mid-1942 saw ministers’ minds turning to a consideration of the 

economic policy which they might pursue when the war finally 

ended. On 30 June 1942 the government discussed “the need for sys- 

tematic planning not merely to meet the pressing problems of the 

moment but also to provide for the situation . .. when the Emergency 
comes to an end”’ and decided that 

... the several Departments should catalogue and examine forthwith the 

major projects of national development to which they had been giving 
consideration when the European War broke out and those they have 
had under consideration since, take stock of the progress made and push 

consideration forward to the point where definite proposals could be sub- 

mitted for Government approval, final plans detailed and all possible 

preparation made for their immediate execution by the respective De- 

partments the moment the Emergency had ended.'”” 

That such broad and seemingly far-reaching decisions should have 

been formally recorded in the government minutes was unique. No- 

where else in the minutes kept since 1937, nor indeed in the 

minutes for 1922-37, is any similar declaration of intent as to the 

economic policy of the government of the day recorded, nor does one 

find policy statements of a comparable kind in the cabinet minutes. 

The response of the Department of Finance was unenthusiastic. The 

Minister, Sean T. O'Kelly, replied that he could not forward *‘a very 

imposing list of large-scale projects, as the initiation of proposals for 

works of major development on a national scale is primarily a matter
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for Departments other than the Department of Finance.” But he took 

the opportunity of placing on record his general opinion 

... that departments should plan with a view to increasing the prosperity 

of the several sections of the community more fully by means of their 

own exertions and by co-operation and less by taking the easy line of 

having recourse to State aid. Furthermore, it may be found that, when 

the emergency is over, financial considerations will have to over-ride the 

desirability of some departmental projects, so that selection may be 

necessary.'7° 

Although a “Cabinet Committee on economic planning . . . con- 

sisting of the Taoiseach, the Tanaiste, the Minister for Industry and 

Commerce and Supplies’ (de Valera, O’Kelly and Lemass) was es- 

tablished in November 1942,!*! no other references to this Commit- 

tee or to its work occur in the government or cabinet records now 

available (up to June 1944). A similar concern for post-war recon- 

struction is evidenced, however, by a draft statement of de Valera’s 

entitled “Planning of Building Activities”, which the cabinet ap- 

proved on 9 December 1943 and responsibility for which was assigned 

to the Department of Industry and Commerce.!” 

But, if the activities of the cabinet committee on economic plan- 

ning were spasmodic and if they apparently failed to generate any- 

thing in the nature of a debate about economic planning in which the 

Department of Finance became involved, one can here detect the 

outline of divisions which emerged more clearly in future years. If it 

is hazardous to chart the precise point when the Emergency had pas- 

sed, it seems safe to assume that, once the minds of ministers and 

officials turned to a post-emergency world, however hesitantly, the 

real emergency was at an end. 

Relief Supplies to Post-War Europe 

The end of the war, as opposed to the Emergency, posed new prob- 

lems for the Department of Finance among the most pressing of 

which was possible Irish participation in the relief of the stricken 

peoples of a war-torn Europe. John Leydon first proposed this, not 

only for humanitarian reasons, but also to try to clear “the very bad 

name” Ireland had acquired among the Allies during the war because 

of her neutrality; “the effect of this on post-war trading had always 

worried him’ and he discussed it with Lemass who then spoke to F. 

H. Boland of External Affairs.'”° 

McElligott was the next to be told of the scheme and the upshot
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was a meeting over which he presided in the Department of Finance 

on 27 March 1945, attended by leading officials from Finance, Sup- 
plies, External Aftairs, Industry and Commerce and Agriculture. Ley- 

don and Walshe (the Secretary of External Affairs) opened proceed- 
ings by referring 

... to the actual and prospective food shortage in Europe and the danger 
that unless the country showed and publicised its readiness to provide 
assistance there would be a considerable loss of good will and colour 
would be given to the propagandist charges levelled against us in sections 
of the British and American press that we were concerned only about 
ourselves and were enjoying higher standards of living than in any other 
pattie: Europe.”** 

McElligott then raised the issue of whether Canada might divert 
supplies of wheat originally earmarked for Ireland to the liberated 
countries of Europe, although Leydon reported that the Canadian 
high commissioner in Dublin had assured him that these supplies 
would be maintained. The feeling of the meeting was that, 

... while it was generally agreed that it would be desirable that some- 
thing should be done to provide assistance for distressed countries, the 
practical difficulties in the way of doing anything effective were men- 

tioned, e.g. our own shortages, lack of shipping, sale of our surpluses 
to Britain, and the reception by Britain of any attempt, without their full 
agreement, to divert our surpluses to European countries. . . 

It was agreed that, until all the material facts and considerations had 
been assembled and considered at a further conference, it would be im- 
politic to arrange for any public statement in regard to the general ques- 
tion of action by this country towards relieving distress in Europe.'* 

McElligott took the initiative at the next conference on 20 April 
1945 when he took the line that supply difficulties in Europe were 
likely to increase even if, as now seemed probable, the war ended 
soon; he argued that it was likely ‘that the position would be very 
serious from next autumn up to the following spring’’. The meeting 
then decided, notwithstanding the counter-arguments brought for- 
ward at the meeting in March, that it was desirable that a public 
pronouncement be made on the matter as soon as possible, provided 
that shipping arrangements could be made, and proceeded to draw 
up a detailed list of supplies available for relief.'2° 

*Papers I have since seen in the National Archives in Washington D.C. 
prove beyond question that Leydon’s apprehensions on this score were 
fully justified.
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These recommendations formed the subject of a Finance memo- 
randum for the government on 26 April 1945, the underlying prin- 
ciple of which was “‘that any relief measures adopted would not be 
such as would involve serious diminution of our essential stocks’, 
Thus it was argued “‘that it would not be possible, without undue risk 
to home requirements, to export cereals or to release any piece goods 
for clothing or any made-up garments in view of the great shortage 
at home and the fact that the position is not likely to improve for a 
very long period.” In other instances, however, it was proposed that 
Irish rationing restrictions be tightened in order that the quantity of 
foodstuffs which might be available for relief could be increased; the 
butter ration was to be held at six ounces a week throughout the year 
(rather than increasing it to eight ounces for three months in the 
winter as in 1944) in order to make available 20,000 cwt., and the 
sugar ration reduced from threequarters of a pound to half a pound 
per week (with corresponding cuts in allocations to hotels and res- 
taurants) to provide 300,000 cwt. Reductions in the home supplies of 
specially hardcured bacon and of cheese were also provided for. 
Other proposals included the provision of 1,500 draught horses, of 
20,000 head of live cattle for immediate slaughter and of ten million 
pounds of canned meat, as well as smaller quantities of dried and 
condensed milk and of baby foods in the form of cereals. It was also 
proposed to send certain of the supplies held in reserve by the air raid 
protection branch of the Department of Defence, namely 100,000 of 
their stock of 300,000 woollen blankets and 400 of their 485 stoves, 
cookers and field kitchens, '2’ 

The approximate estimated cost of these supplies was some three 
million pounds, although the Finance memorandum did point out 
that “it was possible that in some cases the governments concerned 
might prefer to pay for some or all of any supplies made available”. 
The memorandum also recommended that, because of transport and 
distribution problems, “‘as well as for reasons of policy’’, the supplies 
should not be handled through existing international relief organis- 
ations, such as UNRA or the International Red Cross, but that they 
should be offered to the “governments of the countries for which it 
was decided they should be made available’”’, although the Irish Red 
Cross were to be asked to co-ordinate the activities of various 
private groups which had already begun collecting used clothing for 
despatch to the distressed areas.'28 

These proposals were approved in toto when the government met
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next day and when it was also agreed that the Minister for Finance, 
in consultation with the Taoiseach, should mention the relief plan in 

his budget speech.'”? But it was not until two weeks after the budget, 

on 18 May 1945, that de Valera revealed the details of the scheme to 

the Dail.!°° Supplies duly. began to flow from Ireland to the continent 
within forty-eight hours of the end of hostilities. The outcome, in the 

opinion of John Leydon, was a notable example of an initiative 
which, although first taken outside Finance, “could not have hap- 
pened without the active support and encouragement of his counter- 
parts in that Department” and, above all, of McElligott without 

whose “‘wholehearted support”’ the scheme would never have got off 
the ground."!



CHAPTER NINE 

Towards the Post-War World: 
The Department of Finance 

in the Forties 

The war years, T. K. Whitaker has observed,! were arid years in the 
Department of Finance. Given the prolongation of the war and its 
impact upon an Ireland increasingly isolated from Europe yet sharing 
significantly in the economic dislocation which war brought in its 
train, they could hardly have been otherwise. But, if the historical 
picture of Finance in these years reveals no major landmarks and if 
the pressure for change of the kind that was to characterise the post- 
war world had yet to begin, it would be wrong to represent the 
Department’s history in these years exclusively in terms of its 
response to the Emergency. Indeed, between 1942 — when, as we 
have seen, the sense of acute emergency began to diminish — and 
1945 one can trace the beginnings of debate on issues of a kind 
which were more and more to demand the energies of Finance in the 
post-war period. This in turn can be related to the gradual impact of 
the economic ideas of John Maynard Keynes upon the Department 
of Finance; however confining the war years may have been in other 
respects, they at least provided an Opportunity for Finance officials 
to absorb and come to terms with Keynesian economics in an Irish 
context.” Some of the results of that process, in 1945 and afterwards, 
will be discussed later in this chapter, but we must first look at the 
debate within Finance on two separate but related issues of the kind 
we have just mentioned: the setting-up of a central bank in place of 
the Currency Commission and the maintenance of the link with the 
pound sterling at parity. 

I: The Central Bank Act 1942 

Both the debate about setting up a central bank and the debate about 
the link with sterling had their immediate origins in the proceedings 

357
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of the Banking Commission of 1934-38. The Commission’s terms 

of reference had been 

_.. to examine and report on the system in Saorstat Eireann of currency, 

banking, credit, public borrowing and lending and the pledging of State 

credit on behalf of agriculture, industry and the social services, and to 

consider and report what changes, if any, are necessary or desirable to 

promote the social and economic welfare of the community and the 

interests of agriculture and industry. . . 

and although it produced its majority report in March 1938, the final 

decisions on its principal recommendations were deferred until the 

war years. Although the Commission’s proceedings, as its terms of 

reference and its two volumes of published evidence? clearly indicate, 

offered much the most important opportunity for examination and 

criticism of what was essentially Finance’s “‘system’”’ (in respect “of 

currency, banking, credit, public borrowing and lending’’), they did 

not result in any fundamental change in the status quo or in any 

significant diminution of Finance’s influence. The majority report, 

James Meenan has written, “may be summarised as a recom- 

mendation to leave things as they were”’.* Given the composition of 

the Commission, in much the same way and for much the same 

reasons as we have already seen was true of the earlier Commission 

of Inquiry into the Civil Service,> such an outcome was only to be 

expected. Once again Joseph Brennan, ex-Secretary of Finance and 

chairman of the Currency Commission, was appointed the 

Commission’s chairman. Both Finance’s then Secretary and the as- 

sistant secretary in charge of establishments (McElligott and Sean 

Moynihan) were among his fellow-commissioners. “It is notable’, 

observes Professor Meenan of the evidence given to the Commis- 

sion, “that no evidence was given on behalf of the Department of 

Finance.”’® However, a reading of the vigorous cross-examination 

conducted by these three men, and in particular by Brennan (as 

chairman), of those witnesses who did give evidence reveals how 

Finance’s voice did not go unheard in the Commission’s public delib- 

erations; and a Finance memorandum summarising the Commis- 

sion’s reports shows how closely the majority report coincided with 

Finance thinking. Its principal conclusions not only included the 

recommendations that “the link between the Irish pound and sterling 

at the existing parity should be maintained” and that “the Currency 

Commission should be reconstituted as a central banking organis-
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ation with all the essential powers and functions thereof’ but 
recommendations for restrictions upon the borrowing powers of the 
Agricultural Credit Corporation, the Industrial Credit Company, 
the Electricity Supply Board, the Irish Sugar Company and other 
state and state-sponsored bodies, as well as the recommendation that 
the volume of state borrowing and lending “should be reduced from 
year to year at such rate as general financial circumstances permit’’. 
In general, moreover, it advised that “‘care should be taken to 
examine various Government proposals with more regard to their 
possible monetary and financial reactions’’.’ 

But the Finance viewpoint did not go unchallenged in the Banking 
Commission, and Opposing points of view found expression in no 
fewer than three minority reports. The first, signed by William 
O’Brien, Professor Alfred O’Rahilly and Sean P. Campbell of the 
Irish Trade Union Congress, emphasised such issues as “‘the Irish 
Labour programme; social conditions; . . . planned development”’ and 
had as its “fundamental conclusion”’ the need for ‘‘an organ for the 
issue and control of developmental credit’. The second, signed by 
Professor Busteed, dealt largely with the implications of the link with 
sterling and recommended the setting-up of a national monetary 
authority. The third minority report, signed by Peadar J. O’Loghlen, 
enunciated certain social and economic principles which, he believed, 
ought to have informed the Commission’s approach to its terms of 
reference, criticised certain aspects of the majority report and put 
forward its own counter-proposals which derived from the recom- 
mendation that an economic development commission be set up. 

O’Loghlen’s report demands closer attention: first, because its un- 
derlying principles were exceptionally hostile to, and anathematised 
by, the Department of Finance; second, because, some ten years later, 
these principles were to be propounded from within the government 
by Sean MacBride who was then still taking advice from some of the 
members of the small group consisting of Bulmer Hobson, Mrs Bert- 
hon Waters and Father Edward Cahill, SJ, who were in fact respon- 
sible for drafting what became O'Loghlen’s minority report. 
‘“Hypnotised by British prestige and precedent and dominated by a 
British-trained civil service’, wrote Hobson, ‘‘our politicians were 
unable or unwilling to think of any other system save the one they 
had inherited, and they largely continued to pursue courses which 
would have been pursued if the Act of Union had never been dis- 
rupted. The Secretary of the Department of Finance was allowed to
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become the real ruler of Ireland and the urgent national need for 

reconstruction and expansion was cut down to fit his narrow vision.””® 

This anti-Finance animus pervades the pages of the O’Loghlen 

report which, after a first chapter which reiterated the socio- 

economic arguments of the Papal Encyclicals of the nineteen-thirties 

— a procedure deemed “‘right and necessary ... in a country in 

which over 92% of the people profess the Catholic faith” — went on 

to attack the principles upon which, it alleged, the majority report 

had been drawn up. “The general tenor of the majority report’, it 

argued, 

__. leads to the conclusion that it is neither the business, nor is it within 

the power of the Government, to make effective provision to secure and 

maintain a condition of full employment. We are warned against attempts 

being made to allow social conditions to interfere with what is assumed to 

be the unalterable working of economic laws. The idea that it is necessary 

to conform to unnamed economic laws which operate with predeter- 

mined precision, whatever the social consequences may be, is one from 

which I dissent completely. I think that economic policy should be made 

to meet human needs and not vice versa.... I believe that the financial 

system exists to serve the community, and not that the needs of the com- 

munity must be cut down to fit the Procrustean bed of the banking system 

as it exists today.” 

Similarly, O’Loghlen argued, the majority report appeared to take 

it for granted “‘that the future economic history of Ireland is to be a 

continuance of past and present trends” in respect of, for example, 

continuing emigration and a declining population; he believed “that 

the objective of economic and monetary policy should be not to take 

for granted undesirable trends, but to change them, and to guide and 

turn them to the national advantage.’!? O’Loghlen opposed both the 

continuation of the link with sterling (because “‘a system of inter- 

national money is the appropriate instrument of the international 

financial system, while a separate and national monetary system, 

designed to facilitate the fullest development of the national resources 

in the interests of the community as a whole, is the appropriate in- 

strument of social-economic policy’) and the setting-up of a cen- 

tral bank, of the kind proposed by the majority report, which he 

described as “‘a superfluous institution, as London would still act as 

the depository of the funds of the commercial banks, as well as those 

of the proposed central bank itself... a mere unconsidered satellite
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revolving round the Bank of England, but at the same time armed with a special prerogative to advise the Irish government.’”!? 
But the most interesting aspect of O’Loghlen’s report was its proposal to set up an “Economic Development Commission which would be able to organise and to direct the unused productive re- sources of the nation, with the object of maintaining full employment and so raising the standards of economic life.” Such a commission 

would take the form of “‘a public authority appointed by the Govern- 
ment’; it would “have under constant review the economic situation 
of the country, particularly in its monetary aspects” and would work 
in close liaison with ‘‘a Foreign Exchange Committee” which it was 
also proposed to inaugurate and upon which it, the Currency 
Commission and the commercial banks would be represented.'? The 
plan for this economic development commission was laid out in detail 
in the first appendix to the report and provided for ‘“‘a statutory cor- 
poration, not part of the Civil Service, and responsible directly to the 
Executive Council [sic]”’ of six divisions, each of which would be 
presided over by a commissioner. The first division, under the chair- 
man, would include the secretariat, a statistical and library service, 
an intelligence branch, a labour branch and a legal branch, as well as 
the monetary control office; the other divisions would be responsible 
for such matters as afforestation and river drainage; reclamation of 
bogs and wasteland and the utilisation of peat; housing and town and 
country planning; harbour development and coastal erosion and, 
finally, economic surveys and industrial research — this last division 
“would employ people with high technical or scientific qualifications, 
who, after being trained in our universities, now have to seek employ- 
ment abroad, to the great loss of the country’’, and “‘would create a 
corps of highly trained technicians who would assist in the develop- 
ment of natural resources of every kind.” 

Finance reacted to O’Loghlen’s ideas, not with a reasoned rebuttal, 
but by seeking to discredit their intellectual origins. There were at 
least seventy-three passages in the report, noted a Finance internal 
muinute,'* whose ideas were similar to the ideas expressed either in 
National Economic Recovery (a booklet published anonymously by the 
Talbot Press in 1935) or in The Achill Island Tragedy (a pamphlet pub- 
lished by the League for Social Justice — an organisation which had 
also submitted a memorandum in evidence to the Banking Commis- 
sion). Finance, aware of the growing public pressure upon the 
government to reject the majority report, prepared an elaborate
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tabular comparison showing these similarities which, it noted, some- 

times amounted ‘“‘to absolute identity of expression’, although they 

seem to have been unaware of Bulmer Hobson’s personal role.!5 The 

government 's marked lack of enthusiasm for the majority report's re- 

commendations may also have been reflected by the delay in publica- 

tion; the Minister for Finance's memorandum, encapsulating the re- 

commendations of the various reports, first came before the cabinet on 

22 April 1938, but it was 26 July before the cabinet decided to release 

them for publication (on 8 August 1938ie0 

By November 1938, McElligott was sufficiently concerned to put 

on record for his minister the fact that O’Loghlen’s report 

_.. was not submitted by him to the Banking Commission until the day 

of the last meeting of that body after being three and a half years in 

existence, and that even then he would not allow any discussion to take 

place on it. In the letter covering . . . his report he states: “My proposals 

have been submitted to and discussed with economists of recognised 

standing.’ There were a number of such on the Commission and it is not 

clear why he should select those outside for the purpose of discussion, 

seeing that the Commission had been appointed tor that very ob- 

jects > [Fle also] states: “I have had the guidance and advice of church- 

men of recognised standing and authority.’ We had on the Banking 

Commission a duly consecrated Roman Catholic Bishop and yet Mr 

O’Loghlen did not discuss his proposals with him.” 

Finance’s concern stemmed in part from the private printing of an 

additional 2,000 copies of O’Loghlen’s report by the Three Candles 

Press, the propriety of which they had unsuccessfully tried to ques- 

tion through the Chief State Solicitor’s Office and the Stationery 

Office. It arose also from a resolution put down for the Fianna Fail 

Ard Fheis on 22 November 1938 on the subject of a national mone- 

tary authority and from the request of a Fianna Fail deputy, Sean 

O’Grady, communicated to the Minister for Finance by the party 

chief whip on 23 November, that a motion be placed on the agenda 

of the next party meeting urging the convening of a special party 

meeting “to consider the Reports (Majority and Minority) of the 

Banking Commission’’.'* McElligott, in a note prepared at his min- 

ister’s request, suggested “‘that public opinion in regard to the 

Reports has been founded not on careful reading and study of the 

Reports themselves and of the data upon which they are based but 

on the inadequate Press summaries which appeared immediately fol- 

lowing release’; and that, since then, much of the publicity sur-
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rounding the reports was “the work of partisans with a strong bias in 

favour of the Minority Reports’’.'? 
Nor could Finance take much comfort from the attitude of their 

own minister who showed no enthusiasm for pressing for an early 

government decision endorsing the more important recommendations 

of the majority report. “The Minister agrees generally with these sug- 
gestions’, minuted McElligott of their discussion of 14 November, 

“but before putting them up to the Government he would like to see 

a draft of a memorandum giving briefly the pros and cons in respect 

of each proposal.”?? When, nearly a month later, Brennan called on 

the minister in his capacity as chairman of the Currency Commis- 

sion, the outcome was no more reassuring. Although it was now 

nearly nine months since the reports had been presented, the minister 

...stated that he had been unable so far to give more than a cursory 

reading to the Reports and that he had had no opportunity of discussing 

them with his colleagues. He was re-reading them now more carefully. 

The Reports had been circulated to the Government but no Cabinet dis- 

cussions about them had yet taken place. While he personally felt sym- 

pathetic towards the point of view of the Majority on many of the 

matters dealt with in their Report, he had, as stated, not yet studied the 

Reports with sufficient thoroughness to be able to form final opinions. 

He thought the first step would be to deal with the Minority Reports.’ 

The policy, then, was one of hastening slowly and a memorandum 

on the subject for the government, prepared in the Department in 

December 1938 (one of the first jobs, incidentally, given to T. K. 

Whitaker when he joined the Department), was not amended by 

McElligott and submitted to the minister until July 1939. The result 

— ‘no action for [the] present’? — was no different. 

In the meantime Finance’s preoccupation with emphasising the 

unholy parentage of their opponents’ ideas was underlined by a 

second comparative tabular statement which showed the similarity of 

the first (as well as the third) minority report not only to the works 

mentioned above but also to the Labour Party programme of 1938 

and, most damaging of all, to the proposals of the old IRA.** Finance 

was specifically concerned to refute the proposal, contained in a 

memorandum submitted to the Banking Commission by the Irish 

Trade Union Congress, “‘that the existing commercial banks should 

be amalgamated into a single State Banking Corporation publicly 

owned and controlled”. After recapitulating the objections of the
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majority report to aspects of the proposal, a Finance memorandum 
“unhesitatingly” concluded that it be rejected on the grounds 

...that the sponsors of such a revolutionary proposal must be able to 
prove that the existing system is defective in one or more essential 
respects and that such deficiencies would be cured by the proposed 
abolition of private ownership of the banks. The capacity of the banks to 
earn profits consistently is a testimony to their technical efficiency. The 
competition between them may perhaps be objectionable on other 
grounds, but it tunes up managerial and administrative standards. From 
the standpoint of technical efficiency there is nothing in favour of making 
the banking system part of the civil service. As some of the banks 
operating in Eire are incorporated outside this country, and some incor- 

porated in Eire conduct business outside, the creation of a State Bank, 
with Government ownership, would involve a forcible dissociation of the 
banking structure, delicate inter-governmental problems would arise, a 
net loss of efficiency and profitability would be likely, and it would be by 
no means certain that this State would continue to command its present 
proportion of total banking resources. The equitable rights of existing 
shareholders would have to be acquired by the State at a substantial 
cost, while the net receipts accruing to the State might well be less than 
the compensation payable. The vital objection to the proposal is, how- 
ever, that it would create a monopoly of credit, placing the potential bor- 
rower completely at the mercy of a financial autocracy. It involves the 
demand that profitability, the ordinary test of efficiency, should be dis- 
carded and that the public credit monopoly should consciously lead 
economic activity into directions approved by the political party in 
power at any given moment.” 

At the end of August 1939, with the shadow of war looming over 
Europe, Finance finally submitted a memorandum to the government 
on the establishment of a central bank. “In view of the growth of 
international tension’’, it began, it had become “‘desirable to establish 
machinery which will enable some measure of effective control to be 
exercised, if necessary,’ over such important matters as remittances 
to and from abroad, payment for vital imports, the regulation of 
capital issues and of dealing in foreign securities, and so on, “‘for all 
of which no statutory machinery at present exists’. The memo- 
randum endorsed the majority report’s “‘definite conclusion” that a 
central bank “‘was a necessary part of our financial machinery even 
in peace time and that the best method to secure this end was by 
extending the powers of the Currency Commission so as to embrace 
the main functions that are recognised as attached to central banks”’: ’
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and, citing scripture for its purpose, noted that both the authors of 
the second and third minority reports (Busteed and O’Loghlen) 
proposed, at the least, “an extension of the powers of the Currency 
Commission’’.> Although the cabinet at a meeting on 10 October, 
duly “decided in principle that a Central Bank should be set up’, the 
matter was still far from resolution since the Minister for Finance 
was asked to “submit further material for discussion by the Govern- 
ment in regard to the powers, functions and constitution of the 
Central Bank’’.*° After further consideration of the matter at 
meetings on 23 and 24 January 1940, the government decided upon 
some of those powers: the sole power of control and regulation of 
notes and coinage issue, powers to buy and sell gilt-edged securities 
on account of the General Fund, and to receive non-interest bearing 
deposits from public authorities and credit institutions.’’ 

But more than two years were to elapse before the publication of 
the Central Bank Bill which “‘in its original form... impressed one 
Senator as ‘one of the most amazingly conservative pieces of pro- 
posed legislation that one could possibly imagine’.”’® Maurice 
Moynihan’s history of the Central Bank precludes the necessity of a 
detailed description of the Bill or of its passage through the 
Oireachtas. What alone concerns us is Finance’s role in promoting 
one of the most important, exceptional pieces of financial legislation 

for more than a decade and one which, in several important respects, 

departed from the policies which the Department considered best. 

That Finance would not find it easy to persuade the government of 
the merit of the policies enunciated in the Banking Commission’s 
majority report was implicit in the government’s request for further 

information in October 1939. The difficulty became explicit in mid- 
February 1940 when the government asked Finance to examine two 

specific questions: 

(1) Whether banks operating both in Ireland (26 Counties) and outside 

should be required to keep separate accounts in respect of business 

within and outside this country and to keep separate registers ot assets 

held in respect of liabilities to depositors here. 

(2) Whether the Central Bank should have compulsory powers to pur- 

chase from, and sell to, the commercial banks foreign securities in 

exchange for legal tender.” 

The first question presented little difficulty — Finance believed 

that such a procedure was already being effectively carried out by
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the Currency Commission who published a summary of the returns 

in their Quarterly Bulletin — but the Minister for Finance declared 

himself ‘“‘entirely opposed” to the compulsory powers envisaged in 

the second question. “Compulsory powers to purchase foreign 

securities from the commercial banks in exchange for legal tender 

notes”, the Finance memorandum to the government argued, “would 

negative the obligation on the Central Bank to redeem its legal 

tender notes’’ which would violate ‘‘one of the fundamental principles 

of central banking” and result in “a complete lack of confidence in 

the Central Bank ... with disastrous consequences on the stability of 

the national currency.’*° But the government was not satisfied and, 

having acknowledged that its original intention had been obscured by 

the wording of its own decision, sent back the second question to 

Finance for further examination — this time with reference to 

whether such compulsory powers would enable the Central Bank to 

influence “‘the credit policy of the commercial banks so as to main- 

tain a reasonable degree of control over that policy and effectively to 

prevent undesirable measures of inflation or deflation.’ 

The reasoning behind this was made plain by Sean Lemass when, 

having again rejected Finance’s further submission to the govern- 

ment” on the grounds that it was “‘based upon an incorrect assump- 

tion concerning the intentions of those responsible for the pro- 
posals’’,*? he argued that 

... the effect of the operation was intended to be exactly the opposite of 

that assumed by the Minister for Finance. It is believed that the compul- 

sory sale of interest-bearing sterling assets, and their transformation of 

cash lying idle in the bank tills, would force the commercial bank [sic] to 

seek opportunities of re-lending the money internally to restore their 
revenue. It is true that the banks could repurchase foreign assets but in 

such an event the Central Bank could repeat the operation indefinitely 
until it had succeeded in procuring the desired result. 

The reverse operation, the compulsory sale of foreign assets by the 

Central Bank to commercial banks, is intended to force the commercial 
banks to restrict their internal lending. It is not sufficient for the Minister 
for Finance to state that this is “objectionable from many points of 
view”. If it is objectionable from any point of view, a clear statement of 
the grounds on which it is so held to be is desired.*4 

But the Minister for Finance, Sean T. O'Kelly, in his reply, con- 
tinued to insist upon the relevance of his Department’s initial re- 
sponse to the question of compulsory powers and, after emphasising
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the unanimity of all the reports to the Banking Commission ‘‘on the 
need of maintaining public confidence at the time of the setting up of 
the new institution’’, he suggested that the best way of disposing of 
the matter would be for Lemass to circulate ‘‘a reasoned memoran- 
dum” outlining his objections to the arguments adduced by Finance.*° 
Lemass, having again suggested that Finance had ‘“‘misunderstood the 
position somewhat’, rejected this proposal in the course of a letter 
which revealed what was really at issue. A central bank of the kind 
proposed by Finance, he wrote, would 

... have no real power to influence the credit policy of the commercial 
banks. In any case, the Government apparently arrived at this con- 
clusion, and furthermore, it became clear from our discussions that the 
Government decided the Central Bank should have such power. It was 
recognised that the powers conferred upon and exercised by central 
banks elsewhere would not be equally effective here because of special 
features in our position which I am sure it is not necessary for me to 
enumerate. It was, however, suggested that the power desired might be 
given to the Central Bank by the means indicated in the Cabinet 
Committee’s query. All that it is desired to know from the Department 
of Finance is whether there are any practical difficulties about the opera- 
tion of these means. When that information has been secured I pre- 
sume we will decide for ourselves whether the Central Bank should be 
given the powers proposed.*° 

Finance, not unnaturally, declined to accept this interpretation of 
its role in such a crucial matter, and in yet another memorandum for 
the government offered the “general objection”’ that ‘‘no central bank 
has compulsory powers of the nature suggested and no report of the 
Banking Commission recommended such powers’’. Then, having 
reiterated the relevance of their earlier arguments, they questioned 
the value of ‘purely monetary means” in remedying “‘deflationary 
conditions which are due to causes outside the control of the banks”’ 
and suggested, with particular reference to American experience in 

the thirties, that “the teaching of experience in every country is that 

monetary measures alone are not successful in grappling with the 
evils of poverty and unemployment.’’*’ 

Neither Lemass nor O'Kelly gave way in a further exchange of 
semi-official correspondence. Lemass reacted to the latest Finance 

memorandum “‘with surprise and some misgiving’’ and was “‘at a loss 
to understand” why Finance should have placed such emphasis upon 
showing that monetary policy alone would not end unemployment
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and poverty — “a contention which, so far as I know, nobody has 

made.’ He summed up the position as he saw it in the following 

terms: 

The Government has decided that a Central Bank is to be established. It 

is desired that the Central Bank should possess power to influence the 

credit position within the country ... [and] have power which can be 

used, in circumstances in which the Board of the Bank deem it desirable 

so to do, to make it more profitable for the commercial banks to increase 

their loans to internal borrowers, or in other circumstances to decrease 

such loans. The Central Bank may rarely, if ever, have occasion to use 

such power but its possession will place it in a position to influence the 

credit policy of the commercial banks. . . 

It is no argument against it that no other central bank has compulsory 

powers of the same nature. No other country has precisely the same cir- 

cumstances, and in any case, there is no standard pattern of central bank.** 

O’Kelly’s reply argued that Finance had not sought to alter the 

terms of the debate but merely to “demonstrate from actual events 

that too much cannot be expected from a central bank no matter 

how wide and extensive its powers may be.” He also argued that the 

powers which the Banking Commission’s majority report recom- 

mended would in any event enable the Central Bank “‘to influence 

credit conditions in the country” and again stressed “‘that the respon- 

sibility for inflation or deflation lies only to a small extent with the 

banks’’. Other objections were the “complete legal and fiscal segre- 

gation of the assets and liabilities of banks operating in this country 
from their assets and liabilities outside’ with the consequent “shock 

to public confidence”’ that the scheme would bring about and the fact 

“the proposals are tantamount to a power of compulsory seizure of 

assets of banks’’.°’ 

Finance’s renewed objections only had the eftect of widening the 
area of dispute, since the cabinet committee on emergency problems 

recorded that the Minister for Finance had undertaken to provide it 

with information “‘as to whether in any countries, and, if so, in what 

countries” a similar banking system existed which enabled banks 

incorporated outside the country to carry on business in the way in 

which they did here or, on the other hand, which enabled banks 

incorporated within the country to have comparable interests outside 
the country.” At a subsequent meeting of the same committee, 

moreover, McElligott was informed by his minister that
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- a proposal was put forward that (a) no banks should be allowed to 
Operate in this country unless they had previously obtained a licence 
from the Central Bank, and (b) such licence should be issued subject to 
any conditions that the Central Bank and the Minister for Finance might 
think fit. 

McElligott reacted vigorously against the proposal. Having stood 
by the majority report’s recommendations on the issue of licences, he 
argued that the second part of the proposal ‘would put the other 
banks entirely under the heel of the Central Bank”’ and he knew of 
no other country “in which a central bank was vested with such 
drastic powers’. He felt, too, ‘‘that after a century to a century and a 
half of independent existence such as most of our banks had had, it 
would be unreasonable to deprive them of an independence they had 
never abused. They had to conform with the law relating to limited 
liability companies and it would be unfair if another set of im- 
positions were forced upon them.’ These arguments were reiterated 
in a Finance memorandum to the cabinet committee on emergency 
problems.” 

None of these matters had been resolved when, on 21 November 
1940, the Minister for Finance submitted the text of the draft bill to 
the government. The draft was based upon the government decisions 
of 23 and 24 January 1940 and upon its subsequent directive of 19 
March “‘that a draft bill based on these decisions, together with any 
other provisions considered desirable by the Minister for Finance, 
should be prepared and submitted.” No mention was made of the 
controversies which had since developed and many of the sections of 
the draft, the memorandum acknowledged, were “not already cov- 
ered by formal government sanction’’.“? The government’s preoccupa- 
tion with powers beyond those incorporated in the draft bill was soon 
highlighted when, on 9 December, they referred to the Minister for 
Finance, in consultation with the chairman of the Currency Com- 
mission, a proposal empowering the Central Bank’s directors “‘to fix 
the maximum proportion of the total assets of any bank which may be 
held in foreign securities’’.“* 

Matters came to a head on 13 December when the cabinet decided 

that the particular powers conferred upon the Central Bank in the 

bill were 

... insufficient to enable the Bank to discharge the function and duty of 

ensuring that, in what pertains to the control of credit, the constant and
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predominant aim shall be the welfare of the people as a whole. [The 

cabinet] requested the Minister for Finance to submit further proposals 

concerning additional powers for the Central Bank which would assist it 

to discharge such function and duty. 

This the Minister for Finance declined to do. He found it “ex- 

tremely difficult”, his official reply began, to propose any additional 

powers beyond those already considered by the government, which 

he classified as follows: 

(1) competitive commercial banking operations by Central Bank; 

(2) compulsory purchase and sale of foreign securities by Central Bank 

from and to commercial banks; 

(3) proportion of assets of commercial banks to be held in cash either 

with the Central Bank or otherwise, the proportion to be determined 

by the Central Bank; 

(4) Central Bank to fix maximum proportion of total assets of any bank 
which may be held in foreign securities. 

He opposed the adoption of all these proposals for the reasons he 

had already given in his earlier memoranda and in his correspon- 

dence with Lemass (a summary of these reasons was circulated to 
the members of the government)** and because he believed “that, if 
adopted, they would not be effective for the purposes which the 
government has in mind.” His alternative suggestion — and he 

stressed that his proposals followed “‘further prolonged discussions 

with the Chairman of the Currency Commission and with his 
Departmental advisors’ — was that, during the bill’s Second 
Reading, 

...he should make a general statement to the effect that, if requested to 

do so by the board of the Bank after it had some experience of working 
the arrangements set forth in the bill, he would be willing to consider the 

grant of such additional powers as may be considered necessary for the 

efficient discharge of its [the Bank’s] duties.*’ 

Finance finally won its point, although it was nearly two months 
before the government approved this anodyne formula. Approval 
was tempered, moreover, by the simultaneous recommendation of 
another half-a-dozen suggestions “‘for consideration by the Minister 
for Finance” on the appointment and composition of the board of the
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Bank and on the inclusion of provisions “‘that the power of the 
Central Bank should not be limited by the amount of the General 
Fund” and “‘that the shareholding banks should cease to be as- 
sociated with the Central Bank.’’48 Nor was that all: at another meet- 
ing held the next day (4 February 1941) the government revived the 
proposal empowering the Central Bank to demand ‘“‘the segregation 
of assets held by the commercial banks in respect of their liabilities to 
depositors in this country”’ and to regulate what proportion of these 
assets should be held in internal and external securities.‘? 

Finance, supported by Brennan as chairman of the Currency Com- 
mission, strongly resisted almost all of these proposals. The provi- 
sion for segregation of assets was impugned as “‘a double-edged 
weapon” which might prompt the British government to “require a 
similar segregation in respect of creditors and depositors” and which 
might “mean the immediate freezing of part of the bank assets in 
Great Britain”. The provision as to internal and external securities 
was thought to be administratively difficult, expensive and perhaps 
impractical; and it was also suggested that, for the past eight years or 
so, “the general trend in Irish banking has been in the direction of 
replacing external by domestic assets so that it is questionable 
whether there is a need of any new device to urge the banks further 
in this path.’’°° Brennan was even more strongly opposed to the 
proposals which he thought would constitute “‘a very radical change 
that would alter the entire structure and character of Irish banking’’.>! 
He was equally sceptical of the need to dissociate the shareholding 
banks from the Central Bank, a proposal he thought “‘crude and 
incomplete’’ and calculated to militate against what he saw as an 
urgent priority for any new central bank of the development of ‘‘a 
close and harmonious relationship with the government on the one 
hand and the commercial banks on the other.’ 

Finance made the same point in the deliberations on the govern- 

ment’s proposals to alter the composition of the board of the Central 

Bank — their draft bill had proposed ‘‘a board consisting of a 
Governor and seven directors — four to be appointed directly by the 

Minister for Finance and three to be appointed by the Minister from 

a panel of six names prepared by the shareholding banks. The 

Governor is to be appointed by the seven ordinary directors.”” The 

government’s counter-proposal, however, provided for the appoint- 

ment of the Governor “‘by the President on the advice of the Govern- 

ment” and for a board of three banking directors (to be appointed
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‘‘by the Government or the Minister for Finance from a panel of six 

names... suggested by the Irish Banks’ Standing Committee’’) and 
of five other directors “of whom not more than two might be persons 
in the permanent service of the State.” Finance defended their own 

proposal by arguing that 

...it is not lightly to be assumed that the banking directors will neces- 
sarily oppose a policy which is clearly in the national interest even if it 
conflicts with the interests of the commercial banks... In any event it is 
surely an exaggeration to suggest that the qualitative influence of the 

banking directors is such that they could easily sway the non-banking 
directors in the event of a conflict of bankers’ interest with the national 

interest... If the government nominees detect any spirit of obstruction 

on the part of the banks’ representatives and if their voting majority is 
not sufficient to counteract this, the position can be set right at any time 

by legislation. . . 

Appointment of the Governor by the board of directors will be more 
conducive to harmonious working of the board as a whole than if he 
were appointed, as suggested, by the President. 

Finance backed up their arguments by citing the examples of cen- 
tral banks in Canada, New Zealand and India, of American Federal 
Reserve Banks and of the Irish Currency Commission. The latter, 
they pointed out, consisted of a chairman and six members (three 
nominated by the Minister for Finance and three elected by the 
shareholding banks) — the chairman was elected by the six mem- 
bers. They also pointed out, as evidence of their confidence in Irish 
banking representatives generally, that there had been a vacancy for 
one of Finance’s nominees for some years past which “‘left the bank- 
ing representatives with a majority but at no time have they abused 
the powers which they have as a result of that majority.” If, however, 
it was decided that the government should be in some way associated 
with the Governor’s appointment, this could simply be done by leav- 
ing the election to the directors “‘subject to the approval of the 
Minister for Finance’’.°? 

But Finance’s rearguard action found little favour at the decisive 
government meeting of 7 March 1941 when it was decided that the 
Bank’s board should be given discretionary powers in respect of the 
segregation and regulation of assets; that the earlier government 
proposals on the composition of the board and the appointment of 
the Governor by the President on the government’s advice should 
stand and that the text of the Bill be circulated “subject to final
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examination by the Taoiseach and the Tanaiste.’’ Finance, however, 
did obtain the right to determine, after consultation with banking 
representatives, whether the shareholding banks should be dis- 
sociated from the Central Bank.* 

This consultation effectively postponed the circulation of the bill 
for yet another year. The alarmed reaction of both the Currency 
Commission and of the Irish Banks’ Standing Committee to the text 
of the bill (which had been referred to them confidentially with the 
government's approval) in respect, particularly, of there being “six 
non-banking as against three banking directors’’ and of the proposed 
restrictions on the banks’ foreign assets, was well-portrayed in a 
Finance memorandum to the government on 4 October 1941 which 
recommended that the Department’s objections on these points be 
met.*° The government stood firm on the first point, but conceded on 
the second that the relevant section (44) of the bill should be watered 
down by replacing the most contentious paragraphs by a paragraph 
“requiring that a licensed banker should maintain with the Central 

Bank interest-free deposits whenever the proportion of such banker’s 
internal assets to his internal liabilities should fall below a certain 

figure.’ The Currency Commission and the Standing Committee 
remained highly critical of this new formula but, after further discus- 
sions, the government refused to give way and decided that the 
relevant section was not to be altered in principle, although the 

Minister for Finance was empowered to make such amendments as 

would not affect the principle; at the same time the government 

finally decided to authorise the bill’s introduction in the Dail.*” Within 

a fortnight, on 5 March 1942, the bill was finally published. 
The Central Bank, which first opened its doors on 1 February 

1943, was, essentially, the kind of central bank envisioned since the 

early thirties by the senior officials of the Department of Finance, 

and by McElligott in particular, notwithstanding the government’s 

suspicions of the Banking Commission’s majority report which, as 

de Valera had observed in the Dail, was not animated by any spirit 

of sympathy toward government policies.** It is doubtful whether de 

Valera ever hoped for the kind of orthodox consensus to which 
Finance officials aspired; indeed, Per Jacobsson, one of the Commis- 

sion’s two foreign experts, felt that de Valera had “aimed at having 

all opinions represented’’.®? The composition of the Commission sup- 

ports this view and it is noteworthy that when the cabinet first 

discussed the issue, on 11 April 1934, Keynes was one of the five
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‘outside experts’, named — from whom it was intended to appoint 

three — the others were Professor Gustav Cassel of Stockholm, M. 

Charles Rist of Paris, Professor Edwin Kemmerer of Princeton 

University and Professor Theodore Gregory of the University of 

London. But Keynes was named only as an alternative to Gregory 

and, at a subsequent cabinet meeting on 2 May, de Valera reported 
that he had communicated the cabinet’s decision to the Irish Banks’ 

Standing Committee and to the Currency Commission who had 
recommended modifications in the Banking Commission’s composi- 

tion. The cabinet consequently decided to increase the banks’ 

nominees from two to three and to reduce the number of outside 

experts from three to two — they also decided that Cassel and 
Gregory should be the first invited.*? Although Cassel declined and 

Jacobsson — a fellow-Scandanavian — replaced him, Gregory 

accepted. We can but speculate how different things might have been 

if Keynes had been a member of the Banking Commission. 

II, The Link with Sterling 
The maintenance of the link with sterling, like the establishment of a 
central bank, formed an integral part of the Banking Commission’s 
majority report. Unlike the central bank issue, however, it demanded 
no action, legislative or otherwise, on Finance’s part and the Depart- 
ment’s preoccupation with the question as an issue in its own right 
began only after the outbreak of World War II when, in October 
1939, McElligott was sent a memorandum written by John Busteed, 
Professor of Economics and Commerce at University College Cork 
and the author of the Banking Commission’s second minority report. 
Busteed pointed out that the Irish currency’s “‘present identity with 
sterling remains unimpaired”’, notwithstanding a substantial fall in 
sterling’s purchasing power and in its exchange value with other 
major currencies during the previous year. “‘Is official policy willing 
to visualise the possibility of a future necessity to break our link with 
sterling?”’, he asked; ‘‘instead of borrowing, can and will the govern- 
ment use the Irish savings already in its custody (Post Office ete. )e 
Will it allow our citizens to support a British loan?” Such questions, 
Busteed argued, merited “‘full and frank public discussion,” and, 
while he admitted that this would “give scope for the cranks’’, he 
thought it “no answer to say that in the public interest discussion on 
such a subject must be confined to anonymous bureaucrats.’
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It was precisely because Busteed could not easily be numbered 
among the “cranks”, a category into which Finance tended to place 
all opponents of the link with sterling established by the 1927 
Currency Act, that his intervention was significant. McElligott wrote 
to Brennan and to others of his former colleagues on the Banking 
Commission, seeking confirmation (which he duly received) of his 
recollection that at no time when the Commission was sitting did 
Busteed express the views “which he now tells us he has entertained 
for years’’ — nor did he do so in his minority report.®? The matter 
quickly became one of public interest when, on 18 October, L. uf 
Duffy, the Secretary of the Labour Party and a member of the 
Brennan Commission on which he proved Finance’s severest critic,” 
publicly condemned the link with sterling.“ A week later two 
senators, Frank McDermott and Michael Tierney, put down a 
motion saying that “Seanad Eireann would welcome a statement of 
policy by the government regarding the Irish currency and its con- 
nection with sterling.”’ Although the motion did not come up for dis- 
cussion until the following March, Finance regarded it as sufficiently 
important to prepare a ten-page memorandum, with several appen- 
dices, giving a detailed statement of the case for maintaining parity 
with sterling which was approved by the government as the basis for 
the Minister for Finance’s Senate speech.® 

The decision to maintain the Irish pound at par with sterling, the 
memorandum began, “‘was arrived at freely without any suspicion or 
hint of pressure from any external government or banking insti- 
tution’ and was “‘actuated solely by the interests of this country”. 
This course had been advised by the 1926 Banking Commission 
under the chairmanship of “an American, who presumably had no 

preference for recommending a tie with sterling rather than a tie with 

any other currency, such as the dollar, if such a course had been 

more feasible, more advantageous or more profitable’; and the 1938 

majority report of the Banking Commission had recommended the 
maintenance of the link with sterling on the grounds that 

(a) The “maintenance of this link ensures to the Free State the advan- 

tage of exchange stability with the British market, which is of the 

greatest importance for its foreign trade and in which the bulk of its 

foreign investments is held”; 

(b) The “link with sterling enables the Free State to participate in a 

monetary and credit policy which is in general conformity with the 

interests of this country”;
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(c) The “‘link has the advantage of possessing the confidence of the Free 

State public and, conversely, any suggestion for relaxation of it would 

meet with distrust’’.°° 

The report was equally convinced that parity should be maintained 

because ‘‘a change ‘would introduce an element of uncertainty for the 

future’” which would act as ‘‘a grave deterrent to enterprise” and 

because “‘the general objectives of British policy ‘are of a nature con- 

sistent with Free State interests’. Finance pointed out that the 

minority reports, on the other hand, would lead to the depreciation of 

the Irish currency which, Finance argued, would lead to evils which 

“no euphemisms... could long disguise and no exchange control 

could appreciably mitigate’. Depreciation “would seriously shake 

public confidence in the Irish currency, in the solvency of the State 

and in the banking system”’; it would raise interest rates ‘“on govern- 

ment borrowings and on advances for industrial and commercial 

enterprises, thus placing new difficulties in the way of the govern- 

ment’s housing and public works policy and adversely affecting busi- 

ness activity and employment’; it would cause rising prices, labour 

unrest and a fall in the living standards of those on fixed incomes; 

and it would benefit the speculator and hurt those in trade and com- 

merce, because with a rate of exchange which “‘is known to be liable 

to fluctuate .. . every trading transaction becomes a speculation with 
the dice loaded heavily against the trader.” 

Finance then went on to consider the effects of the war upon the 

international monetary situation and on sterling’s prospects: 

If the war goes on ... and if we maintain our neutrality and pursue a 

reasonably sound general policy, our position vis-a-vis Great Britain is 

likely to improve to such an extent that the question will not be whether 

the present parity with sterling is an over-valuation but whether it is an 

under-valuation of our currency. It may be suggested that in such cir- 

cumstances it would be in our interest to break with sterling. The Min- 

ister for Finance does not rule out the possibility that he may yet have to 
advise such a course. Unless, however, the British are forced to an ex- 
treme of inflation which the British Government seems determined to do 
everything in its power to prevent, the Minister believes that the balance 

of advantage for this country will continue to lie in the maintenance of 
the present parity. An increase in the sterling value of the Irish pound, 
though its consequences would be less harmful than those of depreci- 
ation, would have many serious results. It would mean, in terms of our 
own currency, lower yields on our investments in Great Britain and
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lower prices for our exports to that country. The British securities held 
by the Currency Commission and the Irish banks would presumably 
have to be revalued in a downward direction . .. As the price of imported 
commodities rises, we become more dependent on our exports to main- 
tain our imports and so maintain our standard of living and avoid ser- 
lous economic and social dislocation at home. 

Nor did Finance believe there was a case for following the example 
of those countries which, since the war began, had broken with ster- 
ling and linked themselves instead with the dollar. Such countries 
commonly “had important trade relations with countries other than 
the United Kingdom and did not want to be paid on a sterling basis 
for their exports to those countries” and were also hampered by ‘“‘the 
operations of the British wartime currency control”’. But, for Ireland, 

... however attractive monetary association with the United States .. . 
may appear we must realise that (a) we have no considerable amount of 
trade with them, (b) even this limited amount is likely to diminish as the 
war continues, and (c) the state of public finances in that country is not 
too good ... It is desirable that we should remain linked to the currency 
with which we have the overwhelming bulk of our trade. 

If we tried to link the Irish pound to the dollar instead of to sterling, we 
would be faced with the problem of substituting gold or dollar securities 
for the £9 m. odd of British Government securities held as assets in the 
Legal Tender Note Fund ... To acquire the necessary amount of gold or 
dollar securities would, under the existing British currency control 
regulations, be extremely difficult, if not impossible, and even if we did 
succeed ... our doing so might immediately prejudice our arrangements 
with the British Government regarding the supply of foreign exchange 
which is necessary to finance our imports from non-British sources. 

The Finance memorandum went on to speak of the highly fav- 
ourable terms which the Department had succeeded in obtaining 
from the Treasury before the war began, “whereby our nationals are 
at the present time getting exactly the same treatment as, and in some 
respects more favourable treatment than, residents of Great Britain 
and Northern Ireland as regards supplies of foreign exchange.” 

Ireland thus got more favourable treatment than the Dominions and 

the countries other than the Dominions who were in the sterling area, 

to say nothing of countries outside the sterling area, which came at 
the very bottom of the list. While these arrangements had not been 
contingent upon Ireland’s continuing to be tied to sterling, there was
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... little doubt that any variation in the present relationship might aftord 

the British Government an excuse, if it wanted one, to cancel or modify 

them. Such a course would deal a severe blow to our trade and practically 

cut us off from all sources of imported supplies other than Great Britain. It 

will thus be seen that the step advocated by some people as releasing us 

from alleged thraldom to the British Government or the Bank of England 

would have the paradoxical result of putting us entirely under their heel. 

For these and other reasons, then, Finance strongly advised their 

Minister’s public endorsement of the preservation of the existing 

parity in the forthcoming Senate debate. When, on 6 March 1940, 

that endorsement was duly made, McElligott took the precaution of 

writing to the Treasury to inform them of his government's policy.*’ 
The Treasury’s records reveal that the precaution was prudent. A 

British war cabinet meeting on 24 October 1939, which set up an 

inter-departmental committee “to prepare a memorandum on the 

financial, economic and political considerations involved in the 

termination of Eire’s membership of the British Commonwealth”, led 

the Treasury to examine the implications of a prospective Irish break 
with sterling. After observing that the Irish banks had some £70 m. 
net of sterling assets in addition to the “‘substantial volume of sterling 
investments’ held by Irish residents, the Treasury suggested that “‘so 
long as Eire is content to keep her resources in sterling (which on 
economic grounds is the natural course for her to follow) these 
balances and investments present no particular difficulty to the United 
Kingdom”’. But what if she sought “‘a greater degree of independence 
in her financial system’ which might involve her removing balances 
from London to New York “with which to import goods which 
cannot be obtained from sterling sources, or whose import is at 
present rationed” or if she opted for a dollar, as opposed to the 
sterling, link — “a course which though economically unwarrantable 
might be embarked upon on political grounds’. If that happened, 
“the only effective remedy would be to block Eire balances and 
investments entirely’’, a course which the Treasury thought “‘drastic”’ 
and, possibly, unjustifiable. There was “‘little doubt’, they concluded, 

that for Eire to separate her financial system from that of the United 
Kingdom would involve her no less than ourselves in difficulties, and 
might in the long run prove disastrous for her. In the short view, 
however, the over-riding consideration is that Eire being a creditor of this 
country for a substantial sum has the power to cause us considerable 
embarrassment by calling on us to repay at a most inconvenient moment.



The Department of Finance in the Forties 379 

Such an eventuality was as distasteful to Finance as to the Treasury 
and their mutual concern for the preservation of harmonious relations 
in such matters was aptly symbolised by the existence of a direct 
telephone link between Finance and the Treasury, not only 
throughout the 1922-39 period but for much of the war, the Irish 
government’s policy of neutrality notwithstanding. Sensitive matters 
of exchange control could thus be dealt with quickly and 
confidentially — an object facilitated by the happy coincidence that 
the responsible Treasury official, Rowe Dutton, an Irishman by birth, 
was not unsympathetic to Finance’s difficulties.” 

“The objections to the sterling link’, James Meenan has written, 
“have usually been made on political rather than technical grounds’’,”° 
but the circumstances of war enabled those who were suspicious of 
Finance's policies on this matter to adduce more technical arguments 
for their objections. In February 1941, for example, the secretary to 

the government, Maurice Moynihan, wrote to McElligott, saying that 

‘‘a correspondent of the Taoiseach” claimed to have information 
suggesting “that the Currency Commission or some department of 

the government are [sic] still investing in British securities’? and 

asking whether this was so; some £2 million was alleged to have been 

invested within the previous year.’”’ “I do not like answering these 
vague anonymous charges’, replied McElligott, 

but I may say that since Hitler went into Austria in March, 1938, we, the 

Department of Finance, have not bought any British Government secu- 

rities, with the exception of portion of a loan that matured last year and 

was paid off at the due date. At the time we purchased it it was only 

really a short-dated bill. 

The Currency Commission retains its liquid assets in the form of cash 

and British Treasury Bills which run for three months. When these Bills 

mature, the proceeds are often similarly re-invested. The Currency 

Commission must pay something on its assets in order to pay its whack to 

the Exchequer, and although the interest 1s low, this is the safest form in 

which they can be held from the point of view of liquidity. The legal 

note tender issue ... has expanded since the outbreak of war and the 

banks have to pay in sterling for the notes they receive. To do this they 

must part with some of their sterling assets and, consequently, any increase 

shown in Currency Commission assets involves a pro tanto reduction in 

the banks’ holdings and leaves the position of the country as a whole 

unchanged. The Currency Commission would not put these additional 

assets into Treasury Bills if it could purchase gold or foreign exchange. It
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has, since the outbreak of war, tried to make additional purchases of both 

but without success.’? 

But concern within government circles as to the appropriate policy 
in respect of the country’s external assets was sufficiently pro- 
nounced to precipitate a difference of opinion in the Dail between the 
Minister for Finance, Sean T. O'Kelly and his Parliamentary 
Secretary, Hugo Flinn. Flinn had proposed “that all or any British 
owned ground rents; land property; fishing rights etc. in Ireland; 
British held securities in Irish industry or any other form of owner- 
ship in Ireland should be called in and be repatriated ... to be held 
against values of sterling balances and securities now sterilised or 
liable to devaluation” by the British government. Such a move, Flinn 
conceded, would not have been possible before the war because of 
“Irish money interests being wedded to sterling and to Britain’’ and 
because of the British power of reprisal against larger Irish holdings 
in Britain, but, he argued, such considerations were now less relevant. 
“Money in Ireland, while still British in sentiment, is no longer satis- 
fied with the ultimate or immediate security of sterling. In practice by 
sterilising sterling balances and security values, with their liability to 
depreciation, almost the largest possible reprisal has already been 
exercised against these holdings.’ 

Finance’s observations, requested by the Taoiseach, were highly 
critical of their own Parliamentary Secretary's proposals. They 
thought it unlikely that the British were contemplating writing down 
sterling loans and that it was incorrect to say that sterling balances 
and investment incomes had been sterilised since they were “‘still 
available to pay for goods and are, in fact, being still used for that 
purpose extensively” — the 1940 deficit of some £14 millions of 
Imports Over exports was largely covered “by the income on our 
external assets’. While Finance admitted that “‘some depreciation” in 
the pound sterling seemed inevitable, they denied that it would col- 
lapse completely, even if Britain were defeated in the war, since she 
would presumably then be given American assistance towards re- 
covery. They felt, too, that such extreme measures as Flinn pro- 
posed, his disclaimers notwithstanding, would lead to further British 
reprisals, and argued that the threat of such expropriatory measures 
should be held in reserve against the contingency of any drastic 
action the British might contemplate if they were to be defeated in 
war. Finance also thought it important to remember “‘that owing to
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our having almost all our external investments in British securities we 
were virtually the only country in the world that did not lose any 
savings from the 1914-18 war” and suggested that, until then, ster- 
ling had held up well and that there was ‘‘no reason to fear a run- 
away depreciation as in the case of the German mark, except the 
country is successfully invaded”’. Lastly, they argued that, given the 
fact that all the major currencies were suffering from war-time in- 
flation, there was in any event, 

. no other currency to which we would be reasonably safe in linking 
ourselves if we severed the tie with sterling, and the absence of some 

form of convertibility would, no doubt, shock many people here. An 

inconvertible paper currency has been the nightmare of economists for 

years and while the phenomenon has in recent years not been unknown, 
it has not yet become sufficiently familiar to be robbed of its terrors. 
Owing to the huge monetary gold reserves of the USA, the dollar has, of 

course, the largest gold backing of any currency in the world but we can- 

not now link up with it as there is no way to ensure convertibility ... 

Incidentally, it may be noted that those who are loudest in their con- 

demnation of what they describe as ‘the worship of the golden calf’ have 
also been loudest in their demand for some link with the dollar, and the 

only reason the dollar is preferable is because there is so much gold 
behind it.” 

There the matter seems to have rested until, in August 1943, an 

article in The Economist referred to the question of British repay- 

ment, after the war, of sterling assets accumulated by Ireland and 

other countries; this caused the Taoiseach to seek Finance’s views 

‘‘on this matter generally with particular reference to the desirability 

or practicability of taking steps now with a view to ensuring the 

liquidity after the war of sterling assets accumulated by this country 

in Great Britain.’’”> The task was not one to which Finance responded 

with any enthusiasm: “‘I cannot see any practicable method within 

our control of ensuring that in all circumstances these sterling assets 

will remain liquid for our purposes ... [or] that any likely results 

would flow from raising such a question of post-war priorities with 

the British Government at the present time’’, observed Sarsfield 

Hogan to McElligott.’”° McElligott himself took an even more jaun- 

diced view and thought, indeed, that it was “undesirable, generally 

speaking, to have these matters on paper but as we are being pressed 

from the Taoiseach’s Office for a reply we have no option in the 

present instance.”””
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That “reply”, which took the form of a “strictly confidential”’ 
memorandum on the liquidity of Ireland’s sterling assets,”’ is of 
considerable historical interest: first, because, as McElligott’s words 
show, it was so rare an exercise for Finance; and, second, because it 
was largely the work of T. K. Whitaker and is one of the earliest 
examples of the important role he was increasingly to play in shaping 
Finance policies in the post-war years. The magnitude of the British 
sterling debt, the differing degrees “‘of permanency”’ of that debt 
according to which country held it and for which purpose, and the 
probable British incapacity to achieve “‘the export surpluses necessary 
to enable the debt to be paid off in a real manner within a reasonable 
time after the war’? were picked out as the key points in the 
Economist article. However, the calculation and classification of 
Ireland’s sterling assets was a major difficulty for Irish officials: “‘it is 
an incredible state of affairs that there appears to be nobody who can 
with confidence state the aggregate value of our external holdings 
within a margin of error of £90 millions!”’. “Guesses by experts 
range from £150 millions to £400 millions,’ the director of the 
statistics branch of the Department of Industry and Commerce had 
written to McElligott some years earlier. Whitaker’s calculations, the 
details of which need not here detain us,8° concluded that the figures 
“to be kept in mind are a wartime increase up to the end of 1942 of 
the order of £40 millions and a gross total in the region, perhaps, of 
£300 millions” against which had to be offset some £115 millions of 
British holdings in Ireland consisting mainly of “businesses, industrial 
shares, landed property and ground rents.” 

There were, the Finance memorandum stated, “only two ways’ by 
which Irish sterling assets could be “safeguarded”’: either “by 
repatriating them in the form of goods and services” or “by using 
them to buy up British property in this country”. After a detailed 
analysis of both alternatives, the Finance summary of the situation was 
that 

. realisation of external assets now could only be secured by a vast 
increase in real imports and is, therefore, a practical impossibility. The 
alternative method of ‘hedging’ — the buying out with these assets of 
British investors in this country — would still leave about £180 millions 
invested in Britain and would involve practical difficulties and dangers 
sufficient to rule it out of consideration. 

Finance, moreover, considered any such course of action to be
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undesirable because impracticable, in as much as the position of the 
assets was largely dependent ‘‘on how Britain fares in the war” and 
by the end of 1943 it was improbable that she would be defeated. The 
most likely eventuality was “‘a continued, but controlled, depreciation 
of the internal value of sterling and some restrictions on the realisation 
of sterling claims after the war by creditor countries.’’ Finance’s 
primary concern, therefore, was ‘“‘with the liquidity rather than the 
security of our sterling assets.” 

Although Finance thought it very unlikely that there would be any 
loss of confidence in sterling in Ireland such as might encourage the 
demand for the repatriation of sterling assets, the Department did 
anticipate “that in the immediate post-war years the agricultural and 
business community here will want to draw upon deposits and seek 
advances from the banks in order to replenish their stocks and build 
up capital and equipment’, and, for this purpose, it was essential “that 

our sterling resources should be capable of being drawn upon to 
finance real imports’’. But, while this would necessitate the realisation 
of assets, “the amount over which it would be desirable to possess 
complete freedom of realisation for this reason would be small’? — 

£30 millions to £50 millions over a few years — since “the whole 
range of necessary imports will not be available for some time after 

the war in the quantities we need and at the prices we are prepared to 

pay.” The best solution to this problem, Finance argued, was to 

. try to arrange with the British that we will be placed high on the 
priority list for British exports ... the British attitude will probably be 
influenced by the degree of their prospective need for our agricultural 

exports. Since the abnormal balances can be repatriated by us only in the 

form of imports, the policy of self-sufficiency, with its instruments of 

protective duties and quotas, would seem to need modification. 

Having demonstrated that “nothing can be done now to make 
absolutely certain the possibility of realising our external assets’’, 
Finance went on to explore the prospect of inhibiting their “‘further 
growth’. One expedient, curtailing exports, was limited “by the need 

for some outlet for surplus agricultural production” as well as by the 
risk of “provoking retaliation by the British in regard to our imports 

of essential commodities’. Another expedient was “‘the absorption of 

private savings in home investment” but Finance thought this “out of 

the question at the present time because of the impracticability of new 

capital work” and because “the national savings should be invested in
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the most remunerative way, due allowance being made for security.’ 
Large-scale government capital investment, moreover, would be 

necessary to attract private savings otherwise destined for investment 
abroad: 

Individual investors have not been over-zealous in investing in the new 
industrial enterprises started here since 1932 and it would fall to the 
Government to absorb their surplus savings at rates of interest attractive to 
the investors having regard to the yields on external investments ... The 
financing of the Electricity Supply Board is the only notable example of 
diversion of private savings by the Government to productive em- 
ployment at home. In wartime, however, when a sufficiency of the 
imports for constructional works cannot be obtained, the scope for the 
employment of private savings at home without setting up the inflationary 
consequences of an increase of purchasing power out of correspondence 
with the growth of real output is strictly limited ... 

Whatever the degree of home investment it is obvious that large scale 
imports will be a permanent necessity. An important consideration, 
therefore, in connexion with the question of the maintenance of our 
external assets is that unless agricultural costs can be brought to and held at 
a competitive level our export position is likely to be very difficult in 
future, in which case we shall have greater need for an income from 
external assets to pay for necessary imports. 

Finance thus availed itself of the request to examine the problem 
of the liquidity of sterling assets, first, to argue strongly against the 
necessity for any immediate action; and, second, to paint a picture of 
some of Ireland’s likely post-war economic problems which was 
critical of the government’s pre-war economic policies and which 
pointed to the need for changes in those policies.*! But while the 
memorandum pointed prophetically towards the kind of issues which 
absorbed much of the energies of Finance officials after the war, 
nothing could be done to come to grips with such issues in practice 
until the war had ended. 

lil: The Aftermath of War 

On 27 April 1945, the day before the Allied armies joined forces with 
the Russians on the Elbe, a debate on the problem of full employ- 
ment took place at the Statistical and Social Inquiry Society of 
Ireland. The Society was the only intellectual forum outside the ser- 
vice at that time where civil servants could make a contribution and 
they regarded it as an important body.** Two Finance officials,
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Patrick Lynch and T. K. Whitaker, took a leading part in the debate 
and their contributions reveal the impact of new, Keynesian policies 
by now finding favour outside Ireland. The Beveridge Report and the 
British White Paper on Employment Policy, for example, acted as 
‘an incentive to a Department of Finance in a slough of weariness’’®? 
and both Lynch and Whitaker sought to explore “how far the prin- 
ciples illustrated in them are applicable to Irish conditions”. It was 
clear, argued Lynch in what must be accounted a notable departure 
from the laissez-faire philosophy which had traditionally informed 
the thinking of the higher officials in Finance, 

. that a proper direction of the Irish economy will imply increased 

State intervention. We have had State intervention in this country, as in 

other countries, for a great many years. What will be needed to develop 

a policy of full employment is controlled and planned State intervention. 
Unless intervention is co-ordinated in a unified pattern no lasting result 
can be achieved ... Beveridge has made a case which cannot be 

answered and ... the counteraction of failure in demand is a duty which 
only the government can fulfil. 

Whitaker, too, emphasised the new recognition “that demand is an 
inherently unstable quantity and that positive action by governments 

is necessary to maintain and stabilise it”, and his ensuing remarks on 

budgetary policy show still more plainly how attitudes had changed 

in Finance. The budget, he said, would now be “the principal means 

of influencing the level of demand. The Gladstonian ideal of a budget 
which was both balanced and as small as possible has long since 

gone by the board, in practice at any rate, and, to a greater extent, 

nowadays in theory’ — the distinction contained an implied 

criticism of the gap between modern theory and the practice still cur- 

rent in Finance. Such theory, Whitaker pointed out, was “prepared 

to accept unbalanced budgets as a periodical necessity, expecting 

them to be written off when the bad times which occasioned them 

have gone by.” There was now general agreement that 

. unemployment is a greater evil than inflation, one of the reasons for 

that agreement is that it is now widely accepted that unemployment is a 

more intractable problem. The experience of wartime has shown that 

incipient ‘wage’ or ‘deficit’ inflation can be checked by direct controls 

and people have become accustomed to the idea of large-scale govern- 

ment borrowing and are less ready to take fright at price rises and other 

indications that inflationary forces are at work ... 

One of our great advantages in regard to unemployment is the small-
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ness of the proportion of the working population who are employees. In 

Britain the proportion is nine-tenths, but here it is less than half. Besides 

... half of our working population is engaged in agriculture ... it is 
really vicissitudes in the export prices for our agricultural produce and 

changes in what is called the ‘foreign balance’ that are chiefly responsible 

for fluctuations or disturbances in our economy ... 

As we are less exposed to cyclical disturbance than more highly 

industrialised countries, we have not to contemplate the same degree of 

State control as they will necessarily have to face in the interests of full 
employment. Other countries, we know, have attained full employment 

before the war, and it is quite possible to achieve full employment if we 
are not too squeamish about interfering with personal rights or too 

anxious about achieving the highest social welfare. But I believe that 

most people would rather see it achieved by some means which will pay 
due attention to both these factors.** 

Another landmark in the transition to the more international prob- 
lems of the post-war world was the Bretton Woods agreement of July 
1944 which led to the establishment of the International Monetary 
Fund (IMF) and the International Bank for Reconstruction and De- 
velopment. The extreme caution and hesitancy which characterised 
Irish attitudes to international affairs during these years may be clearly 
seen in Finance’s reaction to Bretton Woods. No immediate Irish 
action was called for, noted the first formal Finance response,®° which 
also observed that the agreement could not come into force before 1 
May 1945 and that no states, other than the forty-four participating 
states, could adhere to the agreement before 1 December 1945. The 
key question which might then be posed for Ireland was “whether or 
how far the British Government . . . will accord facilities in the post- 
war period for the conversion into dollars of Irish owned sterling” 
and how British attitudes would be affected if Ireland applied for 
membership of the IMF. In the meantime the government promptly 
endorsed Finance’s view that “‘no action is called for in present 
circumstances’’.87 

The inaugural meetings of the IMF and of the International Bank 
for Reconstruction and Development (IBRD) took place in Savan- 
nah, Georgia, between 8-18 March 1946. Rowe Dutton (who had 
been one of the Treasury’s representatives at these meetings) raised 
the question of Irish membership in talks with Finance officials in 
Dublin the following June. McElligott then took the line of doubting 
whether membership would confer any advantages on Ireland since



The Department of Finance in the Forties 387 

her export trade was mainly with one country only, Britain; he 
doubted too whether “‘we’d put our currency in a strait-jacket as 
required by membership of the Bank and Fund”. But Rowe Dutton 
made it clear that Britain wanted Ireland to join in order to help 
dilute American influence. The Americans, he felt, were too 
theoretical and “‘bookish”’ in their approach and lacked “‘the tradition 
and experience of international finance which was so necessary for 
wise administration”’. Irish membership, on the other hand, would be 
“very useful to the Bank and Fund as we were in the Western Euro- 
pean tradition in these matters.’’** 

Finance’s attitude to membership was closely linked to its response 
to another and similar American initiative for the expansion of world 

trade and employment, which arose out of a joint Anglo-American 

declaration of 6 December 1945. This proposed to hold an inter- 

national conference for the purpose of establishing an International 

Trade Organisation (ITO) which would remove restrictions on world 

trade; the question for Ireland was whether she should attend such a 

conference notwithstanding the fact that, unlike most of the prospec- 

tive participants, she was not a member of the United Nations. The 
American proposals, noted Whitaker, were “probably best regarded 

as a sort of ideal code — a trade charter...it may not be too 

cynical to look upon the proposals as a broadside directed against 

British protectionism and economic imperialism on behalf of 

American exporting interests.” The Irish response would be partly 
dependent upon her attitude to the IMF and, while Ireland ‘“would be 

in complete agreement . . . with the aims of the Fund”’ and had “‘little 

to lose by joining”’, she had (Whitaker argued) “equally little to gain. 

We have, however, to recognise our dependence on the convertibility 

of sterling, so that if, as seems likely, Britain would wish us to join 

the Fund, we cannot well stay out.’ 

Finance’s marked lack of enthusiasm for participation in the ITO 

emerged at an interdepartmental committee meeting on foreign trade 

held the day after Rowe Dutton’s visit; the Department took the line 

that it had “no objection to a general reply’ to the invitation but suc- 

cessfully urged that a firm acceptance should await the reaction of 

other governments, which External Affairs undertook to try to 

ascertain.” A few months later, in September 1946, in a memo- 

randum for the government, Finance summarised the reasons for 

their doubts about the value of Irish membership of the proposed 

ITO: the draft charter of the ITO, like the Bretton Woods agreement,
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imposed obligations to relax exchange control restrictions and, al- 
though (from an Irish viewpoint) it was desirable that the trade 
restrictions and administrative expenses caused by exchange control 
should be removed, it was not in Ireland’s interest 

... to refuse to take parallel action with that which the United Kingdom 
may deem necessary to protect sterling from depreciation as a medium 
of exchange. So long as the substantial share of our foreign exchange 
requirements continue to be available to us only through London, it is 
inevitable that we should relate our exchange control policy and practice 
to that of the United Kingdom. Any premature loosening of exchange 
control here would be likely to cause unfavourable reactions on the 
prospective negotiations relative to the convertibility of the accumulated 
sterling held by this country.”! 

Matters did not come to a head for another twelve months when, 
on 24 September 1947, the Irish government received a formal 
invitation to the United Nations Conference on Trade and Employ- 
ment due to begin in Havana on 21 November. The Irish invitation, 
however, and the invitations to such other states as Austria, Finland 
and Portugal who were not members of the United Nations, were 
subject to the qualification that they would confer no voting rights at 
the conference. In the inter-departmental conference which followed, 
Finance argued that Ireland would have no influence if she had no 
vote and that the Havana conference was likely to be prolonged and 
expensive of money and of staff time. But the Department sub- 
sequently relented in the face of strong pressure from Industry and 
Commerce (as the Department whose officers would go) and from 
External Affairs (who changed their minds because of British and 
American representations that Ireland should attend — the Ameri- 
cans pointed out that Ireland was ‘‘the only country outside the 
Iron Curtain which had been invited and had not accepted”’). Finally, 
and decisively, the Minister for Finance, Frank Aiken, told McElligott 
that he was “‘keen”’ on Irish representation at Havana.” 

In the meantime the issue of Irish membership of the IMF, which 
had begun business on 1 March 1947, had come up again. Finance 
were still unenthusiastic and, in a memorandum to the government at 
the end of October, prepared in consultation with the Central Bank, 
would not go beyond saying that although they were “not opposed to 
the objectives of the Fund there appears, on present information, to 
be no strong reason for declining to seek membership.” Finance were
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cooler still about membership of the IBRD, pointing out that Ireland 
might anyhow be ineligible for membership as a creditor state (be- 
cause of the sterling balances accumulated during the war), and 
recommended that informal inquiries be made through the Central 
Bank as to what terms might be obtained if they applied.” The next 
week, during the Anglo-Irish trade talks in London, the British for- 

mally pressed Ireland to join, but Lemass would only promise that 
his government would give “very careful consideration” to Sir 
Stafford Cripps’s proposal that Ireland should agree to join the IMF 
and IBRD in an effort to “‘tap all possible sources for dollars’’.* This 

British tendency to see the IMF as a method whereby they might be 
relieved from Irish dollar demands on the sterling area pool can have 

done nothing to make Finance warm to that institution. Joseph 
Brennan, following his informal inquiries as approved by the govern- 

ment, was equally sceptical about the benefits of membership and 
argued that, since Bretton Woods, “‘the international situation has 

not developed generally in a manner conducive to safer international 
investment”; he felt that the only case that could be made for Irish 

membership of the Bank was “that membership of the Fund implies 
membership of the Bank and on the broad interest of promoting 
international economic co-operation for the purpose of expanding 

world trade”. For this reason and subject to the quota and share 
allocation which the Bank might decide upon for Ireland not being 

‘‘unreasonable’’, Brennan saw no objection to seeking membership.” 

Given Brennan’s and McElligott’s mutual reluctance to tread other 

than warily or to step from behind the traditional shelter of the ster- 

ling area into a wider world, and given the fact that the 1948 general 

election was pending, it was hardly surprising that the government 

should decide to do nothing for the moment — one of the elec- 

toral planks of the new and successful opposition party, Clann na 

Poblachta, was the repatriation of sterling assets and such an exer- 

cise in international banking might thus have become a party 

political issue. Nor did the new, inter-party government show any 

enthusiasm for grasping this particular nettle when they came into 

office and, after Finance had brought them up-to-date on the situ- 

ation, the matter slid from sight. 
One reason for this was that, from April 1948, “‘Ireland’s dollar 

deficit began to be covered by Marshall Aid’’.”* Since the board of the 

IME had decided upon a policy of insisting that any of its members 

who were receiving Marshall Aid should only draw from the Fund’s
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resources when “absolutely necessary”’,’’ Finance saw little point in 
pressing for membership. They urged instead that Ireland should join 

the Bank for International Settlements — a body first organised as 

far back as 1929 by the Young Committee on Reparations and one 
which the government, acting on Finance’s advice, sought to join in 
1930. This earlier application was rejected on the grounds that the 
Currency Commission could not properly be described as a central 
bank since it was entrusted only with the regulation of currency and 
not with the regulation of credit.*® McElligott revived the question 
twenty years later: by 1950 the Currency Commission had been 
elevated into the Central Bank and McElligott saw the Bank for 
International Settlements as a desirable alternative to the IMF and its 
associated bank. In fact it had become customary to invite Brennan, 
and the other governors of the central banks of European countries 
who were not members, to the annual meeting of the Bank for Inter- 
national Settlements. After an interview with the Minister for 
Finance, Patrick McGilligan, Brennan took informal soundings at the 
1950 meeting as to whether Ireland should again seek membership; 
he reported that the Bank was now anxious to recruit what new 
European members it could and strongly urged that Ireland join, a 
recommendation which was approved by the government in August 
and by the board of the Bank on 29 October 1950. 

The question of Irish membership of the IMF, however, remained 
in abeyance for almost a decade after 1948 and was not again 
brought before the government until February 1957 when the 
proposal of the then Minister for Finance, Gerard Sweetman, that an 
informal approach to the IMF to ascertain what the reaction to an 
Irish application for membership might be, and what obligations 
membership would involve, was quickly approved.®? When Whitaker, 
by then Secretary of the Department, went to Washington before the 
end of the month to interview the IMF officials, he found that “‘ good- 
will prevailed at all stages’ of his visit: “the customary opening 
inquiry was why had we delayed until now’’.!“° The considerations 
which had earlier militated against an Irish application to join the 
IMF had by now evaporated without trace and, on 18 April 1957, 
the Fianna Fail government, which had returned to office the 
previous month, duly decided to proceed with the application and to 
draw up the necessary enabling legislation. 

This long, thirteen-year saga of Finance attitudes to membership of 
the IMF well illustrates the slow and painful transition from the
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claustrophobic world of the war years to the wider modern world, 
which is a dominant theme in the history of Finance in this period. 
Why, indeed, as the IMF officials asked Whitaker in Washington in 
1957, did Ireland delay so long? One answer lies in the Finance 
officials’ lack of opportunity to gain experience in international 
finance. For the first ten years of independence, when Ireland was 
a dominion of the British Commonwealth and when sterling was 
more secure than it ever was subsequently, there was neither op- 
portunity nor incentive to look at the outside world other than 
through what we might describe as sterling-coloured spectacles. 
Neither the narrowing experience of the economic war nor the 
isolation consequent upon neutrality in World War II did anything to 
inculcate a broader, more internationalist outlook. Nor must we 
divorce the world of international banking and finance from other 
aspects of national life: there is an obvious analogy to be drawn 
between Ireland’s delayed admission to the IMF and her deferred 
admission to the United Nations, even if in the latter instance 
admission was a declared government policy from the outset. It is 
important also to distinguish between the experience gained in ex- 
ternal affairs in the thirties and forties and the lack of any compar- 
able experience in the financial sphere: in these decades the constant 
assertion of political independence lay at the very centre of the Irish 
experience; no such assertion of financial independence had been 
deemed necessary by the country’s political leaders. Given these cir- 
cumstances and the fact that McElligott and Brennan, the most impor- 
tant of the officials responsible for the formulation of policy in this 
area, shared attitudes which had been held over a quarter of a century 
of continuous power, it was perhaps inevitable that the reaction to the 

post-war changes in international finance should have been so 
cautious. 

Lastly, and most important: neither the character of the Irish 
balance of payments nor the Irish dependence upon sterling admitted 
of any alternative policy. The fact was, as T. K. Whitaker publicly 
observed some years later, that “over 97%” of Ireland’s external as- 

sets were in sterling because 

... Ireland’s earnings abroad are virtually all sterling earnings. About 90% 

of Irish exports are consigned to the United Kingdom and most of 

Ireland’s invisible income... comes from the United Kingdom. British 

goods form roughly 50% of Irish imports and normally all Ireland’s 

payments abroad are made through the medium of sterling. . . . Such is
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the preponderance of sterling assets that it does no violence to the facts to 

treat the expressions “‘external assets” and “‘sterling assets” as virtually 

synonomous. 

This preponderance, moreover, had increased dramatically as a 

result of the war and the enforced contraction in imports: hence 

Ireland’s external assets (which had neither increased nor diminished 
by as much as £5 millions in a single year between 1933 and 1939, 
and which had fallen by £5-5 millions over this period as a whole) 
grew by £14-3 millions in 1941, £26 millions in 1942 and by £32-35 
millions in each of the last three years of the war.'”! Significantly, too, 
so far as Britain and sterling were concerned, the end of the war did 

not herald the end but rather the beginning of financial crisis in 

Europe. Ireland’s accumulated sterling assets ensured that that crisis 
demanded the close and continuous attention of the officials of the 

Department of Finance. 
But, before moving on to a consideration of the 1947 dollar crisis, it 

is necessary to look briefly at certain other developments in 1945—46. 

These were the years of Frank Aiken’s tenure of office as Minister for 

Finance. Just as the beginning of the war had seen a ministerial 

reshuffle requiring Lemass to go to the new Department of Supplies, 

his replacement by MacEntee as Minister for Industry and Commerce 

and the latter’s replacement by Sean T. O'Kelly, the Tanaiste and 

hitherto Minister for Local Government and Public Health, so the end 

of the war saw another reshuffle occasioned by O’Kelly’s victory in 
the 1945 Presidential election: Aiken, Minister for Defence in the 

thirties and the Minister for Coordination of Defensive Measures 

during the Emergency, succeeded him on 14 June 1945. 
Aiken, “who had asked de Valera for the ministry’’,' proved a 

“dogged and inquisitive” minister who was much more strongly 
drawn to certain economic ideas of his own than had been any of his 
predecessors in Finance.'” He believed, in particular, that “the State 
ought to be pumping money into the economy on a ‘social credit 
basis’ ’” — a view most commonly associated with the economic ideas 
of Major C. H. Douglas which enjoyed a certain vogue among the 
heterodox in the nineteen twenties and thirties!** — and he was 
“intrigued by the ability of countries to finance the cost of the war by 
bank credit and by the efforts of Hugh Dalton, then Britain’s 
Chancellor, to force down bank interest rates and thus the cost of 
post-war reconstruction.’’'° McElligott reacted to the possible
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Propagation of such unwonted economic heresy from within the 
Department by giving T. K. Whitaker the special assignment of 
acting as personal advisor to Aiken on monetary theory — an 
assignment which led to a “relationship of mutual respect”’!”® between 
the two men and also to Whitaker’s publication, in 1947, of a 
monograph on ‘Financing by Credit Creation’. While it was not, 
and is not, unusual for principal officers in the Department of Finance 
to brief the Minister upon matters about which they possess specialised 
knowledge,'” it was unprecedented for a twenty-eight-year old 
assistant principal to enjoy the right of continuous access to his 
Minister in so broad and important an area. Whitaker’s assignment 
was recognised by his colleagues as marking the beginning of the 
period when his influence within the Department became increasingly 
pronounced" and which was to culminate in his appointment as 
Secretary in 1956, 

Aiken’s tenure of office was also marked by a growing concern 
within the Department with the need to reduce state expenditure. 
“Ministers for Finance all over the world”, Sean T. O'Kelly had 
declared in what was to be his last budget speech,’ “have in the last 
five years been creating new records in the matter of state expen- 
diture, supporting this by taxation and borrowing at unprecedented 
levels. Belligerent and non-belligerent countries alike have been affec- 
ted”, he said, before going on to hope that the end of the European 
war would “‘usher in a period when the unparalleled calls on our 
Exchequer and on our taxpayers will come to an end.” Post-war 
development, he argued, “can become a reality only if the cost of 
supply services after the war is radically curtailed and if the emer- 
gency services, such as food and fuel allowances and subsidies, disap- 
pear. ... The country cannot carry the double burden of emergency 
services and post-war development.” McElligott referred again to 
these matters in a draft memorandum which he proposed to circulate 
to the government in October 1945 after Finance had already come 
under pressure from Sean Lemass, as Minister for Industry and 

Commerce, to introduce taxation reliefs for industry akin to those 
introduced in the British Income Tax Bill of 1945. This pressure had 
been resisted and McElligott now argued that his minister should 
inform the government that, while he was “keenly aware of the 
necessity for granting taxation reliefs in the interests of stimulating 
production and employment and reducing the present high cost of liv- 
ing’’, he believed “that reliefs must be withheld until the present high
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cost of the supply services, including emergency services, is reduced” 

and that, “having regard to the amount of the Exchequer’s present 

and prospective liabilities, he could not see his way to recommend 

any reduction in taxation unless substantial reductions in budgetary 

expenditure have been secured.’’"° 

Although Aiken refused to agree to the circulation of this particular 

memorandum, it may be seen as an early variation of a theme to 

which Finance were to return again and again in the coming months 

and which found especially forceful expression a year later in a 

memorandum from the Minister for Finance on the subject of further 

increases in the cost of state services. The tone of this document, from 

its very first sentence, dramatically illustrates the pessimism which 

coloured the Finance view of the post-war world: 

This is a small country. It has a small population which is still dwindling, 

and limited national resources. The age constitution of the population is 

bad and is growing worse. Our economy is mainly agricultural and at 

that consists chiefly of small farms. Our economic position was relatively 

stagnant for a long period before the war. It has not since improved. 

Although there has been a 50% increase in the value of our sterling assets 

their purchasing power is no greater than before the war owing to the rise 

in the British price level. It is doubtful if these increased savings will make 

good the capital deficiency of the war years, but so far as they are used for 

this purpose the real income from the remainder will be considerably less 

than before the war. 

Exports of industrial products from here have always been limited and 

show little or no prospect of any material expansion. They are confined 

for practical purposes to beer, whiskey, textiles and biscuits, where we can 

spare them after meeting our own requirements. 

In the case of agriculture, we have lost the power to compete in butter, 

bacon and oats. Cattle are the mainstay of our country’s export trade, 
with poultry, eggs and canned meat as subsidiaries. 

The excess of imports over exports in the first six months of this year 
amounted to £15 million, which is equal to the total annual excess in the 

pre-war period. This shows our dependence on imports in many 
directions, which is now obviously greater than ever in order to make up 

war arrears of maintenance and replacement of plant, to replenish stocks, 

restore the fertility of the soil, etc. Forty per cent of our exports are to the 

UK and all our foreign investments are there. Our requirements of hard 

currencies have grown with our need to make up for wartime deficiencies 

and with our increased interest in aviation. If all our accumulated sterling 

is not to be freely convertible into scarce currencies for some years to
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come, it may be necessary to adopt a policy of limiting imports during 
that period. 

At the same time our export capacity has been reduced. It is likely to be 
a long time before we again make our appearance as sellers in the British 
butter or bacon market... . It is a weakness of our position that we can 
sell our surplus agricultural products only on the British market and that 
in any single line we provide only a small proportion of its total 
requirements. Even during the war when a food-producing country 
might be thought to have exceptional advantages the terms of trade 
turned against us. The extension of bulk buying into the post-war period 
is in these circumstances a highly unfavourable development from our 
point of view. 

The volume of agricultural production, excluding turf, shows no 

tendency to expand. Many farmers are abandoning lines of production 
which involve hired labour. No less serious perhaps than the wage 
question in regard to agricultural labour is the question of hours and of 
holidays for whole or half days. This does not fit in with what may be 
called the farm cycle, and its inappropriateness is particularly marked in 
the case of dairying. There is a tendency to get out of the dairying 
industry notwithstanding that the country is particularly suited to it, and 
the production of milk is declining. 

A budget of £54 millions (excluding provision for capital items and 

Transition Development Fund) on such a narrow basis resembles an 

inverted pyramid. Even with this unstable position proposals are still 

pouring in to the Department of Finance for further expenditure from 

other Departments and from State-sponsored organisations. Few of the 

proposals are productive in the economic sense and if adopted they will 

give rise to increased taxation, even if financed by borrowing at present 

low rates of interest . 
The overhead expenses of running this country are already immense. 

The all-in cost of the civil service in the current year amounts to about 

£8,550,000 as compared with £8,100,000 last year and £5,900,000 in 

1939. The percentage increase in total costs over the pre-war figure is 

44%, due partially to increase in numbers. !"! 

The devastingly bleak diagnosis was, inevitably, coupled with a no 
less gloomy prescription. After reiterating the trenchant appeal for 
economy which had appeared in the Department’s estimates circular 
earlier that month, the Finance memorandum argued that this appeal 

would be reduced “‘to a farce if substantial increases in public expen- 
diture are to be permitted’’. It argued, too, that it would be “‘much 

better to reduce the cost of living than to give increased pay’’ and
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referred to the danger of “‘inflationary pressures on prices accentuated 

by budget deficits covered by borrowing”. 

The problem of controlling wage increases was then a particular 

preoccupation of Finance. The Emergency Powers Orders (notably 

the Wages Standstill Order of May 1941) which had held down 

industrial wages since 1941-42 were finally repealed in 1946-47; this 

year saw also the passage of the Industrial Relations Act, under the 

sponsorship of Sean Lemass as Minister for Industry and Commerce, 

which provided for the establishment of the Labour Court. Finance 

were apprehensive of the possibility that the chairman of the Labour 

Court could decide “‘by his single will the outstanding and most vital 

of all questions of public policy today”: namely, the size of wage and 

salary increases; and they feared that he would “‘naturally be inclined 

to yield most to the side which is most vigorous and tenacious in any 

dispute ... usually the trade union side”. Finance argued that for 

these and other reasons (among which was the irksome fact that the 

powers of the chairman of the Labour Court were “‘in many ways”’ 

greater than those of the Governor of the Central Bank), the govern- 

ment should exercise the right — “not expressly stated in the Act’’ — 

of ensuring “‘that it shall be consulted as to the policy the Court 

should pursue ‘in the public interest’ when ... deciding the value of 
our money by making recommendations which determine the value 

of goods and services in relation to the supply of money.” A declar- 
ation that ‘“‘a decrease in the number of hours worked, unless ac- 

companied by a sure guarantee of increased output” was unjustified 

under existing circumstances and another rejecting any “general cam- 

paign by all sections of the community to compensate themselves in 
full for the increased cost of living since 1939” were among the 
principles which Finance suggested that the government should lay 
down for the Labour Court’s guidance.'” 

There followed, in December 1946 and January 1947, a bitter and 

prolonged controversy about the effect of wage increases on prices, in 
which memoranda from Finance, Industry and Commerce, Agri- 

culture and, not least, from Brennan as Governor of the Central Bank 

were exchanged.'!’ Finance argued in vain that the government should 
hold down wage increases to 40 per cent or below of 1939 levels, and, 

by 6 January 1947, McElligott was already minuting gloomily that 
“the Trade Unions and the Labour Court have by their single or 
combined pressure obtained increases exceeding 40, 50 and 66 per 
cent, accompanied at the same time by reduced working hours and
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other improvements in conditions, which will inevitably add to the 
cost of goods or services produced.””!"* By the end of July he saw “‘the 
need for action to avoid any major economic crisis” as “more and 
more evident.”’!!5 The action he recommended to his Minister, follow- 
ing the announcement on 1 August 1947 that CIE workers were 
seeking further wage increases, was nothing less than “the imposition 
of a new Standstill Order on wage, salaries and profits” against the 
background of a British government statement that they intended to 
announce special measures to deal with their own economic crisis in 
the following week.'!* But not even McElligott anticipated how great 
the impact of the British measures upon Ireland would be and it is to 
Finance’s reaction to those measures that we must now turn. 

IV: The Dollar Crisis of 1947 

The dollar crisis burst upon the Department of Finance on 21 August 
1947 when Owen Redmond — McElligott was on leave — called a 
special meeting which was attended by leading officials from Industry 
and Commerce, Agriculture, External Affairs and his own Depart- 
ment. Redmond read to the meeting a special communication from 
the British to the Irish government which the British representative in 
Dublin, Lord Rugby, had given to the Taoiseach late the previous 
night. The British communication 

. . set out the circumstances in which the United Kingdom Government 
have been forced to drastic action to endeavour to prevent a complete 
breakdown of trade between the Sterling Area countries and the dollar 
and other non-sterling countries. This would include the suspension in part 
of the sterling convertibility provisions in the Anglo-American Loan 
Agreement (so as to minimise British dollar requirements in respect of 
non-Sterling Area countries), severe curtailment of the United Kingdom 
import programme (to reduce foreign exchange requirements generally in 
respect of the United Kingdom itself) and discussions at an early date with 
the governments of the other members of the Sterling Area as to the scale 

on which dollar and other foreign exchange expenditure could be 
contemplated in future. It was indicated, however, that relying on the 

exchange control restrictions imposed in the Sterling Area countries, the 

United Kingdom Government hoped to continue to provide conversion 

facilities for their essential requirements, which it was hoped would be 

kept as low as possible. A discussion with the Irish Government at an early 
date was suggested and an estimate of our foreign currency requirements 
was requested.'!”
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Although the meeting could do little more than set in train the 

arrangements for the compilation of the necessary figures, a significant 

division of opinion between the different departments immediately 

emerged. The Industry and Commerce representatives said that “they 

felt strongly” that their minister would argue for the inclusion of the 

full Irish requirements and that no reductions should be contemplated 

“until the British put all their cards on the table. They doubted 

whether the British action was motivated in reality by foreign 

exchange exigencies” and stressed that at no time had they “regarded 

themselves as restricted in any way by exchange control’’, arguing 

that “‘there was no reason why Great Britain’s balance of payments 

difficulties should unduly concern us here”. The officials from Agri- 
culture generally supported this view. The Finance representatives 

(Sarsfield Hogan and Sean Murray), however, took a very different 

line, arguing 

that the informal agreement under which our foreign exchange 

requirements have, up to now, been provided was at all times generously 

honoured by the United Kingdom authorities, even in the most difficult 

years of the war. They had never set hard and fast limits to our foreign 

expenditure but had been content to rely on the discretion of our 

exchange control in determining what was reasonable, even when the 

exercise of this discretion resulted in expenditure on commodities which 

the British themselves were foregoing. If, in putting forward our estimate 

of needs, we ignore the obvious reality of the economic situation, 

confidence in our good faith will be impaired, our bargaining position 

tactically weakened, and disproportionate sacrifices may well be imposed 

on us. Apart from these considerations, the prevention of the collapse of 

sterling is so vital to our interests, that our approach to this matter must be 

realistic. and constructive. Accordingly, we must be prepared to effect 

import economies.''® 

These considerations were central to the line adopted by Finance 

throughout the crisis. When, on 4-6 September 1947, McElligott, 

Hogan and Murray went to the Treasury for a series of informal talks 

with Rowe Dutton, McElligott emphasised that, following his own 

consultations with the Taoiseach and the Minister for Finance, he was 

authorised to say “that the Irish Government are anxious that 

confidence in sterling should be maintained” and that they would 
‘“co-operate in measures to that end” provided that such measures 
would “enable Ireland to provide to the fullest extent for the 
utilisation and development of her productive resources.””!!? The same
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point was more formally made in an aide-mémoire, handed by de 
Valera to Lord Rugby on the same afternoon, which called for 
Anglo-Irish discussions covering not merely the immediate financial 
crisis “but the whole field of trade betweeen the two countries,’”!2° 

The gravity of the crisis was heavily underlined by Rowe Dutton in 
his opening discussion with the Finance officials. He first outlined its 
origins — the American insistence upon the conversion of sterling 
into dollars at will as a condition of their loan of £33 billion worth of 
dollars in December 1945, and the fact that, since convertibility 
became effective on 15 July 1947, “every country that could turn 
sterling into dollars hastened to do so’. He then adverted to the 
subsequent American acceptance that the arrangement must be 
suspended subject to all economies being taken to “‘hasten a return to 
full convertibility’’ and declared that the only policy open to his 
government was to use their reserves in the hope that they could 
“hold the position for six to nine months when the so-called Marshall 
Plan might come into operation ... If it does not materialise the 
dollar famine will become absolute’. The ‘dominant note of his 
remarks’”’ was that there is no “‘‘must’ in relation to future claims on 
dollars; if they are not there, and they will not be there in a very short 
time unless all sterling area countries retrench, it will be useless at that 
stage to regret not having taken the necessary measures earlier.” 
Hence the necessity of the proposed sterling area talks to coincide 
with a forthcoming London meeting of the IMF and, emphasised 
Rowe Dutton, the British government wished “‘very much that Irish 
representatives would take part in the talks, but they did not want to 
invite Ireland if Ireland did not wish to be asked.’’!?! 

McElligott’s reply was that, if the separate bilateral Anglo-Irish 
trade talks desired by the Irish government could be arranged, ‘‘an 
invitation could be issued to Ireland to attend the sterling area discus- 
sions without fear of rejection’’.’** Nevertheless in further discussions 
the same day with Sir Edward Bridges, the Permanent Secretary to 
the Treasury, McElligott stressed that 

... his Ministers regarded it as fundamental that such bilateral discussions 
should cover a very wide field relative to the supplies of essential com- 
modities to Ireland by the United Kingdom, thus saving foreign exchange 
and enabling Ireland’s productive capacity to be increased, a development 
which would in turn lead to a saving of foreign exchange by Britain if 
they replaced dollar imports of food by importing the produce of in- 
creased Irish agricultural output .. .
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Mr McElligott pointed out that, from the political angle, it was re- 

garded as fundamental by his Ministers that they should have the fullest 

information as to the prospective deficits of the United Kingdom and of 

other sterling area countries, and of the reserves available and of the 

sacrifices to be made to meet the situation ... Certain savings in dollars 

could be applied in Britain without serious effect on employment, 

whereas a similar saving in Ireland would lead to difficulties.’ 

The first round of talks between Treasury and Finance officials con- 

cluded with Rowe Dutton’s pressing strongly for a detailed estimate 

of the immediate dollar economies which Ireland could effect and of 

her minimum requirement of dollars for the next nine months and 

McElligott’s indicating that such immediate assessments were impos- 

sible and arguing that Ireland should receive special treatment in the 
crisis; “‘in particular he stressed that Ireland had before the war 

acceded to a request by Britain that she would not convert her ster- 

ling holdings into gold or dollars” and this “should not be overlooked 
now when such conversion was no longer practicable.’’!** But Rowe 

Dutton showed no inclination to entertain such a proposal. 

The Sterling Area Conference took place in London from 19 

September to 6 October 1947 and was attended by representatives 
from Australia, New Zealand, South Africa, India, Pakistan, Southern 

Rhodesia, Burma and Ceylon, in addition to Irish and British repres- 

entatives. The bilateral Anglo-Irish trade talks and other discussions 

between Finance and Treasury officials took place within the same 

period. The instructions given on the government’s behalf to the 

Finance officials in London on 19 September, following discussions 

between members of the British cabinet and the Taoiseach, Tanaiste, 

and Ministers for Finance and Agriculture, were: 

1. That they “‘should take the line that there is still in existence in 
Ireland a strict foreign exchange control on the same broad 
lines as the United Kingdom control’ and that the best 
estimate of their foreign exchange requirements “‘for trade and 
non-trade purposes’’ for the next nine months was about £64 
millions of which the dollar content, after deduction for dollar 
income, was £24 millions. 

2. That they should decline to indicate what reductions might be 
effected in that estimate “‘until the Irish Government has 
knowledge of what the United Kingdom is prepared to do in 
the way of furnishing essential supplies to enable our agricul-
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tural and industrial output to be increased”; it was calculated 
that about another £10 millions of dollars might be saved “‘if 
alternative supplies of the commodities in question are made 
available from the sterling area’’. 

3. No indication of just what savings might be made should be 
given unless the British “firmly bound themselves to make 
available certain supplies, e.g. coal”, 

4. In the event of the British contending that the trade negotia- 
tions would take time while dollar savings could not be post- 
poned, they should reply that “‘(a) there are political con- 
siderations involved which make it difficult for the Irish 
Government to ask their people to submit to austerities and 
sacrifices without being able to tell them at the same time that 
there is an assurance, definite and binding, of better supplies 
and better terms from the United Kingdom, and (b) that the 
same savings which can be made in the United Kingdom can- 
not be carried out in Ireland without a relatively greater 
degree of sacrifice and upset to national economic interests.’”!25 

The sterling area conference negotiations were long and complex 
and their details, in as much as they hinged upon questions of supplies 
and thus fell within the spheres of Industry and Commerce and 
Agriculture rather than Finance, need not detain us. The inflexibility 
of the Irish delegation’s negotiating instructions, however, caused 
problems for Finance. The Treasury, wrote McElligott to his Minister 
from London, regarded “the reduction of dollar expenditure as of 
paramount importance ... independently of the outcome of the 
bilateral negotiations”; and he suggested that he and his colleagues 
‘““may appear in a invidious light” if they continued to withhold 
information as to the dollar savings they might effect.!?° But the 
Taoiseach, following further and fruitless talks in London between 
himself and the British Prime Minister and Chancellor of the 
Exchequer on the same day that McElligott wrote, hoped for “‘an 
improvement in the British attitude and instructed the delegates to 
persevere in their efforts to achieve their objects.’ Subsequent 
government confirmation that their delegation should continue the 
“policy of not promising any cuts in expenditure until the British side 
would show that they are ready to meet us in our requirements’”!?* led 
to a difficult conversation between Finance officials and Rowe Dutton
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who observed that it was ‘“‘a source of worry to him that there was so 

much ‘if’ in the Irish talks’. He also said that, while “he would like 

the talks to be useful .. . it was very difficult to make progress when 

it looked as if it were merely a question of how far the United 

Kingdom can go towards meeting Ireland’s requirements’. However, 

McElligott, when repeatedly pressed on the point, was only prepared 

to offer “his personal view” that economies in dollar expenditure 

would be forthcoming and said that he could give “no official as- 

surance to this effect until a satisfactory conclusion had been reached 

regarding supplies and agricultural prices’’.'?? The Irish delegation 

held out to the end and Finance’s memorandum for the government, 

after the conclusion of the sterling area conference, noted that ““pend- 

ing the outcome of the bilateral negotiations no indication as to pos- 

sible economies in dollar and other foreign exchange expenditure has 

been given by the Irish to the British Government’’.!°° 

The bilateral negotiations were resumed in the form of ministerial 

talks held in Downing Street on 3-4 November 1947, which were 

attended by the Taoiseach, the Tanaiste, the Ministers for Finance and 

for Agriculture, the Irish High Commissioner in London and by the 

British Prime Minister, the Chancellor and six other British ministers. 

The talks resulted in agreement on “‘various practical steps designed 

alike to increase the exchange of goods between the two countries and 

to strengthen the balance of payments position of the sterling area as a 

whole, including measures to effect substantial reductions in dollar 

requirements.” The supply of British coal, together with other 

specific industrial and agricultural requirements, came in for special 
attention and it was agreed that a joint standing committee of British 

and Irish officials be established to implement the agreement.'?! 

In the meantime the dollar crisis continued unabated and, on 21 

November 1947, the Irish High Commissioner in London, J. W. 

Dulanty, together with other High Commissioners from countries 

within the sterling area, was summoned to an emergency meeting at 

the Commonwealth Relations Office. This was called by the British 

because they needed quicker and more regular information about 

dollar expenditure since the Treasury was concerned that if the drain on 
its dollar reserve continued “‘at the present rate .. . it would be catas- 

trophic” and they accordingly proposed that regular fortnightly meet- 

ings should be held over the next twelve months.'** Dulanty felt that 
Ireland should be represented on this body and suggested Sarsfield 
Hogan as Finance’s most appropriate representative, a suggestion
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which McElligott accepted and the Taoiseach approved — a very 
necessary step in the light of Ireland’s highly ambiguous relationship 
with the Commonwealth and the political sensitivity of the implica- 
tions when a general election campaign had begun. The first meeting 
of the new body, the Sterling Area Statistical Committee, took place 

on 18 December 1947 and its terms of reference as then stated were: 

(i) to assemble forecasts of dollar and hard currency expenditure 

(ii) to set in motion any further machinery necessary to obtain prompt 

and adequate progress reports against these forecasts, and 

(iii) to study the progress made by the Sterling Area as a whole towards 

bridging the gap between dollar and hard currency receipts and 

expenditure.'*° 

The committee’s work dealt largely with technicalities and admin- 

istrative details but it is worth mentioning that the sense of 

continuing crisis was sufficiently acute to merit Cripps attending one 

of its meetings in person at the end of February to emphasise that 

point — when he again urged the desirability of Ireland’s joining the 

IMF.'4 The sense of urgency did not finally begin to ebb until the 

autumn when the flow of Marshall Aid dollars was under way. One 

indication that the committee’s proceedings had become of a more 

routine nature was Hogan’s less regular attendance, the task being 

delegated instead to one of the Irish High Commission’s London staff. 

However, the committee agreed upon in the Anglo-Irish trade 

negotiations of November 1947 — officially entitled the Standing 

Joint Committee on Anglo-Irish Economic Relations — was still- 

born. Officials from Finance, Industry and Commerce, External 

Affairs and Agriculture discussed the matter at a meeting held under 

McElligott’s chairmanship at the end of November when they were 

informed of a British proposal that the committee should meet quar- 

terly and alternately in Dublin and London under the chairmanship of 

officials from External Affairs and the Commonwealth Relations 

Office. The Irish officials saw no difficulty about this, other than feel- 

ing that there need be no fixed frequency for meetings; they felt, too, 

that the committee was potentially so important as to argue that the 

permanent heads of the departments concerned should ordinarily be 

nominated to act on it.“5 Two months later External Affairs forwarded 

a press release framed on these lines which announced the establish- 

ment of the joint committee to review Anglo-Irish trade relations and 

to consider “the feasibility, within the limits of the economic policy of
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each country, of further measures of mutual advantage.’’ Although 
the Fianna Fail government approved the press release, after pressure 
by Finance upon External Affairs that they do so, it was never issued, 
for on the very next day, 18 February 1948, Fianna Fail left office for 
the first time in sixteen years.



CHAPTER TEN 

The Department of Finance and the First 

Inter-Party Government 

The years of Fianna Fail government from 1932 to 1948 were, from 

the Finance viewpoint, “‘if not the winter of discontent, a long grey 

autumn” suggests an anonymous profile of McElligott, published in 

the first issue of Administration when he became Governor of the 

Central Bank. “In the brief St Martin’s summer of 1948”, it con- 

tinues, 

old hands in the Department of Finance, once more alert, aggressive, 

successful, looked back on the sad sixteen years just ended, a period of 

attrition at the hands of departments under Ministers capable of getting 

their way in money matters; a period for Finance of constant retreat and 

guerilla delaying actions, with never an offensive except for a short burst 

when the war broke out, reduced to the beggarly expedient (one hesitates 

to use the term lest it should be construed an insult!) of Fabian warfare. 

Though the prospect seemed so hopeful what resulted was no victory. 

Fabius had to retire to far winter mountains, fighting rearguard actions all 

the way. By 1951-52 the estimates volume showed a figure of £83 

million, and there was no longer a single budget to balance: birth had 

been given to a second, for capital works. The third great balance, the 

Balance of Payments, had soon consciously to be struck. As for the old 

Finance hands — by now their thumbs were through their gloves!’ 

Such is one appraisal of the impact on Finance of the first 

inter-party government. These years are also significant, John A. 

Murphy has recently argued, because “the beginnings of economic 

planning are to be found in this first coalition period, predating by 

seven years T. K. Whitaker’s famous memo ... which is still popu- 

larly believed to be the point of departure for government econ- 

omic programming.” 
The focal point of this development was the publication of Ireland’s 

Long-Term Recovery Programme, published as a government White 

Paper in January 1949 at a time, Murphy writes, when_ the 

405
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Department of Finance was “‘apathetic, if not hostile, to the idea of 

economic programming and it is noteworthy that responsibility for 
producing the White Paper rested with the Department of External 

Aftairs under Sean MacBride and the department’s secretary, F. H. 

Boland”. Although the senior officials most intimately concerned 
with the preparation of the programmes in the Department of Finance 
a decade later would consider Professor Murphy’s statement to be, at 
best, an exaggeration — Dr Whitaker has noted that ‘no one who 
took part in preparing the Recovery Programme (and that includes 
myself) ever looked on it as a development programme, but rather as 
an exercise that had to be undertaken to persuade the Americans to 
give us Marshall Aid’? — it does illustrate how, after 1948, ministers 
and government officials alike became increasingly concerned with 
framing a longer-term financial and economic policy than had pre- 
viously been contemplated.” The days of ad hoc, year-to-year, finan- 
cial management were clearly numbered. 
How, then, did the 1948 change of government affect Finance? 

How did Finance react to Marshall Aid, that first great milestone in 
the path leading tortuously but inexorably to increased Irish 
involvement in European affairs? The answers to such questions are 
highly political in as much as they are inextricably bound up with the 
changing nature of Irish party politics in the post-war era. Yet the 
historian of the Department of Finance cannot sidestep such questions 
without misrepresenting the significance of what happened in Finance 
at this time. It is to be hoped that the material in this chapter will help 
us to arrive at certain general conclusions which, while relevant to the 
history of Irish party politics, are in no way irrelevant to the history 
of the Department. 

Why is such an apologia now necessary when nothing of a directly 
comparable kind has been proposed in respect of any earlier part of 
this work? The answer, briefly, is that major questions concerning the 
direction of Irish financial and economic policy became more highly 
politicised, in public at least, at the end of the nineteen forties than 
ever before in the history of the state. Indeed the relative lack of 
public interest in economic policy qua economic policy is a re- 
markable feature of the first quarter of a century of the state’s his- 
tory. The reasons for it are clear enough: the Treaty split, the civil 
war, partition — all gave rise to a continuing national obsession with 
the British connection and ensured that political debate would be 
conducted almost exclusively in terms of the nature and achievement
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of national sovereignty. By the end of the war that debate lacked the 

compulsive power of earlier years. The 1937 Constitution, the 1938 

Anglo-Irish Agreement and the successful conduct of the policy of 

neutrality throughout the war sufficed to convince most Irishmen that 

sovereignty had been attained and exercised; the final proof, if such 

were needed, lay in the inter-party government’s decision to repeal 

the External Relations Act and in the enactment of the Republic of 

Ireland Bill. Fianna Fail’s defeat in the 1948 election — a defeat 

generally attributed by historians to low wages and rising prices’ — 1s 

in itself perhaps a notable testimony to the emergence of economic 

policy as the predominant electoral issue for the years which fol- 

lowed. Britain’s financial difficulties, moreover, and the doubts which 

they raised about the convertibility of sterling, further contributed to 

this process. 

This politicisation of financial policy was further enhanced by the 

multi-party nature of the new government. That, for the first time, 

the members of the government were drawn not from the ranks of a 

single party but from four separate parties prevented that easy con- 

sensus about the foundations of financial policy which was charac- 

teristic of one-party government. Differences in government between 

the Minister for Finance and the ministers of the spending departments 

— commonplace, no matter which party was in office — were 

accentuated by ideological differences and inter-party antagonisms 

such as arose from the presence in government of the leader of the 

new and highly successful Clann na Poblachta party, Sean MacBride, 

and his colleague, Dr Noel Browne. 

MacBride’s appointment as Minister for External Affairs was 

especially significant for Finance. Even before the change of govern- 

ment, External Affairs — under the direction of a new secretary, 

F. H. Boland (the son, incidentally, of that former pillar of the Finance 

establishment division, H. P. Boland) — had begun greatly to extend 

its range of activities and area of influence. Ireland’s thwarted appli- 

cation for membership of the United Nations, her participation in the 

Paris conference on European Economic Co-operation in July 1947, 

her interest in the Marshall Plan and consequently in stronger dip- 

lomatic representation in the United States — were all factors in that 

process. An inspection of Finance’s archives, moreover, reveals an 

explosive growth in the volume of its records from 1946-47 onwards 

and a notable feature of this development is how much of the 

additional documentation came from the Department of External
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Affairs. Another index of that department’s new power and confi- 
dence was its insistence that all negotiations between Irish government 
departments and their British counterparts should be conducted under 
its auspices and that the practice of direct negotiation (which had been 
especially favoured by Finance and by Agriculture) should cease. The 
new role of External Affairs in 1946-47 is further borne out by some 
of the developments recounted in the last chapter, such as the ex- 
changes between Boland and McElligott about the International 
Trade Organisation conference at Havana and the recommendation 
that they should provide the Irish chairman of the proposed Joint 
Committee on Anglo-Irish Economic Relations. MacBride’s appoint- 
ment, then, as a strong, independent-minded and outward-looking 
minister powerfully reinforced tendencies which were already ap- 
parent in External Affairs at the very moment when the Marshall Plan 
ensured that department’s participation in areas of economic policy 
where they had not previously encroached and where they henceforth 
presented a new challenge to Finance’s authority. 

But there was another reason why MacBride’s appointment was 
particularly significant for Finance. He subscribed in general to the 
views on currency and credit enunciated in the Minority Report 
presented to the Banking Commission by P. J. O’Loghlen;> and such 
notable critics of the Finance attitude as Bulmer Hobson (whom 
MacBride recommended for appointment to the government’s ad- 
visory committee on the problems created by the British devalu- 
ation of September 1949)° and Mrs Berthon Waters (who was one of 
the more hostile witnesses examined by the Banking Commission and 
who wrote long memoranda for MacBride, at his request, with such 
titles as ““The Monetary Defence of Ireland”’ during the sterling crisis 
of 1949)’ were among those whom he consulted on economic and 
financial policy throughout his years in office. Even in his short 
period in opposition in 1947, MacBride had put down a series of ques- 
tions in the Dail on such subjects as the Irish acquisition of currencies 
other than sterling and Irish membership of the IMF,® which, coupled 
with his party’s inclusion of the repatriation of sterling assets in its 
electoral programme, clearly marked his antagonism towards Finance. 
MacBride himself has acknowledged his sense of “outrage” at the 
Finance attitude to the questions of economic planning and investment 
in Ireland from the moment he entered. office, and it is significant that 
both of the “conditions” he laid down for his party's participation in 
the coalition (that the government should provide the funds for a
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reafforestation programme and provide for the release of Hospital 
Trust funds for building new hospitals and sanitoria), while reassuring 
to Fine Gael — who feared that he might seek more stringent terms 
which they could not concede — were directly to affect Finance 
policies. MacBride also knew in advance of, and favoured, Patrick 
McGilligan’s being appointed Minister for Finance.’ While it seems 
unlikely that Finance officials knew what had been discussed by the 
participants in the coalition prior to its formation, MacBride’s public 

statements and his policies in office convinced them that for the first 

time since the state’s inception, financial orthodoxies were being seri- 

ously threatened from within the government." 

The practical effects of this may be best illustrated by again taking 

up the account of two developments whose earlier history, in 1947, 

we have already considered and by investigating how they were 

influenced by the change of government: first, the fate of the proposed 

Standing Joint Committee on Anglo-Irish Economic Relations and, 

second, the restriction of dollar expenditure consequent upon Ireland’s 

participation in the Sterling Area Conference. The Fianna Fail 

government, it will be recalled, had approved a press release an- 

nouncing the setting-up of the Joint Committee the day before they 

left office. An inquiry from Finance to External Affairs more than a 

month later, however, revealed that the papers had been referred to 

MacBride who decided that no action need be taken pending the 

opening of more general negotiations with the British. Finance made 

similar and equally fruitless inquiries of External Affairs about the 

progress of the project throughout 1948 and finally conceded defeat a 

year later when, against the background of the repeal of the External 

Relations Act and the establishment of the Republic, Sarsfield Hogan 

suggested to McElligott that the time was “hardly . . . opportune for 

reviving this matter” but that, if McElligott wished, he would “send 

a ‘naif’ inquiry” to External Affairs. McElligott agreed and no more 

was heard of the ill-fated Joint Committee."! 

Irish participation in the sterling area, however, was an established 

fact and could not just be pushed aside. Finance put forward what it 

saw as the essential issues in March 1948 in a memorandum to the 

government on foreign exchange requirements for the period 1 

October 1947 to 30 June 1948. The Department sought approval “for 

the control of dollar and other expenditure outside the Sterling Area’”’ 

in accordance with the assurances given to the British during the bi- 

lateral financial negotiations of the previous autumn which committed
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the government “‘to arranging that expenditure in the U.S. dollar area 
on all commodities and services be kept as low as possible and that in 
any event it will not exceed the agreed limit.’ Finance proposed, in 
particular, that such expenditure should not exceed a maximum of 
£11 millions, that maxima for specific purchases and payments be 
approved in accordance with an agreed table of detailed estimates 
which they provided, that any expenditure not so specified be refer- 
red “to an inter-departmental committee consisting of representatives 
of the Ministers for Finance, Industry and Commerce, Agriculture 
and External Affairs [yet another instance of the growth in prestige of 
that Department], which in turn would refer any points on which it 
could not reach agreement to a Cabinet sub-committee consisting of 
the Ministers mentioned”’, and that any major change in the pattern of 
expenditure be referred to the government. Finance stressed that 
“everything that has happened since the termination of the London 
negotiations renders more urgent the necessity for reducing dollar 
expenditure’’ and argued that, even if the European Recovery Prog- 
ramme, which grew out of the Marshall Plan and which was then 
before the US Congress, were to be implemented, “‘severe pressure 
on the sterling area reserves will continue.” They also proposed strin- 
gent control of other ‘hard’ currencies through the same committee 
procedures and the continued close supervision of the ‘easier’ curren- 
cies through the operation of their own exchange control division.” 
The government, following consideration of the matter at meetings 
on 15 and 19 March 1948, approved Finance’s proposals, although 
they hesitated before deciding against the alternative proposal of the 
Minister for Industry and Commerce, Daniel Morrissey, that the 
critical supervisory functions should be exercised by the economic 
committee of the cabinet — a body set up in the first instance at 
MacBride’s initiative!? and one which played a powerful role in the 
formation of economic policy throughout the life of the inter-party 
government. 

The committee set up as a result of Finance’s proposal, the exchange 
control committee, met for the first time on 14 April 1948 and was 
but one of several important inter-departmental committees under the 
inter-party government which helped resolve differences of opinion 
between departments over financial and economic policy — the for- 
eign trade committee and the sterling area committee were other ex- 
amples.'* Another such committee was concerned with the Marshall 
Plan and the European Recovery Programme.
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I: The European Recovery Programme 
The first seeds of the European Recovery Programme were sown in 
General Marshall’s celebrated Harvard speech on 5 June 1947. A 
month later, on 12 July, the conference on European Economic 
Co-operation began in Paris; Ireland was represented by a delegation 
which included Sean Lemass and F. H. Boland and, at the final ses- 
sion, Eamon de Valera, as Taoiseach and Minister for External Affairs. 
[reland’s interests were handled exclusively by External Affairs for the 
first few months and, from the outset, Finance were highly sceptical 
of the benefits which might accrue to Ireland under the scheme: “we 
cannot expect any measure of salvation from the so-called Marshall 
Plan”, McElligott witheringly observed in the course of a general 
review of economic prospects submitted to his minister on 1 August 
1948.'° Nor did the Department react any more enthusiastically to a 
Benelux proposal to the OEEC Committee of Financial Experts for a 

stronger central organisation. ‘‘Our interests in the matter”, wrote 

O. J. Redmond to External Affairs, ‘are obviously closely related 
to those of Great Britain because of the direction of our foreign 

trade and our position as a large sterling creditor.’””” 
These factors, which lead Finance to emphasise the desirability of 

the closest possible co-ordination between the British and Irish re- 

sponse to the Marshall Plan throughout this period, loomed large in 
the Department’s approach to the financial experts’ conference at the 

Treasury between 22-27 September, the opening session of which was 

attended by McElligott, Hogan and Whitaker. Whitaker, who repre- 
sented the Department for the remainder of the conference, made a 

statement on the 24th which declared that Ireland was “in a special 

position ... in not having any payments agreements with other coun- 

tries’, and because it conducted its transactions “with Continental 

European countries within the framework of the payments arrange- 

ments between the United Kingdom and those countries’. He made 

no reference to the possibility of any Irish action at the conference 
independent of this United Kingdom link.’* 

Things began to move more quickly, however, towards the end of 

the year and, on 25 November 1947, Boland told the inter-depart- 

mental committee meeting (called for the purpose of setting up the 

Joint Anglo-Irish Economic Committee) that it now seemed certain 

that the European Recovery Programme, at least in its broad outlines, 

would be approved by the American Congress. He also advised that 

Ireland should immediately prepare to make the best possible case
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about such matters as the financing of her long-term capital develop- 

ment before the Americans came to any final decisions which might 

prejudice Irish interests in respect, in particular, of the control and use 

of local currency funds resulting from American aid. There was a 

danger, he said, “that Britain might claim that such local currency 

funds held in Ireland should be applied in reduction of our claim 

against Britain on foot of accumulated sterling balances”’ and he felt it 

imperative that an inter-departmental working party be set up to con- 
sider this and related topics — such as the possibility of Irish partici- 
pation in the ITO and IMF.” 

External Affairs continued to make most of the running on the mat- 

ter and, on 19 January 1948, the inter-departmental committee on 

Ireland’s participation in the European Recovery Programme met for 

the first time. It consisted of representatives of Finance, External 

Affairs, Industry and Commerce and Agriculture, and Boland, as 

chairman, “suggested that whatever direct aid Ireland received its 

interest in the Plan was mainly indirect. If European countries, in 

particular Britain, France and West Germany, were enabled to restore 

their currencies and economies, the indirect benefit to Ireland would, 

in the long run, far outweigh the benefit from any direct aid re- 

ceived.”’ At this inaugural meeting of the committee, Finance agreed 

to look into the question of whether Ireland could continue to draw 

dollars from the sterling pool once the Programme was under way. 

The necessity for close liaison with the equivalent British committee 

was again underlined.” 
But it was at the next meeting, on 2 February, that Whitaker, fol- 

lowing consultations with McElligott that morning, put the two ques- 

tions to Boland which Finance felt should be answered before “‘finally 

determining” the Irish attitude to the European Recovery Programme 
[ERP], namely: “(1) whether we should not offer payment in Irish 
currency for any US aid received and (2) whether we would not be 
better advised to seek to have our dollar requirements supplied, as 

hitherto, from the sterling area pool, US aid to Britain being arranged 

in such a way as to make this possible.””’ The two questions reflect the 

twin fears which continually characterised the Finance reaction to 
ERP: that it would lead to heavy and unjustifiable borrowing and 
that it might jeopardise the special Anglo-Irish financial relationship. 
Whitaker elaborated upon the reasoning which lay behind the 
Finance questions when he pointed out that 

Ireland, unlike the majority of the OEEC countries, may be said to have
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no overall balance of payments problem. It was true that last year we had 
an overall deficit on current account of some £,20 millions and that the 
consequential draw on our external assets is of serious domestic import in 
so far as it represents expenditure of capital assets on consumer goods. We 
were, however, in a position to pay for our huge import surplus and, 
ignoring for the moment the question whether it would be desirable to do 
so, we would continue to be able to import at this or on an even higher 
level if our sterling earnings, present and past, were convertible into dol- 
lars and other currencies. If the situation which existed ... when current 
sterling was freely convertible we would have no interest in US aid. Even 
now, if US aid to Britain were arranged in such a way that the sterling 
area pool would be in a position to meet, as hitherto, our reasonable for- 
eign exchange requirements, we would consider it altogether unjustifiable 
to look for a single cent of grant-in-aid from the US or any other 
country. In these circumstances, it was necessary to inquire whether there 
was not some arrangement by which we could avoid the indignity of 
accepting US aid. 

Whitaker also argued that the expressed intention of ERP to enable 
the participating countries “‘attain an economic condition which will 
make unnecessary further abnormal outside assistance’ once the Prog- 
ramme had run its course, was something which Ireland “‘could never 
hope to attain” and that only the restoration of the convertibility of 
sterling would enable her to “‘meet her deficit with the Western 
Hemisphere”. What was important about ERP from the Irish view- 
point, therefore, was the recovery of the other countries involved, 
and, above all, of Britain “so hastening the day when the pound ster- 
ling will again be able to look the dollar in the face and our present 
foreign exchange difficulties will be removed.’’ He doubted whether 
the “acceptance of direct aid from the US to overcome these difficul- 
ties will be to our ultimate advantage” and argued that “separate 
dollar aid for Britain and ourselves tended to weaken our claim for 
the convertibility of our sterling earnings, despite any assurances by 
the British to the contrary.” 

But, whatever the economic validity of Finance’s arguments, they 

were Clearly politically unacceptable for, as Boland pointed out, as 

“independent participants” in the OEEC, “it would not be appro- 

priate” for Ireland to “seek to have US aid transmitted to us via a 

third country’, let alone that that third country should be Britain. 

Although for the most part Irish involvement in ERP was discussed 

only between the officials, rather than the ministers, of the depart- 

ments concerned in January-April 1948, McElligott thought these
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exchanges sufficiently significant to forward them to his minister — 

who initialled them without comment. The outcome, confirmed at a 

further meeting of the inter-departmental committee on 23 February 

after the change of government, was that External Affairs would send 

a memorandum to the government urging the preparation of a White 

Paper on ERP.” In the meantime, Finance — strongly prompted by 

Boland who cautioned against letting “‘this Marshall Plan business 

draw us into too close an economic cooperation with the people across 

the water’’?* — had sought and received an assurance from the 

Treasury that while they recognised that it was “clearly necessary’’ 

for the Irish to make their case with the Americans on the basis that 

they would be unable to meet “any part of [their] dollar requirements 

during the period of aid from the sterling area pool,” the Treasury 

“clearly understood” that the Irish position vis-a-vis the pool would 

not be prejudiced by their refraining from making demands upon it 

during the aid period.” 

External Affairs put the draft OEEC agreement before the govern- 

ment on 2 April 1948 when it was ratified subject to “the sanction of 

the Minister for Finance thereto, following consultation by him with 

the Governor of the Central Bank”’ and to the understanding that the 

Minister for External Affairs would again consult the government if 

there were any last-minute material alteration in the agreement.” 

Brennan expressed strong reservations about ERP when he called on 

McGilligan on the 5th, especially on the thorny question of local cur- 

rency funds — his and Finance’s apprehensions on the subject were 

summarised in an earlier Finance minute which pointed out that 

“while it might seem to be a great advantage for the national ex- 

chequer to have access to a large volume of funds easily obtained, 

there were dangers inherent in a facility of this sort which provided a 

standing temptation to governments to incur expenditure without 

regard to the economic consequences”; the danger was all the greater 

since Ireland’s sterling assets already encouraged the government to 

undertake “ever-increasing capital commitments, largely of an un- 

productive nature, irrespective of the extent of the current savings of 

the community.””” But neither these apprehensions, nor Brennan’s 

additional complaints that he was not kept properly informed of the 

progress of the ERP negotiations,’® could delay the march of events 
and, on 16 April 1948, the OEEC agreement (the ‘Convention for 
European Economic Cooperation’) was signed at a special conference 
in Paris.
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A fortnight later, McElligott wrote to Boland and commented on 
an External Affairs draft memorandum to the government on the 
immediate problems concerning the European Recovery Programme 
— these included the need to conclude a bilateral agreement with the 
US as required of each participating country under the terms of the 
Economic Cooperation Act passed by Congress; the question of 
whether the aid given to Ireland should be by way of grant or loan; 
the arrangements for the constitution of the local currency fund and 
the preparation of a quarterly and twelve-month programme for 
American approval. His letter exemplifies the tensions between 
Finance and External Affairs which the administration of ERP was to 
provoke. “‘It seems inherent in your proposals”, observed McElligott, 
“that the Minister for External Affairs should assume all responsibility 
vis-d-vis the Government in relation to ERP matters’; and, while he 
acknowledged that External Affairs should play “a preponderating 
role’, not only because of its departmental function but because of 
Boland’s own “‘special knowledge’’, he presumed that they would not 
claim that no other department “should approach the Government on 
a subject relating to ERP except via the Department of External 
Affairs. Occasion will arise when the interests of the Minister for 
Finance are paramount’ and, McElligott argued, Finance should be 
“the vehicle for the submission of all proposals and memoranda of a 
financial character to the Government, subject, of course, to prior con- 
sultation with other Ministers concerned.”’ 

The same concern lest ERP policy become the sole prerogative 
of External Affairs prompted McElligott to urge that the ERP 
inter-departmental committee should remain in existence; and, finally, 
he argued for continued close co-operation with the British, on the 
grounds that Ireland was the “‘only other sterling country drawing 
ERP assistance and it is very desirable that we should know what the 
British are doing and what the terms of their bilateral arrangement 
with the USA are likely to be.” 

Finance’s anxiety about matters arising out of ERP was more for- 

mally embodied in a memorandum prepared for the ERP committee 
of the cabinet which declared that “‘the most important single issue to 

be resolved is whether the assistance ... will be given by way of 

grant or loan’’. Having reviewed the relevant clauses of the Foreign 
Assistance Act passed by Congress, Finance pointed out that the onus 
for proving to Paul Hoffman, the head of the Economic Cooperation 

Administration, that Ireland merited a grant would rest with the
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participating country and they proposed that the issue was of such 
importance that Irish representations on this point should be made by 
a ministerial delegation in Washington as soon as possible. Finance 
were also concerned to set up the ERP accounting machinery and 
suggested that there should be as little departure as possible from the 
method then in operation for the financing of Irish dollar require- 
ments 

. whereby the Irish banks purchase from London their net requirements 

of dollars to meet purchases in the dollar area which have been specifically 
approved in each case by the Department of Finance. Clearly, the least 

administrative inconvenience and the maximum degree of ease in adapting 
foreign exchange regulations to the requirements of ERP would be gained 

by continuing the present day-to-day method of financing all Western 
Hemisphere imports in the first instance from the sterling area pool and 

then claiming from the Administrator [Hoffman] recoupment of the dol- 

lars necessary to cover that portion of the total imports which fell within 

the ERP programme approved by him in relation to this country. Under 
such a scheme the dollars so re-imbursed by the Administrator would be 
sold to the sterling area pool and the sterling proceeds of the sale would 

form the local currency fund established in this country. 

But this procedure, as Finance admitted, would need the prior ap- 
proval not only of Hoffman but of the British and might excite 

already existing American suspicions “‘that the sterling area mechan- 

ism may be used for the purpose of diverting ERP dollars to other 

purposes’’. External Affairs was sufficiently apprehensive on this point 

to argue that no such suggestion should even be made. But Finance 
was “‘not satisfied that these doubts and apprehensions are sufficiently 
cogent to outweigh the advantages of maintaining the existing sys- 
tem’’ and laid heavy stress on the need to avoid the danger 

... that severance from the sterling area pool in order to meet American 

procedural requirements under ERP would at the end of the period of aid 

place difficulties in the way of resumption of full convertibility of our 

sterling balances through London. It is in the interest of this country, 

having regard to the size of our sterling balances and our dependence for 
their realisation on the ultimate recovery of sterling, that any open or 
covert American attack upon the integrity of the sterling area system 
should be resisted. 

Finance also pointed out that ERP aid alone would not cover the 
cost of the Irish import bill and posed the question of “whether, 
tactically, it would be better policy for Ireland to decide now that she



Department of Finance and First Inter-Party Government 417 

would refrain from seeking dollars from the [sterling area] pool to 
augment American aid”’ for fear of aggravating the strain on sterling.*° 

The proposals reflected the Department’s wish that ERP should 
entail the smallest possible dislocation of the existing financial mech- 
anism as organised by its exchange control division, which in turn 
underlined its conviction that the dollar gap was the most pressing 
problem since the United States was almost the only source of scarce 
commodities. But, following renewed objections from External 
Affairs, Finance agreed to withhold its memorandum to the ERP 
cabinet committee. Instead, Finance’s representations to the govern- 
ment were limited to asking whether a ministerial delegation should 
go to Washington to make the Irish case “for full assistance by way of 
grant’’; whether the British should be approached informally for their 
reaction to the Finance proposal that Ireland should continue to obtain 
her dollar requirements through the sterling pool and then seek ERP 
reimbursement, and whether assurances should be sought from the 
Treasury about the restoration of the convertibility of Irish sterling 
assets into dollars.*! Sarsfield Hogan discussed these matters with Rowe 
Dutton and Otto Clarke in the Treasury a few days later and con- 
cluded that the British were “not unduly apprehensive as to the effect 
on their own relations with the Americans of the question of the con- 
tinued use of the sterling area mechanism” or of Finance’s proposal 
that Ireland should continue financing their dollar requirements “‘in 
the first instance” through the sterling area pool.” 

But in the meantime a major difference of opinion had already 
come to light between Finance and certain of the spending depart- 
ments about the way in which Ireland’s ERP counterpart funds should 
be used. Both Education, on 11 May, and Agriculture, a day later, 

submitted memoranda staking out their claims to part of the funds. 
Still more significant was a “secret and urgent”? memorandum ad- 
dressed by MacBride to his fellow ministers. MacBride wrote that it 
was now necessary to negotiate both the crucial question of whether 
Ireland’s aid would be by way of grant or loan and the bilateral treaty 
with the Americans which would, “‘inter alia, specify the purpose of 
the Local Currency Fund i.e. the fund which will accrue here as a 
result of the goods made available under ERP”. MacBride had 
already informed the State Department that Ireland needed aid in the 
form of a grant since they would be unable to repay a loan and would 
not therefore avail of one; and he now said it was imperative to



418 The Irish Department of Finance 1922-58 

inform the Americans of 

... the plans we contemplate for economic development and the use to 

which we propose to put the Local Currency Fund which will become 

available if the ERP aid is given to us by way of grant. 

Both privately and officially the US State Department officials have 

made it clear to us and to the other European countries: 

that our plans must be dynamic in their constructiveness and must aim at in- 

creasing production; that we must not merely avail of ERP aid to ‘carry on as we 

are’ but that we must avail of it to rebuild our economic structure so as to render 

us independent of outside help, to increase production, to ensure full employment 

and to ensure prosperity. 

MacBride argued that the proper use of the Local Currency Fund 

was “‘vital not merely to satisfy the Americans. . . but also to ensure 

that we shall build our economy on a proper basis’, and he suggested 

that “the key-note of our approach should . . . be dynamic and should 

indicate a definite intent to lift ourselves out of our present rut.’* 

MacBride had voiced similar sentiments in a letter to McGilligan a 

few days earlier which had emphasised that the banks were “already 
alive to the possibilities involved and are on the warpath to secure 

control of this fund.’’*4 

Finance’s response to MacBride’s proposals was predictably dusty; 
they had, after all, already declared themselves satisfied that the kind 

of independence of outside help to which he looked was impossible of 

attainment.°° ““Before we have even a single ERP dollar or a shilling of 

Local Currency Funds’, minuted Whitaker in response to the Exter- 

nal Affairs and Agriculture memoranda, ““‘here are two Departments 

busy thinking up ways of ridding us of the prospective embarras de 
richesses.”. The principle which would inform the forthcoming bi- 

lateral agreement under the terms of the American Foreign Assistance 

Act, he suggested, would be that American aid “‘should be used in 

ways which will tend to restore financial and economic equilibrium 

in the various Participating Countries’ and he implied that the 
Americans would not agree 

... to any proposed use of the Local Currency Funds which would work 
against ‘internal monetary and financial stabilisation’ — such as the 
charging to the Special Account of ¢urrent expenditure on subsidies, 
agricultural education, etc., which is proper to be met from ordinary 
budget revenue and the assumption of commitments which would 
threaten budgetary and financial equilibrium in the future, such as unduly 
heavy expenditure on land reclamation, drainage, afforestation, minerals
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development and other schemes of very doubtful economic value. 

In our own interests, the Local Currency Funds should be used only for 
productive capital purposes and the redemption of debt. The financing of 
advances to the ESB, the Local Loans Fund and other borrowers for ap- 
proved capital expenditure appears to be a legitimate and acceptable use 
of these Funds. It should also be borne in mind that of the State debt now 
outstanding some £28 million will fall due for redemption in 1950, a 
further £9 million in 1953 and a further £7 million in 1956. With these 
obligations in sight and prospective capital expenditure on electricity de- 
velopment, housing, etc., on a large scale it is not necessary to go search- 
ing frantically for new means of spending the Local Currency Funds.* 

Although Whitaker’s optimism about the Americans turning down 
MacBride’s proposals for economic development proved misplaced, 
his remarks reveal the outline of Finance’s vigorous if unavailing rear- 
guard action on the subject of the use of ERP funds in the months 
ahead. But that debate was temporarily postponed by the news, 

cabled from the Irish legation in Washington on 14 May, that the first 
instalment of Irish aid ($10 millions for the June—October quarter) was 
to be in the form of a loan, and by the government’s decision when 

they met that night that a ministerial delegation should go im- 
mediately to Washington to argue the Irish case for getting ERP aid 
‘as an outright grant’’.*” 

Sean MacBride headed the delegation, whose other members were 

McElligott, Boland and Sarsfield Hogan, which left Dublin on 18 

May and returned on the 27th. On the opening days of the visit the 

delegation discussed tactics and prepared their case. MacBride called 

on Secretary of State Marshall and on other officials of the State 
Department to stress the “‘political repercussions’ of the decision, 

saying that “‘the allocations of $300 millions by way of gift and $100 

millions loan to Britain and the Six Counties would be compared 

with the offer of a $10 millions loan to Ireland, so that the impression 

would be created that the US were, in fact, intervening in favour of 

the continuance of Partition” as well as “increasing the disparity 

between the economies on both sides of the border’’. The delegates 

also met British diplomats in Washington, one of whom (Frank Lee) 

had established ‘exceptionally close contact” with the officials of the 

Economic Cooperation Administration (ECA).”* 

The first meeting between the delegation and the ECA team — 

headed by the Administrator, Paul Hoffman — took place on the 

morning of 21 May. MacBride’s opening statement
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. stressed the opportunity which Ireland had of playing a useful part in 

ERP provided suitable assistance was given; the inadequate extent of Irish 

dollar earnings; the consequent inability to repay a loan in dollars no 

matter how generous the terms that might be fixed; the unwillingness to 

take a loan unless it could be repaid; the serious effects of the war on the 

Irish agricultural economy; the further decline that would ensue from the 

failure to get quickly abundant supplies of fertilisers, feeding stuffs, machi- 

nery etc.; the complex problems arising from the vast number of small 

holders and their lack of working capital; the requirement not only of 

adequate dollar aid, but also of State assistance to achieve optimum 

production of food for export in the shortest possible time; and the advan- 
tageous uses to which Local Currency Funds could be put. 

He also quoted certain figures on agricultural production and 
McElligott cited statistics on the trade deficit and on American im- 
ports and exports. 

Hoftman’s response was that ERP funds had not finally been appro- 
priated and that, while he “appreciated ‘the fine attitude’ of refusing a 
loan when the means of repayment were not clearly foreseen’’, the 
recovery, which Congress insisted the aid must produce, would make 
repayment possible even if it would take some time. Both Hoftman 
and the Deputy Administrator, Howard Bruce, emphasised that if, as 
they assumed, the plan worked, “there would be free convertibility of 
major currencies” which would solve the Irish repayment problem. 
They said that if they were “prepared to take that chance’’, the Irish 
should be too. They agreed to meet again on the 25th after the Irish 
delegation had submitted a memorandum presenting their case, and a 
table, requested by Bruce, setting forth a projection of the likely effect 
of ERP dollars on agricultural recovery. Hoffman also laid particular 
stress upon the fact that “allocations for the present quarter were in no 
way indicative of the allocations for the coming and subsequent 
quarters.” 

The Irish delegation devoted the next few days to preparing its 
written statements and to meetings with Irish-American represen- 
tatives, State Department officials and notable American political 
figures — MacBride paid a courtesy call on President Truman on the 
24th — none of which gave them grounds for hoping that the loan 
decision would be reversed: an official at the Irish desk in the State 
Department, for example, though favourably disposed himself, sug- 
gested that the Irish case “suffered from the absence of a communist
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movement in Ireland and from propaganda about our tourist trade 
and the good living conditions in Dublin.” 

The meeting on 25 May justified his pessimism. Bruce, who headed 
the ECA team on this occasion, insisted that the allocation for the 
present quarter could not be changed and the most he conceded was 
that the Irish government could state publicly that this would not 
prejudice future allocations. The meeting ended with MacBride’s say- 
ing that he would have to consult his colleagues in government as to 
whether Ireland would accept a loan. 

The question of whether or not a loan should be accepted was dis- 
cussed at a meeting in Dublin on 1 June, chaired by McElligott, 

shortly after the delegation’s return from Washington, and attended 

by the Secretaries of External Affairs, Industry and Commerce and 
Agriculture. It was agreed that the pros and cons of the issue should 

be set out in a Finance memorandum to the government. McElligott 
gave it as his own opinion that, 

. with the future course of ERP uncertain because of the interaction of 

American politics, there were grounds for bagging all we could now. It 

would not be essential to take the whole of the $10 million offered and he 

had in mind that we might possibly take a lesser sum. He admitted that 
possibly some tactical advantage might be lost by taking a loan in face of 
our very recent protestations of our inability to repay and our moral 

rectitude in financial matters ... To take a loan might prejudice the pos- 

sibility of a reasonable grant allocation in future quarters. Not to take a 

loan, however, would be inconsistent with our stand against drawing on 

the sterling area pool. There was also the point that the Americans 

indicated that a decision on our part to take a loan for the current quarter 

would not prejudice the grant v. loan issue in succeeding quarters.” 

McElligott’s arguments were elaborated in the Finance memo- 

randum to the government‘® which recommended the acceptance of 

the loan — not necessarily for the full $10 millions, “but in respect of 

the total of such items within that maximum as are included in the 

programme to be approved by the Administrator.” The overriding 

reason for that recommendation was that the loan for the quarter 

ending 30 June would effectively be used to refund the $8 to $10 

million dollars drawn from the sterling area pool in the current 

quarter. This, Finance argued, “would be a material benefit to the 

sterling area pool which is at present under a great strain. It is in our 

interest, on account of our immense stake in the ultimate recovery of 

sterling, that the strain on the sterling area dollar reserve should be
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eased in every way possible.”’ Finance had agreed with the Treasury, 
moreover, that they would do all they could to avoid being respon- 
sible for such strain (an exchange of correspondence between Hogan 
and Clarke, referred to earlier in this chapter,*1 was annexed to the 
Finance memorandum) and the Treasury had “‘strongly expressed the 
view that, in the general interests of the sterling area, we should take 
assistance by way of loan, if grant terms cannot be secured, rather 
than leave the burden of our dollar expenditure resting on the pool.” 

But Finance’s recommendation was strongly challenged by External 
Affairs before the memorandum, drawn up after the inter-depart- 
mental meeting of 1 June, was sent to the government.” It was 
MacBride’s view, moreover, that Finance’s attitude was unduly cir- 
cumscribed and that, in particular, “the Treasury was the limit of 
their horizons”’.** The External Affairs memorandum to the govern- 
ment, opposing the Finance case, argued that to accept the loan after 
the Washington talks would raise doubts among the Americans about 
“the strength and sincerity” of the Irish delegation’s attitude and 
would disconcert Ireland’s friends in the United States who were 
trying to ensure that she received a more favourable allocation in 
future. The memorandum further suggested that the British would 
appreciate that the Irish stand on the issue was ‘‘in the interest of the 
sterling area as a whole” and that they would not want to see “‘so easy 
a surrender ... of important positions of principle, merely for the 
purpose of securing a few million dollars for the sterling area pool in 
respect of the present quarter.’’ Furthermore, MacBride pointed out 
that, under the terms of the arrangement made during the sterling area 
talks in London the previous November, the Irish government were 
fully entitled to draw on the sterling area pool for dollars up to the 
end of June and their availing themselves of that entitlement would 
tend “‘to ensure British support for [their] case in Washington — a 
point of by no means negligible importance.’ 

Hogan and Whitaker, having considered the External Affairs mem- 
orandum, decided that it was ‘‘a moot point’? whether the govern- 
ment should accept the loan for the current quarter but felt that if 
they were to reject it, the Treasury should be told why they had done 
so.*° This was the decision arrived at by the government on 11 June 
when it was also decided that, for future quarters, the question of a 
grant or loan “‘should be considered on the facts and that the accep- 
tance of a loan should not be prejudiced by [the] refusal to accept a 
loan for the current quarter” and that MacBride should immediately
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act to “‘assure’’ the Irish right to aid for the next quarter.** But the final 
outcome was still far from settled and was in fact to be materially 
affected by the more general Anglo-Irish negotiations which were 
then in prospect. 

II: The Anglo-Irish Economic Discussions of June 1948 

The Anglo-Irish economic discussions of 17—22 June 1948 had their 

origins in Irish dissatisfaction with the 1938 trade agreement, first 

voiced by Industry and Commerce officials in their Dublin talks with 

representatives of the Board of Trade on 10-13 May 1946. Just over a 
year later, on 10 June 1947, the government decided that, pending the 

complete revision of the agreement, they should seek to enter into an 
understanding with the British enabling them “‘to proceed with the 
protection of any of the industries’’ they were precluded from pro- 

tecting under the first article of the 1938 agreement, provided only 

that they gave prior notice to the Board of Trade.*’ 

Industry and Commerce returned to the subject just before the 

change of government when they suggested that Ireland should press 

for the termination of the agreement as provided for by article 19. 

‘Altered conditions of international trade”, Industry and Commerce 

argued, “have rendered the agreement largely inoperative’, especially 

since “the British Authorities [sic] have shown themselves prepared to 

set aside obligations under the agreement that would otherwise have 

operated in favour of this country” which would forfeit “no substan- 

tial benefits” through termination; ‘‘on the other hand, this country’s 

industrial development would be freed from certain restrictive obli- 

gations.’ ** 

Finance were unhappy about the proposal and felt that the need to 

keep down the cost of living and the cost of agricultural production 

precluded them from supporting “‘any proposal which would result 

in increasing the range of protected commodities and quantita- 

tive restrictions’’,‘? but they refrained from replying to Industry and 

Commerce in this vein in the hope that the change of government 

might mean that it was no longer a live issue: Leydon, as Secretary of 

Industry and Commerce, Whitaker suggested, was the protagonist of 

the proposal and Lemass “had not made up his mind on taking this 

drastic step”. Sarsfield Hogan agreed that “it would be better to 

‘keep our powder dry’’’*! in view of the general trade negotiations 

with the British which were then in the offing. At the end of May, 

when Finance were asked if they had any proposals for the agenda for
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the forthcoming June talks, they indicated that they wanted to talk to 
the Treasury about Ireland’s future relationship with the sterling area 

pool. This came about because of the termination of the agreement 

made the previous autumn whereby the Department could draw up 
to a maximum of £14 million worth of dollars and because of Irish 
participation in ERP, although Finance also specifically requested that 
these subjects should not be included in any draft agenda for the trade 
talks.” 

Irish strategy in the coming talks was discussed at the inter-depart- 
mental meeting on 1 June. McElligott then expressed his reservations 

about the demands which Industry and Commerce and Agriculture 
were proposing, saying that “we were asking for a lot from the 

British but had little to offer in return” and suggesting that “if we 
could not be more forthcoming in the matter of increased food ex- 
ports, etc., the British might well seek compensation in the financial 

sphere, e.g. by restricting our recourse to the sterling area pool” and 
that they might react unfavourably in trade negotiations if the Irish 
refused to accept the ECA loan then being considered by the govern- 
ment.” 

McElligott’s forebodings were borne out at the opening session of 
the London talks, on 17 June 1948, when the British Prime Minister, 
Clement Attlee, who took the chair and welcomed the Irish dele- 
gation before handing over to the Chancellor of the Exchequer, Sir 
Stafford Cripps, described Ireland’s balance of payments position 
with the sterling area and with the rest of the world as “the most 
important economic question for Great Britain and Ireland’’. He de- 
scribed Ireland’s dollar drawings on the sterling area pool as “fairly 
large” and looked for an Irish statement of their position in regard to 
ERP. Costello — who, as Taoiseach, replied and whose fellow- 
delegates were Norton, MacBride, Dillon, McGilligan and Morrissey 
(Dulanty and McElligott were also present) — refrained from taking 
up the point.™ 

But much worse was to come in the next day’s plenary session 
when Cripps (who effectively headed the British team and who had 
impressed at least one of his Irish listeners with an hour-long opening 
speech on the first day delivered without interruption or notes or 
assistance from any of his officials)°> announced that, as from 30 June, 
Ireland could no longer draw dollars from the sterling area pool — a 
statement which the Taoiseach described as ‘‘a bombshell’? about 
which he must consult privately with his colleagues, and which
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McElligott intervened to challenge as a breach of Finance’s under- 
standing with the Treasury.° 

McElligott again expressed his “‘surprise and alarm”’ in discussions 
which he and Hogan had with Rowe Dutton in the Treasury that 
afternoon. Ireland, he said, had honoured ber agreement not to draw 
dollars above a maximum of £14 millions from the pool: it had never 
before been suggested that her “normal relations with the pool would 
not continue”; the notice to end them was “‘much too short” and 
“appeared to be selective or discriminatory” as well as “most incon- 
sistent with the general sterling area arrangements’. Rowe Dutton 
replied that “ the Chancellor’s attitude was motivated by the serious 
position of the reserves and by the fact that Ireland was a participant 
under ERP and thus might be expected to meet . . . dollar expenditure 
without recourse to the pool.” Nor did he respond favourably to 
Sarsfield Hogan’s accusation that the Cripps volte-face was a breach 
of the understanding arrived at in correspondence between himself 
and Otto Clarke of the Treasury the previous February*’ — this was 
what had prompted McElligott’s intervention at the plenary session 
that morning. There followed a discussion of whether or not Ireland 
intended taking up the ERP loan for the current quarter and 
McElligott said “that it was likely that the Irish Government would 
reconsider their attitude towards the loan question and possibly also 
towards the IMF in the light of the Chancellor’s statement”’, although 

he reiterated the Irish dislike of the IMF. 

McElligott and Hogan again interviewed Rowe Dutton at the 

Treasury the next day, when McElligott requested that Cripps be 

asked to make a further statement on Ireland’s access to the dollars in 

the pool at the next plenary session and when he again stressed what 

he thought was the discriminatory treatment implicit in Cripps’s earl- 
ier statement. Although Rowe Dutton gave no assurances, his attitude 
was more placatory and he did say “that the doors were not being 

closed against Ireland; they were still open but it was felt reasonable, 

on the part of the UK, to ask Ireland that she should remain outside 

the doors and limit her dollar expenditure to what was available to 

her from her own earnings and ERP.’’*” 

The crucial decisions were made at the end of a meeting held in the 

Taoiseach’s suite in the Piccadilly Hotel in London on the night of 20 

June when, at midnight, after the other British Ministers had left 

following the conclusion of agreements on Irish agricultural exports 

and on the revision of the 1938 trade agreement, MacBride asked
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Cripps for a general statement about the sterling area pool. The dis- 

cussion which followed, and in which most of the Irish ministers as 

well as McElligott and Rowe Dutton participated, lasted until 1.30 in 

the morning. Although Cripps began by painting a very bleak and 

confidential picture of Britain’s diminishing hard currency reserves, 

which had fallen from £552 millions at the end of March to a pro- 

jected £450 millions at the end of June, and although he repeated at 

some length the arguments which Rowe Dutton had put to 

McElligott in their Treasury discussions, he eventually agreed, under 

pressure from McGilligan, to modify his earlier statement. His alter- 

native, “correct statement’? was that 

if Ireland was not taking Marshall Aid then an application for membership 

of the International Monetary Fund might be made. A sum of £15 m. in 

dollars might be expected from the Fund over a period of four years. If 

Ireland desired to secure admission to the IMF Great Britain would put up 

the subscription. As a choice between the membership of the IMF and 

adherence to ERP the Chancellor said there was no question but that the 

choice should be in favour of ERP. If Marshall Aid were taken Ireland 

would have difficulty in getting anything from the IMF. 

After still further discussion, when Cripps stressed the significance 

of the £500 millions hard currency level as ‘‘a psychological level” 
below which “‘confidence in sterling would be endangered’’, he 

finally offered the assurance that the pool would advance dollars in 
anticipation of ERP aid to be received by Ireland, on the under- 

standing that she would do her utmost to get the maximum aid. “If 

despite your efforts, you fail to get adequate aid for essential require- 
ments, we will still stand behind you.’’ What Cripps in fact said, 

recalled T. K. Whitaker, who was present, was “We will stand 

behind you as we stand behind ourselves’” — a phrase too memorably 

damaging to be set down in the “‘polite record’’! Cripps would not 

agree to his assurance being publicised because of the intense pressure 

upon Britain for dollars from other sterling area countries — notably 

India, whose delegation on that mission had already arrived in 

London.” 

The details of the agreement were hammered out at two further 
meetings at the Treasury on 21 June when Rowe Dutton again 
emphasised that Cripps’s assurance was subject to “the understanding 
that Ireland would take measures to reduce to the minimum her level 
of dollar expenditure. In other words, if ERP assistance for Ireland
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was insufficient she was obviously not entitled to a blank cheque on 
the reserves for an unknown deficit.”” While Rowe Dutton expressed 
“some diffidence” about saying what Ireland’s dollar economies 
might be, he did say that “‘the Irish standard of living was higher than 
in the UK” and spoke of “‘the large number of American cars on the 
road, the apparent liberality of petrol supplies, the wide range of 
goods on offer to tourists’; he admitted the desirability of reaching 
agreement on a statement which might be incorporated in the press 
communiqué to be released at the formal conclusion of the talks.°! 
Eventually Rowe Dutton accepted Finance’s amendments (‘‘mainly 
directed towards ensuring that the terms of the note would be consis- 
tent with the understandings in the Hogan-Clarke correspondence, 

. with the assurance given by the Chancellor, and... [with] Irish 
requirements for wheat and maize’’)® and the following text was 
agreed and duly incorporated as the third and final part of the 

communique: 

... It was agreed that, pending clarification of the amount of assistance to 

be received from the USA under the European Recovery Programme, the 

Government of Eire would continue to effect the maximum economy in 

expenditure of hard currencies and would not exceed the level of expen- 

diture during the first half of 1948. The Government of Eire will use its 
utmost endeavours to obtain the maximum amount of aid available under 

the European Recovery Programme, with the object of ensuring as far as 

practicable that their recourse to the sterling area pool for hard currencies 

will not involve any drain on the pool. 

The two Governments will keep in close contact with reference to the 

above arrangements and, in particular, will consult as to the provision of 

Eire’s essential requirements of wheat and coarse grains.” 

The outcome was a vindication of Finance’s belief in the pre- 

eminence of the sterling crisis in Anglo-Irish economic relations and, 

on 25 June, the government duly reversed its earlier decision about 

the ERP loan and decided ‘‘(1) that a loan for the current quarter 

should now be accepted, if such a loan is still available; and (2) that, 

in the case of future quarters, loans should be accepted to such extent 

as may be necessary.’ But the matter did not end there, for just what 

was necessary was to provoke considerable dissension between Finance 

and the spending departments — notably Industry and Commerce — 

in the months ahead. 
In the meantime, however, preparations were going ahead for 

Ireland’s ratification of the Economic Cooperation Agreement — the
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bilateral treaty with the United States, demanded by the United 

States Economic Cooperation Act as a prior condition of partici- 

pation — which Ireland had signified her intention of accepting in a 

letter from the Minister for External Affairs to the American 

Secretary of State on 28 April 1948. The agreement, identical drafts of 

which had been presented to each of the participating countries in 

mid-May and which had been the subject of informal OEEC discus- 

sions early in June, was circulated to the government on 24 June by 

the Minister for External Affairs. MacBride now observed that no 

more favourable draft seemed likely to be obtained. Finance, whose 

representatives had already considered the draft at the ERP 

inter-departmental committee, did not disagree but McElligott’s 

reaction was indicative of his continuing concern lest Ireland’s ERP 

participation disturb the harmony of Anglo-Irish economic and finan- 

cial relations. He agreed with the External Affairs recommendation 

that the agreement be accepted, provided that Ireland could incor- 

porate in the final text any emendations secured by the British or 

French as a result of OEEC talks in Paris the next day: “‘it should be 

made clear’’, he observed, that in accepting the text as it stood “we 

won’t upset the British. We depend on them for many things.’’°° The 

agreement was duly signed and ratified in Dublin on 28 June. 

Finance’s next task was to set in motion the consideration of certain 

matters arising out of the London talks. These, broadly, were three: 

the terms of the ERP loan agreement — it was believed that the 

Americans were considering a loan of $50 millions, including the 

original $10 millions they had offered for the first quarter; the need to 

implement dollar economies in order to adhere to the undertaking 

that dollar expenditure would not increase beyond the level of the 

first half of 1948 — this required a probable cut-back in the dollar 

requirements of the motor-assembly industry in order to pay for 
projected tobacco imports; and the restriction of imports in order to 

improve the balance of payments. 

On 21 July Finance circulated the heads of a memorandum to the 

government on these matters to the secretaries of the other depart- 

ments concerned which, among other things, questioned the legiti- 

macy of Ireland’s continuing “‘an uneconomic motor assembly indus- 
try based on dollar imports’” and catering simply “for a luxury 

trade’. The Department accordingly recommended that the dollar 

allocation for private car assembly be halved for the second half of 

1948 and then be discontinued completely — the object of the six
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months’ grace being to allow the motor industry to diversify to non- 
dollar imports and so reduce unemployment.” 

Industry and Commerce was strongly critical of these proposals. 
They first denied that “the need for strict control over dollar expen- 
diture’’ was “quite as obvious” as Finance alleged and doubted the 
necessity for keeping dollar expenditure below the level of whatever 
ERP loan was available; and they stressed, too, the use to which the 
local currency funds could be put for these purposes. But it was the 
problem of sterling convertibility that most plainly revealed the gulf 
between the two departments’ attitudes. If sterling was not conver- 
tible at the end of the ERP period, claimed Industry and Commerce, 

-.. it will matter little to us whether the amount involved is £50 m. or 
£,100 m. since it has been made abundantly clear to the Americans that 
we can never hope to repay a loan out of our own dollar earnings and 
since they themselves appear to be reconciled to the fact that repayment of 
the loan will depend on sterling being convertible. 

It is obvious that any economies which Ireland might adopt during the 
period of aid would never have the slightest effect on the convertibility of 
sterling at the end of the period and the position of the sterling area pool 
should not, therefore, influence us unduly towards adopting a policy of 
drastic economies on dollar expenditure. 

If we cannot repay the loan at the end of the period we will be in good 
company and the only effect of economising in the meantime would be to 
have done without goods which we could in effect have got for nothing. 
Assuming that we can get the dollars to buy the various goods we require 
there would be no more reason for refusing to buy the same goods from 
other countries. If the balance of payments problem is to be tackled it 
must be dealt with in a general way and any measures taken should not be 

directed solely against dollar purchases; in any case it is too big a question 
to be dealt with merely as an appendage of the dollar problem. 

The Industry and Commerce note went on to dispute Finance’s 
contention that the exchange control inter-departmental committee 

had decided in favour of retrenchment in the motor industry as well 

as in the textiles and apparel industry; it disputed, too, Finance’s 

description of American cars as luxuries and the “‘airy fashion” in 

which Finance had proposed to cope with unemployment in the 

assembly industry, arguing that “the industry simply cannot be aban- 
doned overnight”. Leydon, finally, in his covering letter to 

McElligott, requested an inter-departmental discussion on the whole 

matter before it was submitted to the government.”
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McElligott was not disposed to accept this request since he felt that 

there was “‘so little common ground”’ between the departments that it 

would prove “‘fruitless”’: he saw no purpose in any discussion based 

on Leydon’s arguments that there was “no need to restrict dollar 

imports’’ or ‘no balance of payments problem’’. What was necessary, 

he maintained, was to decide the allocation of dollars for the motor 

assembly industry.®? Although Leydon claimed that this was an exag- 

gerated summary of his views, he did say that he saw “no apparent 

reason why we should not go all out to get and spend every dollar we 

could obtain under ERP, once we have accepted the principle of bor- 

rowing dollars’ and he argued that Ireland should refrain from “‘any 

voluntary or avoidable sacrifice for the purpose of strengthening the 

position of sterling’’.”° 

There was no point, Finance decided, in continuing the “‘disputa- 

tion” with Leydon. Instead they decided to revise their memorandum 

in the light of the government’s decision of 28 June (that “loans 

should be accepted to such extent as may be necessary”’) and to refute 

en passant Leydon’s ‘“‘major heresies’. For Finance the “‘vital issue”’ 

was straight-forward: “should we spend up to the limits of loan 

accommodation — or should we endeavour to keep below it and 

progressively reduce the level of our dollar imports?’’”! 

Finance’s revised memorandum, circulated to the government and 

to the secretaries of the departments concerned on 27 September, 

criticised the government decision on the grounds that it necessarily 

meant that the full amount of the loan (then projected at $79 millions 

for the twelve months beginning 1 July 1948) should be taken up: 

The loan should be used only to meet essential requirements and should 

not be applied to unnecessary goods or services or to dollar imports which 

could without adverse effects on our vital needs be obtained from sources 

of supply outside the Western Hemisphere. 

If the European Recovery Programme is to be successful it demands a 

readjustment of the existing dependence of Europe on the Western 
Hemisphere. So far as possible Ireland’s needs should be supplied from 

Europe or from countries within European monetary systems, e.g., the 
sterling area, and every effort should be made to achieve this objective. 

Otherwise the position may arise in 1952 when we shall be unable to 

procure essential commodities because dollars are no longer available. . . . 

Assistance by way of loan imposes the burden of repayment with 

interest... [and] and the repayment of the loan obligation in dollars 
involves an addition to the strain on sterling convertibility and in view of
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our vital interest in the ultimate full recovery of sterling we should not 
unnecessarily add to the strain. Normally loan obligations should be 
assumed only for capital projects or other expenditures which create the 
means of repayment but in our case we have no choice but to apply the 
loan monies to all classes of imports which cannot be met from our own 
earnings. 

Finance went on to recommend that, in keeping with their ex- 
change control division’s previous practice, they should refuse author- 
isation of expenditure on luxury and non-essential dollar imports and, 
specifically, they renewed their proposal for a 50 per cent cut in the 
dollars allocated to the motor assembly industry, although their new 
deadline was 30 June 1949.” The government procrastinated for some 
weeks and, on 19 October, Industry and Commerce submitted a 
counter-memorandum seeking the rejection of Finance’s proposals. 
The issue eventually seems to have become bound up with the wider 
debate, in which Finance and Industry and Commerce were again on 
opposite sides, about the balance of payments. 

Finance had first expressed their concern about the balance of pay- 
ments in a memorandum to the government on 30 July when they 
drew attention to the growing trade deficit (£94 millions a month, as 
compared with £8} millions in 1947) against a background of “ex- 
ternal resources... worth much less than before the war... being 
rapidly dissipated on imports of consumption goods’? and the 
depleting effect of the redemption of dollar borrowings on those 
resources in the future. The memorandum also referred to American 
requests for assurances that ERP aid would be used to restore equilib- 
rium in the balance of payments and to the anxiety expressed by 
British representatives on this score in the recent London talks. 
Finance saw “‘domestic inflation” as the ‘‘fundamental cause’’ of the 
problém: 

The excess purchasing power generated by wage and salary increases not 

balanced by greater output, by the unprecedented volume of government 

expenditure and by capital outlay in excess of current savings can only 

find an outlet in domestic price increases and excessive expenditure on 

imports. The existence of external resources which can be used to meet 

this swollen demand for goods tends for a time to obscure, but cannot in 

the end avert, the development of a situation in which we will be forced 

to adopt painful measures to restore equilibrium in the balance of pay- 

ments. It is vital that remedial action should be no longer delayed.
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Finance therefore asked the government “‘to approve in principle 

the proposal that import restrictions are necessary for this purpose.” 

The government’s approval, on 31 August, provoked a strong 

reaction from Industry and Commerce who sought to have it 

rescinded, arguing that the balance of payments problem “‘should be 

considered solely from the point of view of this country and undue 

weight should not be attached to advice tendered by, or on behalf of, 

the British and American Governments” and suggesting that 

... the time which has elapsed since the net draw on sterling assets began 

is too short to warrant the assumption that it represents a permanent 

trend... A large proportion of our sterling holdings represents enforced 

savings accumulated during the war years. They should not all be treated 

as capital assets nor should there be objection to their use for the purchase 

of consumption goods now obtainable for the first time in six or seven 

Veatsnee 

Industry and Commerce also anticipated an inevitable decline in 

imports, questioned the basis upon which Finance’s statistics had been 
drawn up and argued that “‘the introduction of a regime of restriction 
and austerity would involve unemployment and emigration’’.” 

Finance were at the same time under different pressures from the 
Governor of the Central Bank, who called on the Minister to inquire 
what action the government intended to take on the balance of pay- 
ments issue and to deprecate ‘‘what he called the crude methods of 
prohibiting or restricting imports while other government measures 
were helping [increase] the purchasing power of the community’’.” 
In particular, he criticised ‘the enormous budgetary expenditure” and 

“heavy capital outlay by State or State sponsored organisations” and 
suggested that “‘the Government were absorbing all, or more than all, 

of the savings of the community and . . . making heavy inroads on our 
sterling assets.” 

Finance, for its part, rejected Industry and Commerce’s criticisms of 
their memorandum on the balance of payments and continued to 
argue for a trenchant appeal for economy on the estimates then being 
prepared — which McGilligan approved on 7 October — and for the 
reduction of dollar imports.” 

It was against this background that the government, at a meeting on 
22 October, finally decided in favour of Finance on the issue of dollar



Department of Finance and First Inter-Party Government 433 

economies and the American loan, subject to the qualification that any 
disagreement between departments, ‘‘as to whether any particular 
item, whether of luxury and non-essential imports or of dollar 
imports hitherto regarded as necessaries, should be included in the 
programme ...should be referred to the Government.” Finance’s 
recommended cut in the allocation of dollars for the motor assembly 
industry was similarly approved, although without prejudice to what 
might subsequently be decided for the post-June 1949 period.” The sig- 
nificance of the government’s decision was not simply the exclusion of 
dollar luxuries and non-essentials but also, in as much as they ap- 
proved of Finance’s proposal on American cars, the acceptance of the 
general principle of ‘‘a deliberate attempt to switch away from 
traditional or Customary necessary imports from the dollar area’’.”8 As 
we shall see, it was a decision which played an important part in 
enabling the exchange control officials in Finance to exercise a larger 
influence over the scale and direction of dollar imports — and thus 
Over an important area of economic policy generally — than they 
would otherwise have possessed. 

A few days later, on 28 October, the ERP loan agreement — for 
$60 millions at 2} per cent “for financing the acquisition of such com- 
modities and services as are approved by the Administrator” [for 
Economic Cooperation] — was signed on behalf of the Minister for 
Finance and the Export-Import Bank of Washington.” The terms of 
the loan (that no interest should be paid before the second half of 1952 
and no principal until 1956, and that the first principal repayments 
should be small) represented a qualified triumph for Finance officials 
who had gone to some pains closely to coordinate their negotiations 
with the Americans with negotiations the British were simultaneously 
conducting in Washington. Indeed this well-orchestrated campaign, 
which took care to avoid giving the Americans the impression that 
the Irish and British were ““ganging-up’’, is among the more striking 
examples of the intimate working relationship which Finance officials 
enjoyed with their Treasury counterparts — that their corres- 
pondence was sometimes conducted on christian name terms (some- 
thing almost unheard of in the correspondence of senior Finance 
officials with their colleagues in other Irish government departments 
at this time) is but one index of this intimacy.*® But this did not 
prevent the British from keeping the Americans fully informed of the 
course of Anglo-Irish financial negotiations. While the larger political 
implications of the closeness of the Anglo-American alliance for Irish



434 The Irish Department of Finance 1922-58 

interests fall outside the compass of this book,* it should be noted that 

Rowe Dutton gave the American Embassy in London a detailed 

account of his June 1948 talks with McElligott and his colleagues 

which was immediately communicated to the State Department, to 

the American Treasury and to the Economic Cooperation Adminis- 

tration in Washington.” 

Ill: The Use of European Recovery Programme Funds 

Once it became clear that Ireland would benefit financially under the 

Marshall Plan, the use of the monies so obtained was an inevitable and 

predominant concern of the Department of Finance, and Whitaker’s 

memorandum of May 1948 is but an early expression of that con- 

cern.®? “‘The question of the disposal of the proceeds of dollar bor- 

rowings”” was again discussed by McElligott, Hogan and Whitaker in 

July when it was decided that, in order to avoid “further aggravation 

of internal inflation”’, “provision should be made in the Appropriation 

Bill for payment of the proceeds into an account of the Minister for 

Finance with the Central Bank instead of directly into the 

Exchequer’’,® a decision which symbolised Finance’s anxiety about the 

possible effects of the expenditure of these monies, and their inability 

to determine how the monies would be spent. 

The responsibility for drafting the Irish European Recovery Pro- 

gramme rested instead with Sean MacBride as Minister for External 

Affairs. MacBride’s power on this critical matter derived from the 

terms of the European Economic Cooperation Agreement which laid 

down that the Administrator of the ECA would negotiate directly 

with the OEEC and not with the individual countries participating in 

the Programme; it was therefore for the OEEC to approve each 

country’s national programme. MacBride, as Ireland’s Minister for 

External Affairs, was a Vice-President of the Council of Ministers of 

the OEEC and was given the responsibility by the OEEC to nego- 

tiate with the ECA on behalf of the sixteen countries involved.** His 

influence was further enhanced by his friendship with Averell 

Harriman, the European Ambassador at Large for the ECA with 

whom he acted as a sort of unofficial representative of the Council of 

Ministers, and by his even closer friendship with the American 

Minister to Ireland, George Garrett, with whom he regularly shared a 

*I intend to examine this question more fully in a forthcoming book on 

the United States and the Irish question, 1945—49.



Department of Finance and First Inter-Party Government 435 

frugal lunch of poached eggs on toast in his office in Iveagh House.*° 
Both Harriman and Garrett were obviously in key positions to in- 
fluence Paul Hoffman, the head of the ECA, and the man who had to 
approve the commodities and services upon which aid could be spent 
and with whom MacBride was also personally friendly. The Ameri- 
cans, too, had their bureaucratic divisions and conflicts about Marshall 
Aid; Harriman, as special representative, became “extremely power- 
ful... and his office in Paris came to be almost independent of ECA 
Washington”, particularly since Hoffman “‘in certain ways... aban- 
doned a central role in policy-making almost from the start’’.% 

All of these factors strengthened MacBride’s hand in preparing the 
proposals ultimately incorporated in the White Paper on Ireland’s 
Long-Term Programme (1949-1953). His differences with the Depart- 
ment of Finance had clearly emerged by mid-December 1948 when he 
sought cabinet authority to tell George Garrett how the government 
proposed to use ECA funds and to say also “what plan has been 
evolved which, fitting into the objectives of ECA policy, would be 
best effected by a grant of US funds, rather than by a loan.” Garrett 
needed this information, said MacBride, “‘for the purpose of represen- 
tations he was making in Washington on the Loan-v-Grant issue”’ and 
he had also strongly expressed the hope that “‘the moneys which were 
now accumulating with the Irish Exchequer as a result of the ECA 
Loan would be used for national development purposes of a produc- 
tive nature and would not be invested in British or other securities 
and thus allowed to become unproductive from an Irish point of 
view.’ MacBride’s proposed reply did nothing to disappoint that 
hope. It contained the embryo of the Recovery Programme under the 
headings of land reclamation and drainage, reafforestation, fishery 
development, electricity development, agricultural training and 
education, fertilisers and harbour development.*’ 

Finance's reaction was predictably hostile: “I do not think the 
Government should be asked to commit itself at such short notice to 
[this] ambitious programme”, minuted McElligott to McGilligan, 
having first complained that he himself had been given no time 
properly to examine it. If further American aid was in the form of 
loans, he argued, none of the proposals would facilitate repayment 

and that burden would fall on the taxpayer since none of the new 

schemes would produce revenue for the Exchequer. There were, he 
said, “no moneys now accumulating with the Irish Exchequer as a 

result of the ECA loan” — and we can here see the significance of
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Finance’s amendment of the Appropriation Bill the previous July — 

‘and if there were we would use them to avert further borrowing 

from the public here which had now become urgently necessary and 

also to meet the £37 million odd of debt maturing in 1950.” Mc- 

Elligott then went on to argue that 

... we are already spending on capital development as much, if not more 

than, the country can afford and certainly more then we can hope to 

continue to raise from the public by means of voluntary loans. For these 

reasons alone we must not commit ourselves to expending any loan 

counterpart funds that may accumulate here or any other projects unless 

they relieve the Exchequer either of current or capital expenditure. 

It is no business of the Americans what we do with the loan counterpart 

funds and they should be told that distinctly. It is generally recognised 

now that one of the advantages of being a loan country is that you are 

subject to less ‘snooping’ by the Americans. 

Any large scale release of fresh funds in this country would inevitably 

have inflationary effects on a big scale.** 

Although McElligott argued in vain (the government decided the 

same day to approve MacBride’s proposed, unofficial reply to the 

American Minister) the exchange reveals what lay at the heart of the 

controversy over the use of the loan counterpart funds — a con- 

troversy which continued throughout 1949. 

MacBride took the view that the funds must be used for economic 

development — above all, for land reclamation and reafforestation — 

and he characterised the Finance arguments that this would be in- 

flationary and that the moneys should be used only for the amortisa- 

tion of the national debt as timid, reactionary and owing too much to 

the Treasury’s influence. He took the precaution of discussing his 

afforestation proposals with both Costello and McGilligan betore 

publicising them and before Finance got wind of them, citing the 

Shannon Scheme as an earlier example of the kind of state interven- 

tion which he now thought was necessary.*? McElligott believed that 
MacBride’s determination to obtain dollars was such that he was 

ultimately indifferent as to whether aid was obtained by way of grant 
or loan; that he was indifferent to the implications of repayment and 

adopted the attitude of “‘let posterity pay’’.”° 
The terms of the continuing debate were fixed by a government 

decision authorising External Affairs to seek the observations of all 

other Ministers on the “utilisation of the funds consequent on the loan 
arranged under the European Recovery Programme’? — the Local
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Currency Fund — “on the hypothesis that the funds referred to 
could* be used for purposes of national development”’.”! The decision, 
wrote Whitaker, “presents the curious spectacle of the Minister for 
External Affairs inviting the Minister for Finance to furnish proposals 
for expenditure.”’ The basis of this “paradoxical situation’, Whitaker 
argued, was that 

... Wwe plunged into ERP, rather than take our chance for dollars as a 
member of the sterling area, not so much because of the hope, which then 
seemed bright, of getting dollars for nothing as of having vast amounts of 
free funds in Irish currency which could be spent, assuming American 
agreement, on schemes for which it would be difficult to find money by 
taxation. ... 

How could one [otherwise] explain not merely our readiness to borrow 
dollars to pay for currently consumed wheat, maize... etc., but the 

anxiety of the Minister for External Affairs, and other Ministers, that we 
should search for means of spending as many dollars as possible, even to 
the extent of buying dollar goods in preference to sterling goods?” 

There was a danger, Whitaker suggested, that the matter would get 

so ‘out of hand” that control of expenditure would “slip” from the 

Minister for Finance — Hogan, too, observed that it was “important 

to check the intervention of the Department of External Affairs in 

matters which under the Ministers and Secretaries Act 1924 and other 

legislation is reserved to the Minister for Finance.’””? The fundamental 

points which had been lost sight of, Whitaker wrote, were “that bor- 

rowings from the United States Government will have to be repaid” 

and that such borrowings should be treated with “‘at least equal care 

and responsibility ... as would be exercised in the use of borrowings 

from the Irish public.” The repayment of both could ultimately be 

met only from taxation, and the ERP funds should not be used, 

therefore, 

... to finance schemes for which it would be considered doubtful wisdom 

to borrow internally on the same scale. Indeed, we should be much slower 

to incur external than internal debt since repayment of external borrow- 

ing, involving as it does a transfer of goods and services out of the 

country, imposes a greater real burden on the community. 

None of MacBride’s projects, claamed Whitaker, “can be said to 

*“Could” read as “should” in the original letter from the Taoiseach’s Department, but 

McElligott ascertained “‘that ‘could’ is the operative word” — see note 91.
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pass the test of productivity in the sense of producing revenue for the 

Exchequer from which the interest and redemption instalments could 

be met as they fell due’. Indeed some of the proposals — the provi- 

sion of deep-water harbours, subsidised fertilisers and extra agricul- 

tural training — were acknowledged to have poor repayment pro- 

spects; others — “‘land reclamation, drainage and afforestation, 

though, like many other things desirable in themselves, fall far short 

of yielding an adequate revenue to offset the corresponding debt 

service. ... Expansionist ideas, however admirable, which involve 

adding to the public debt and to future taxation are completely out of 

touch with the reality of the present financial position’’, which 

Whitaker then proceeded to analyse. He anticipated a gap of £2 

millions between revenue and expenditure in the current year and a 

still worse shortfall in the following year with capital expenditure 

amounting to £10 millions. Further heavy additional taxation would 

be necessary if the budget were to be balanced, and borrowing at the 

rate of £10—£12 millions a year would be required to finance what 

he described as “pre-ERP”’ capital development schemes. ERP funds, 

he therefore argued, should be “‘devoted...to... the relief of 

internal borrowing”’; and this was all the more necessary because of 

“the inflationary effects of the addition to domestic purchasing power 

resulting from the loan proceeds. . . . The ideal would be to neutralise 

the effect of this adventitious increase in the volume of money by 

investing the loan proceeds outside the country.” 

These, then, were the considerations which Finance felt should 

determine the statutory powers their minister should take for using 

the proceeds of the American loan. Whitaker’s memorandum con- 

cluded with a strong denunciation of the deleterious eftects of the 

Marshall Plan upon the direction of financial policy: 

In Ireland and elsewhere ERP has had unfortunate .as well as beneficial 

effects. It has yet to be seen whether a less generous gesture by the United 

States would not have contributed more to European recovery by forcing 

countries to face the realities of the situation and take urgent and adequate 

steps to reduce their excessive dollar expenditure. Under this four-year 

programme the attention of statesmen is diverted from urgent and awk- 

ward problems such as balancing the budget, adjusting exchange rates 

to fundamental realities, substituting home production for dollar pur- 

chases, to more pleasant activities such as striving for the maximum slice 

of the current total allocation of dollar aid and devising popular means of 

spending the local currency proceeds. The tendency towards this form of
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demoralisation is not completely checked by the aid being given in loan 
rather than grant form. 

We cannot afford to let our commonsense in the matter of expenditure 
be blurred either by the receipt of US aid or by misleading slogans like 
‘Whatever is physically possible is financially possible.’ Our resources are 
not unlimited. The State competes with private individuals for the re- 
sources required for capital expenditure. If current savings are not 
adequate to meet capital expenditure, public and private, this competition 
forces up prices and causes inflation. The economic problem cannot be 
avoided. The decision to use savings to build houses, develop electricity, 
etc., necessarily involves a choice as between these and alternative modes 

of investment. All are not physically possible. Some must be selected in 

preference to others. If the pace is forced too much inflation acts as an 

automatic and drastic brake. No one questions the desirability of better 

housing, improved health services, etc., etc., but State borrowing for these 

purposes, even if it can be effected on the scale desired, carries with it the 

obligation of finding the debt charges in cash. In an economic system 
which is mainly dependent on private enterprise, the resultant high level 
of taxation may discourage production and so inflict social loss. Nothing, 
therefore, should induce in us a light-hearted attitude towards increasing 
the public debt. Our policy in regard to dollar borrowings should be (1) 
to borrow as few dollars as possible and (2) to use the counterpart funds in 
such a way as to facilitate repayment of the borrowings with interest.” 

Whitaker’s peroration has been quoted at length because it is of 

cardinal significance — the cri de coeur of a Department of Finance 

trying to regain the power of policy direction. Whitaker himself, 

Hogan and McElligott all proposed that Whitaker's memorandum be 

made the basis of a major submission by their minister to the govern- 

ment. Hogan too had “urged that the existence of the ECA counter- 

part funds should not be allowed to influence the normal tests for any 

new capital schemes that might be proposed”’; and he thought it 

‘‘manifestly desirable that the Minister for Finance should assume the 

initiative in formulating proposals to the Government regarding the 

control and uses of the funds in the Central Bank’ adopted as a 

purely precautionary device, so that some safe deposit would be avail- 

able for ECA dollars when received.” 

But McGilligan was not persuaded by his officials’ advice — their 

minutes on the subject are scarred by his queries and exclamations in 

red crayon — “under Stalin and Molotov?”” was the most striking of 

his glosses, made with reference to the suggestion that Europe might 

have benefitted more from less generous American financial assistance.
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He made no submission to the government and the outcome was the 

inclusion in the Central Fund Bill of 1949 of a provision for the 

establishment of a fund known as the American Loan Counterpart 

Fund into which the Minister for Finance could transfer moneys from 

the Central Bank account set up under the 1948 Appropriation Act. 

The purpose of the section, said McGilligan in the Dail during the 

debate on the bill, was “‘to get these monies . . . eventually into the 

Exchequer” in order that they might be “‘utilised in the way 

Exchequer monies are. I could use these monies for the Electricity 

(Supply) Acts or for any purpose authorised by estimate.’””° 

McElligott brought the subject up again with his minister before 

the year was out when, just before the counterpart fund was estab- 

lished, he urged the need (“in view of the magnitude of Exchequer 

requirements” and “‘despite its inflationary consequences’’) “to get 
hold, for Exchequer purposes, of portion at any rate of the moneys 

in the Counterpart Fund...to redeem loans, amounting to 

£,27,375,000" — a purpose, he argued, to which the Americans 

would give “maximum approval’. The government, wrote Mc- 

Elligott, was too ready to spend ERP moneys “‘as if they were grant 

aid and not loan aid...the utmost caution should be exercised in 

regard not only to their expenditure but to the use of their counterpart 

in local currency and more rigid standards applied than in the case 

of expenditure of internal borrowings.’’ ”” 

The interdepartmental committee on ERP did not take McElligott’s 

view and expressed the “general feeling”’ that, in the Irish financial 

situation, ‘retirement of the National Debt would be unlikely to be 

accepted by the ECA as an appropriate use for the Fund’’, and 

arranged for External Affairs to prepare a memorandum for the 

government giving details of all the projects submitted by all the 
departments which would be suitable for financing out of the Fund.”® 
However, Finance, at a later meeting of the same committee, an- 

nounced their intention of submitting a statement “‘on the use of the 
Counterpart Funds for the retirement of Debt’’.”” This statement 
finally took the form of a memorandum to the government on the use 
of counterpart moneys and recapitulated in summary the arguments 

adduced by Finance officials since the submission of the important 
External Affairs memorandum of December 1948, arguing “‘that any 
further proposals for drawing on counterpart moneys must be con- 
sidered on their merits as proposals involving direct charges on the 
Exchequer”. The “‘primary responsibility” of the Fund was, “and
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should remain” the servicing of the American loan: ‘‘.. . to dissipate 
the resources of the Fund on non-profit earning objects is simply leav- 
ing to the taxpayers of the future the responsibility of providing the 
services of the loan’’.!° 

But the government deferred consideration of the Finance mem- 
orandum until after the summer recess!°! and instead approved a draft 
letter which MacBride proposed to send to the ECA mission to 
Ireland “‘intimating the Government’s proposals that 10 per cent of the 
moneys, or approximately £100,000, should be devoted to the 
promotion of dollar tourism and that the balance should be devoted to 
capital expenditure required for the expansion and improvement of 
agricultural, forestry and veterinary research and education and exten- 
sion services.’”! 

Finance had no objection to the dollar tourism project and had in 
fact included it in its own submission to the government, but the 
other proposals were just what the Department had argued against for 
so long. “This memorandum”’, minuted McElligott of the document 
containing the Department of Agriculture’s proposals for utilising the 
Fund, “simply oozes optimism, and I do not. Can we not modify 
some of its raptures and its figures?” !°’ But Finance’s representations 
were again rejected by a government decision approving the transmis- 
sion of the statement, subject to such amendments as MacBride and 

the Tanaiste, William Norton, might decide upon;!" and considera- 
tion of Finance’s memorandum was again deferred pending the sub- 
mission of a further memorandum from the Minister for Finance, 

when he knew just how much money would be forthcoming from 

the ECA.!% 

This further memorandum on the use of counterpart moneys was 

submitted to the government on 15 December 1950 (to be considered 
in conjunction with the June memorandum). It revealed that the total 
Marshall Aid to date of $144-2 millions had “produced a counterpart 
in Irish currency” of £ 36-5 millions. Finance predicted that some 

£24 millions would be available for investment by way of loan 

counterpart and another £11-5 millions in the form of grant counter- 

part — Ireland had succeeded in getting $13 millions of its 1950-51 
allocation classified as grant aid — and the Department argued that it 

was “essential that loan counterpart should be reserved as a supple- 

ment to normal sources of finance for housing, power development 

and other capital projects and that such existing projects as are likely 

to command specific ECA support should be switched in whole or in
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part to grant counterpart, e.g. the land reclamation project, tourism”’ 

and so on. The memorandum also included what had by now become 

the traditional Finance warnings about the inflationary eftects of the 

use of counterpart moneys and the need to use them for debt conver- 

stom.” 

But the Department’s proposals met with no more favourable a re- 

sponse than previously and by the spring of 1951 they finally acknow- 

ledged their cause lost. No mention was made of debt redemption in a 
memorandum drawn up in Finance on the use of grant counterpart 

moneys in April 1951 because, minuted McElligott to the Minister, “I 

gather you do not favour utilisation in this way”:'"” his admission 
signals the end of Finance’s prolonged and generally unsuccessful rear- 

guard action on the use of European Recovery Programme funds. 

IV: The Devaluation Crisis of 1949 

Rumours of the sterling devaluation which finally took place on 18 
September 1949 had long been in the air. Two years earlier, during 
the London talks on the dollar crisis, Finance representatives had asked 
Rowe Dutton about the possibility of devaluation and were told that 
“the United Kingdom did not contemplate a revaluation of the £. 
The matter had not been discussed at any stage; neither had the ques- 
tion of revaluation of gold been discussed.’’ Indeed Rowe Dutton 
went so far as to mention a theoretical case made in a recent number 

of The Economist for raising the value of the £ in terms of dollars! !° 
The pattern of Treasury denial in response to growing speculation 
about sterling devaluation soon became familiar in the wake of the 
devaluation of the French franc on 25 January 1948. For example, the 
record of the Irish delegation’s Washington talks with officials of the 
Economic Co-operation Administration on the grant-versus-loan 
issue in May 1948, reveals that leading ECA officials were already 
referring “‘specifically to the advisability and likelihood of the de- 
valuation of sterling”’.!°” By February 1949 the Department of Exter- 
nal Affairs was relaying Washington inquiries as to whether Ireland 
would maintain parity with sterling in the event of devaluation.!!” 
But both McElligott and Brennan thought devaluation unlikely and, a 
month later, McElligott recorded that he knew nothing that would 
cause him to change his mind.''! By the end of March, however, 
McElligott was forwarding to External Affairs the latest foreign 
report of The Economist intelligence unit which was very pessimistic 
about the future of sterling; and, two months later, McElligott himself
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was becoming increasingly pessimistic about the weight to be attached 
to the Chancellor of the Exchequer’s latest denial, which he saw as 
being prompted by the Labour government’s wish to postpone de- 
valuation at least until they had fought and, they hoped, won the next 
general election. He was sufficiently concerned to ask External Affairs 

to make soundings in London and Washington “‘to ascertain what 
measure of truth there is in all this cloud of witness” in a situation 

where 

...the USA authorities are credited everywhere in the financial and 

general press with bringing pressure on the British. . . Sometimes it is the 

American Treasury, sometimes it is ECA in Washington and sometimes it 

is the European end of ECA that are considered to be bringing influence 
to bear . . . if the Americans have these ideas on the subject, what measure 

of devaluation [have they] in mind? I need hardly say that the whole 

question is one of the utmost importance and urgency from our point of 
view.!!2 

In the meantime the possibility of devaluation had been discussed at 

a meeting of the inter-departmental foreign trade committee on 17 

May, as a result of which Finance were asked to prepare a memoran- 

dum on the effects of devaluation on foreign trade. This memoran- 

dum, of 13 June 1949, is important since it delineates the official views 

of the Department on devaluation at a time when the matter was 

about to become a subject of controversy and debate between mini- 

sters. Devaluation, the memorandum argued, 

... would be anathema to orthodox thinking in Britain. For one thing, it 

would shake still further London’s position as a financial centre and thus 

create new difficulties by reducing British earnings from banking and 

insurance transactions, etc. Moreover, it would not be necessary so long as 

Marshall Aid is sufficient to bridge the gap between dollar earnings and 

dollar expenditure and the gradual fall in world wheat and maize prices 

should offset, in part at least, the falling off in sales of British goods to 

dollar areas. It seems unlikely, therefore, that there will be devaluation of 

sterling in the immediate future; on the contrary, Britain 1s not likely to 

devalue until every other alternative has been tried and, even then, only 

when the ultimate monetary reserves of the sterling area have been ser- 

iously reduced. 

Having analysed its likely effects at some length, the memorandum 

went on to consider ‘“‘whether any action could be taken internally in 

Ireland which could offset or nullify devaluation. A theoretical possi-
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bility is that the link with sterling might be cut and the Irish £ kept at 

the present parity with the dollar, i.e., at a premium in relation to 

sterling.”” But — after an examination of the effects of such an action 

upon the balance of payments, together with the arguments that it 
might make Ireland’s position as a member of the sterling area 

“uncomfortable, if not untenable’, “that before the war there was no 

evidence that our currency was undervalued in terms of ster- 
ling... [or] that the influence of inflationary forces here is on the 

wane’’ — the conclusion reached was that there was “no method by 
which this country could escape the effects of devaluation of sterling”. 

It was also suggested that “devaluation might prove to be a temporary 

expedient” and the example was given of how in 1933, when the 

Americans followed the British off the gold standard, “the £ re- 

gained its parity with the dollar and, in fact, for a period was worth 
$5-50.” Reference was also made to the Banking Commission’s re- 
view of the link between the Irish currency and sterling at parity and, 
the memorandum declared, “‘the arguments which were advanced in 
favour of that position have in the interval lost none of their 
cogency’’. Since nothing could be done to escape the effects of a ster- 
ling devaluation, the memorandum concluded, 

... there does not appear to be any possibility of action by the foreign 
trade committee which would minimise these effects. Theoretically, it 
would be possible to import goods from hard currency areas in advance of 
devaluation, but there are now so many other limiting factors in this 
connection that the possibility of effective action appears to be negligible, 
even if we were prepared to face the consequences of any loss of goodwill 
in Britain and USA. In any event, in view of the closeness of our econo- 
mic relations with Britain and the settled tendency towards a parallel 
structure of wages and prices, any exchange value between the Irish 
pound and sterling other than parity would be unreal. 

In mid-June 1949, then, Finance were still clutching to the straw 
that the British government would continue to resist devaluation until 
all other alternatives had been exhausted, while at the same time in- 
sisting that, even if devaluation were to take place, there was nothing 
that Ireland could do about it. But the fact was that Finance knew 
little or nothing about the British government’s intentions, as 
McElligott implicitly acknowledged in the covering letters to the 
Finance memorandum sent to the secretaries of External Affairs, of 
Industry and Commerce and of Agriculture, asking them to alert 
their officials “who presumably are in fairly close contact with the
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British departmental and trading interests’ and who might “hear 
something that might throw light on the future course of events’’.!? 
McElligott explicitly asknowledged this dilemma a week later: 

we are completely in the dark here as to what the intentions of the British 
Government are in relation to the devaluation of sterling, and it is possible 
that its own mind on the subject is not at all clear. Certainly no one out- 
side that government knows when or how much sterling will be de- 
valued. It is unlikely to come one would imagine on this side of a general 
election in the UK and indeed there is no immediate necessity for it while 
British gold and dollar reserves are in the region of £450 million and 
Marshall Aid is continuing. 

But McElligott then went on to admit the possibility that the 
British would be left with no other option but to devalue in the event 
of “heavy draws on her reserves”’ as happened when she went off the 
gold standard in 1931. He believed it “‘likely that sterling devaluation 
when it comes will be accompanied or followed by a general revalua- 
tion of European currencies, and indeed many such currencies, like 

our own, will have no option but to follow it down”; and he also 

presumed that Irish ignorance of British intentions put her “in the 
same boat as other large holders of sterling investments and balances, 

e.g., India, Pakistan, Egypt, Palestine, Iraq, Ceylon.’’'* 

McElligott’s comments suggest that, privately at least, he was 

already convinced of the inevitability of devaluation and to that 

extent shared the views of Sean MacBride, who presented the govern- 

ment with a formidable memorandum on the subject on 23 June 1949. 

Where MacBride differed radically from Finance, however, was in 

the belief that “‘the remedies necessary to anticipate the results of the 

devaluation of the [sic] sterling and the effects of a period of depres- 

sion coincide’. The remedy he proposed was that the government 

should take immediate and urgent action, 

...as a matter of definite policy, [to] endeavour, by every means avail- 

able, to promote the repatriation of our ‘sterling assets’ and the investment 

of monies at present invested in Britain, in national development projects 

in Ireland. Such a policy would serve the double purpose of safeguarding 

our ‘sterling assets’ and of preventing the effects of the depression. 

Any reasonable impartial objective view of the situation leaves no doubt that, 

putting it in the mildest form possible, there is a definite element of speculation in 

investing Irish monies in Britain at a time when the British economy and sterling 

are confronted with such dangers and uncertainties.



446 The Irish Department of Finance 1922-58 

MacBride went on to argue that if Ireland had invested the capital 

which it had invested in British securities since 1914 in such projects as 

the creation of state forests, the Shannon scheme and the land rehabili- 

tation scheme, a 64 per cent depreciation in sterling assets between 

1914 and 1948 would have been avoided and such “‘invaluable assets”’ 

as a reduction in imports, an increase in employment and raw material 

for industry would have been acquired. He thus saw his proposals as 

“not merely anticipating the possibility of devaluation and depression 

but of remedying some of the basic defects present in our economy.’’ 

Finally, MacBride urged that the question of maintaining the Irish 

pound at parity with sterling “be examined as a matter of urgency by 
independent economists”, suggesting that the evidence adduced in the 

Banking Commission’s majority report, “if valid then, [is] not valid 

now. 7? 

MacBride’s memorandum reveals the breadth of the division bet- 

ween his views and those of the officials in the Department of Fin- 

ance — essentially the same kind of division which separated them on 

the use of ERP funds and which, earlier, had separated the signatories 

of the Banking Commission’s majority report from O’Loghlen’s 

minority report.'!® The case against repatriation of sterling assets had 

been made by Finance as early as 1943 and the Department’s officials 

did not now see any reason to change their minds, nor to depart from 

the line adopted in their June memorandum to the foreign trade com- 

mittee. The results of devaluation for Ireland, wrote Whitaker, 

“though serious, could scarcely be described as ‘disastrous’;”’ nor did 

he see any point in rehashing the issue of parity with sterling. 
MacBride’s memorandum, he observed, “makes no attempt to show 

that the enlarged capital programme he outlines is either practicable 
or economic”’ and he questioned the “physical possibility”? of some of 
his proposals, stressing, in particular, that sterling assets could not be 
“repatriated” save over a period of years. Neither did he see any pur- 
pose in what he described as ‘wishful speculation about the compara- 
tive advantage of afforestation as compared with investment in ster- 
ling assets’’, since private individuals would not invest in afforestation, 

nor could the state have done so because of shortages of seeds and 
other materials during the years of sterling accumulation. Similarly, 
Whitaker thought it “‘idle to speculate on the relative security in the 
present state of the world of capital invested in Britain and capital 
invested at home”. MacBride’s whole approach to the repatriation of 
sterling was, he argued, invalidated by “the following facts’: that
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Irish sterling assets not “in absolute government ownership or con- 
trol” (even in the case of assets held by the Post Office Savings Bank, 

the government was only a trustee); that “private individuals 

remain free to hold sterling investments or sell them as they think fit’’; 

that Ireland’s sterling accumulation “‘really represents the forced 
savings of two war periods” and that present government policies 

(notably its capital programme and protection of Irish industry) were 
already “using up the savings of the past’’. The one point, indeed, 

where Whitaker tended to concur with MacBride was on the govern- 

ment’s seeking independent economic advice, which he saw as pos- 

sibly ‘‘advantageous in the long run’’.'”” 

But the government took no action on MacBride’s memorandum 

which remained on the cabinet agenda until after devaluation had 

taken place. Finance, consequently, do not seem to have found it 

necessary to produce any further, formal statement on the subject until 

3 September when their June memorandum to the foreign trade com- 

mittee was reissued. The format, and for the most part the wording, 

remained unaltered and there was no change whatever in Finance’s 

assessment of the problems which devaluation would cause and what 

could, or, rather, could not, be done to counter them. The one major 

change in the document concerned the likelihood and possible timing 

of devaluation, for by now the Finance view was much more pessi- 

mistic. Talks between McElligott, Hogan and Treasury officials in 

London between 29-30 July on the gravity of the dollar situation led 

them to the “‘cheerless’’, if certain, conclusion “‘that there is now no 

prospect whatever of sterling convertibility being restored in 1952”’. 

Although an Irish “query about devaluation elicited an emphatic 

no”’,!!8 such denials no longer carried comfort: “the Treasury were 

stubbornly negative on the question of devaluation” was McElligott’s 

subsequent appraisal of the talks.1¥” 

Finance, then, in their reissued memorandum of 3 September, drop- 

ped the passage about devaluation seeming unlikely in the immediate 

future, and spoke of the major reduction in British monetary reserves, 

which they had previously suggested would be a necessary prelude to 

a decision to devalue, as having effectively taken place; the fall in the 

reserves in the twelve months ending March 1949 had quickly 

accelerated since then and it was anticipated that, unless this decline 

were arrested, the reserves would soon be down to £350 millions 

(only two-thirds of what the British had previously regarded as their 

minimum safe figure of £500 millions). “The position has thus
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changed out of all semblance in a period of little over a year, and a 

continuance of the drain at recent rates would result in devaluation 
before the end of the year unless a decision were taken that the re- 
serves should be allowed to fall to a very low level in the hope of an 
alteration in the British trading position before they were approach- 
ing exhaustion.’’ The British financial papers were openly discussing 
the most likely date of devaluation, “thus indicating that they regard 
postponement as impossible”, and the Sunday after the next IMF 
meeting, 18 September, was considered most likely. The dollar- 
sterling talks in Washington between the Finance ministers of the 
United States, Britain and Canada which ended on 12 September did 
nothing to change this assessment and, by 16 September, McElligott 
told his minister that devaluation could now “be taken for 
@hatited me <4 

On the morning of the next day, Saturday, 17 September 1949, 
Finance finally received official intimation of the British decision to 
devalue the £ sterling to $2-80, through top secret messages from the 
British Prime Minister to the Taoiseach and from the Bank of 
England to the Governor of the Central Bank. “Conferences were 
held during the afternoon and evening of that day between the Mini- 
ster for Finance, the Governor of the Central Bank, the Secretary, 
Department of Finance and others to consider the action to be taken 
in the event of the Government deciding to allow an equivalent de- 
valuation of the Irish £”’ and McGilligan immediately approved a 
direction (delivered to the banks by hand) suspending dealings in for- 
eign exchange. On the same day discussions took place with the for- 
eign manager of the Bank of Ireland on the new buying rate for 
American dollars, based on the assumption that an equivalent devalua- 
tion would take place in Ireland.!?! 

That evening the government met in emergency session in Iveagh 
House where, coincidentally, an official reception in honour of 
Cardinal Cushing was taking place. The meeting continued until 3 
o'clock next morning and resumed again on Sunday evening. 
McElligott, Sarsfield Hogan (who, as assistant secretary of the ex- 
change control division, had been called up from Donabate where he 
was on leave), Whitaker and Patrick Lynch (then an economic 
advisor in the Taoiseach’s Department) were present for much of the 
prolonged and bitter discussions. MacBride, supported principally by 
Browne and opposed by McGilligan and James Dillon, argued strong- 
ly against the government’s devaluing pari passu with the British.
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Whitaker vividly remembers MacBride sitting astraddle on a chair in 

the middle of the room (with other members of the government sit- 

ting around the sides) and relentlessly cross-examining his senior 
Finance colleagues, a process which began at 2 o'clock in the morn- 

ing. He remembers, too, fearing that MacBride intended to question 

all the officials present and that this would expose major inconsisten- 
cies in their opinions, particularly regarding the probable effect of 

devaluation on the cost of living — the significance of which 

McElligott emphatically denied. 

At one critical point, when MacBride was pressing Sarsfield Hogan 

very strongly for an estimate of how devaluation would affect the cost 

of living, which Hogan was reluctant to give, McElligott had inter- 

vened and given an estimate (some 8 per cent) of how proposals for 

new expenditure put forward by the ministers for the spending de- 

partments would increase the cost of living, which he compared with 

an estimate of 14 per cent for the effects of devaluation. After this ex- 

change, McElligott began collecting his papers prior to leaving the 

meeting and when asked to remain until a decision was taken, replied 

that he had not realised that this was the matter under debate. Acting 

in accordance with his minister’s instructions after consultations with 

the Governor of the Central Bank, he had already, he said, issued the 

necessary preliminary instructions to the banks. But, McElligott’s con- 

fident assumptions notwithstanding, the outcome remained in some 

doubt until the Tanaiste, William Norton, threw his weight behind 

Finance’s advice.!?? 

The government’s final decision was, “fon the recommendation of 

the Minister for Finance’, ‘‘that an equivalent devaluation of the Irish 

pound in relation to the United States dollar should be allowed” and 

that the Minister for Finance should issue the banks and other 

authorised dealers in foreign currency the directions necessary for 

(a) the temporary suspension of dealings in foreign currencies, 

(b) the resumption of dealings in United States dollars, at the new rates, 

on Tuesday, 20 September 1949, and 

(c) the resumption of dealings in foreign currencies, other than United 

States dollars, as soon as the necessary information as to the altered 

rates of exchange became available; 

and that he should also issue a public statement announcing the
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government’s decision.'?? That statement said that the decision had 

been taken “‘in the light of the economic circumstances of this coun- 

try ... [as] the course of least disadvantage”’!** — a phrase thought up 

by Whitaker at breakfast on Sunday morning which especially 

pleased McGilligan. It is noteworthy that the first draft prepared by 

Finance was markedly different in emphasis from the final version. It 

included, for example, the sentence: “‘In the case of Ireland there is no 

reason in present circumstances why the change of the dollar sterling 

rate should alter the existing parity of the Irish pound with the pound 

sterling and accordingly the major part of external transactions of 

Irish interest will continue to be conducted as heretofore.’’!° 

But, whatever these differences of wording, there could be no 

doubt about the real meaning of the decision. “On and after Tuesday 

20 September 1949, you may resume dealings in any foreign currency 

in respect of which new official buying and selling rates are from time 

to time announced in London”, McElligott informed the banks in a 

confidential circular on 19 September; “resumption of dealings may 

take place as such London rates are announced without further re- 

ference to this Department.’’!° The smoothness of the transition, and 

the Department’s confidence in the arrangements it had proposed as 

soon as the news of devaluation broke, were highlighted by the fact 

that the Irish banks and stock exchanges remained open on the 
Monday after devaluation which the British government proclaimed a 
bank holiday. This was the one respect in which Irish practice differed 
substantially from British in the immediate aftermath of the crisis. 

The shock waves which the devaluation decision created in govern- 
ment circles did not immediately recede and, on 20 September, the 
government decided that the Departments of Finance, Industry and 
Commerce and External Affairs should submit memoranda on “‘the 
effects of devaluation and the further steps that it may necessitate”’.!”” 
In fact the government considered no fewer than six separate memo- 
randa at a meeting on 28 September: one each from the Departments 
of Finance, Industry and Commerce and Agriculture and no fewer 
than three from External Affairs — one of which was the memoran- 
dum of the previous June which, significantly, seems only now to 
have been formally considered by the government. The Department 
of Finance had tried to achieve a certain consensus with their col- 
leagues in other departments and the concluding paragraph of their 
memorandum pointed out that it had been prepared only after con- 
sultation with officers in Agriculture, Industry and Commerce and
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the Central Statistics Office — the separate memoranda from these 

departments were relatively uncontroversial and almost exclusively 
devoted to the probable effects on prices of products which fell within 

their special preserves. The position of External Affairs was com- 
pletely different: two of their officials, “Boland and Cremin, were 

with us right through the talks”, noted McElligott for his minister, 

‘and while concurring on most points, they prefer, for reasons which 

will emerge in their minister's memorandum, not to be included as 

agreeing with the Finance memorandum.’’!* 
A great deal in the two memoranda from External Affairs,'?’ both 

dated 27 September, was given over to further criticism, both implicit 

and explicit, of the advice tendered by the Department of Finance 

throughout the devaluation crisis. The first (entitled ‘Possible Dis- 

integration of Sterling Area — Steps to Safeguard Sterling Invest- 

ments and Government Funds’’) suggested that foreign opinion was 

“very reserved” about the prospects of the British achieving their 

objectives through devaluation, and argued that “one of the most 

frequent criticisms brought against the monetary policies of Irish 

governments in the past is that the holding of all our external assets in 

a single currency exposed them to special risk and deprived them of 

the security they would have enjoyed if they had been more widely 

‘spread’.” It proposed that the government should guard against the 

eventuality of the break-up of the sterling area by distributing their 

holdings over the currencies of the area’s other members: “‘it is merely 

a measure of elementary prudence to ensure that our foreign assets are 

secured, not on the economic resources of the United Kingdom alone, 

but on those of the sterling area as a whole’’ — a belated recognition, 

in Finance’s view, of the limited possibilities of diversification. The 

second memorandum contained MacBride’s proposals for government 

action in the aftermath of devaluation. It began with an explicit rejec- 

tion of McElligott’s view put forward at the critical government 

meeting — that the increase in internal prices would be negligible — 

and a proposal that a government order be made “‘freezing the cost of 

all commodities”. Other proposals advocated ‘immediate and drastic 

steps” to increase dollar earnings, including the provision of extra 

accommodation for American tourists and the appointment of Irish 

trade attachés in North America and Europe “‘to study market condi- 

tions and help to develop export trade’; that the government take 

legislative powers, which Finance denied it then had, to vary the 

parity between the Irish £ and the £ sterling (powers without which
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‘the Government is deprived of any control of the finances of the 
nation; this is both intolerable and imprudent’’); an exhaustive review 

of the investment of government and Central Bank funds in British 
securities and their reinvestment “in development projects such as 

afforestation, drainage, housing and industrial development’’ (the 

details of this proposal necessitated, for example, the doubling of the 
afforestation programme); and, finally, the revision of the trade agree- 

ment with Britain. 

Finance, on the other hand, took a line which was at once less pessi- 

mistic about the effects of devaluation and more pessimistic about 
how those effects might be countered; they concluded, for example, 

that “no great increase in income from dollar sources seems likely to 
be realised”. In contrast to MacBride’s development projects, the 

Department argued for the restriction of capital outlay “‘at a time 
when private savings will tend to contract and the raising of capital 
by borrowing will be more difficult and more expensive”, and that 

-..to curb the forces of inflation, which are likely to gain in strength, 
substantial economies in public expenditure, both current and capital, 
must be achieved and a firm stand must be taken against increases in 
wages, salaries and profits. Whatever increase there may be in the cost- 
of-living owing to devaluation must be accepted. It would only be aggra- 
vated by attempts by any section of the community to seek compensation 
through higher incomes or increased subsidies. 

Finance also envisaged the necessity for further restrictions in cur- 
rency facilities for dollar imports and warned against the assumptions 
that devaluation would lead to an early return to the convertibility of 
sterling or, if Marshall Aid ended in 1952, that there would be “any 
diminution of the difficulties which have been envisaged in finding 
the means of payment for dollar imports’’.1°° 

The government marked time: its meeting of 28 September did not 
endorse any of MacBride’s proposals but asked the Ministers for 
Finance, Agriculture, Industry and Commerce and External Affairs to 
“examine independently, and report to the government on, the ques- 
tion of the probable effects on prices in Irish currency of the devalua- 
tion of the pound.” The Minister for Industry and Commerce was 
also specifically asked to examine the need for a prices standstill and to 
prepare proposals for the tourist industry. Finally, the Attorney Gen- 
eral was asked for his opinion on whether the government was em- 
powered under existing legislation to break the link at parity with 
sterling.'!
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Nor did these procedures produce a government mandate for 
MacBride’s policies. The Attorney General’s opinion was that there 
was “no power under existing legislation to depart from ‘the existing 
par rate of exchange between Irish currency and sterling’”’ as laid 
down by the Currency Act of 1927. Indeed, the Attorney General, 
Cecil Lavery, went so far as to conclude that “Irish currency is ster- 
ling though taking the form of legal tender notes’’, after adverting to 
the fact that “‘the notes bear on their face the words ‘one pound ster- 
ling payable to bearer on demand in London’.”!*” Lavery’s opinion 

was circulated, “for the information of the members of the govern- 
ment’, by the Taoiseach’? — a procedure which may well have been 
designed to obviate further cabinet dissension on the matter and 

which in any event had the effect of ensuring that the pressure to 

break the par rate with sterling was relaxed. Similarly, after an ex- 

change of memoranda to the government on the likely effect of a de- 
valuation on prices, the government finally “concurred in the opinion 
of the Minister [for Industry and Commerce] that no standstill should 

be imposed either on the prices of all commodities or on the prices of 

any particular commodities.’’* The government’s decision coincided 

with the Finance view that, if the economies they had urged in their 

memorandum of 24 September were adopted, the increase in prices 

‘should not be of such serious consequence, or be so sudden in its 

incidence, as to necessitate drastic action of any kind on the part of the 

government” which could be deferred “until trends can be more 

clearly discerned’’.’*° 

But it should not be thought that the Department of Finance em- 

erged from the devaluation crisis with its orthodoxies intact. For one 

thing, the main debate about MacBride’s policies of development was 

carried over into the controversy about the use of Marshall Aid 

moneys, and here, as we have already seen, Finance suffered reverse 

after reverse. The devaluation crisis, indeed, was inextricably en- 

tangled with the latter dispute and had a catalytic effect upon difter- 

ences of opinion on financial and economic policy, which had hither- 

to remained partially submerged. But much more than the tip of the 

iceberg hove into public view when, in October 1949, Sean 

MacBride delivered a series of lectures and talks (some on the radio, 

some to Clann na Poblachta audiences) which were published under 

the title Our People, Our Money.'”° Joseph Brennan felt one of those lec- 

tures amounted to “a public censure of the Central Bank”’ and pro- 

tested to the Taoiseach and the Minister for Finance;!¥’ it may be safely
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assumed that the reaction of McElligott and his colleagues was no 

more enthusiastic. 

It is MacBride’s own retrospective opinion that Finance’s standing 

in the inter-party government suffered severely as a result of what he 
saw as their misleading advice prior to devaluation and that their 
influence upon government policy was thereafter very much weak- 

ened.'** Such an interpretation is not borne out by the above account 
nor by the fate of the devaluation committee (set up at a government 
meeting on 11 October and intended to comprise the Taoiseach and 
Ministers for Finance, Industry and Commerce, Agriculture and 
External Affairs, officials from their respective departments, the 
Governor of the Central Bank, three university professors of econ- 
omics, Bulmer Hobson!”’ and a nominee of the Irish Banks’ Standing 

Committee)'*° which seems never to have functioned.'*! What is un- 
deniable, however, is that the devaluation crisis accelerated the polar- 
isation of opinion in government circles on financial policy and this 
meant that the Department of Finance’s advice was increasingly ques- 
tioned, and sometimes rejected, by the government. 

MacBride and some other ministers, notably James Dillon, were 
particularly suspicious of the operations of the Department’s exchange 
control division which was responsible for processing Irish importers’ 
applications for foreign exchange to pay for imports from outside the 
sterling area: in the quarter ending March 1949, for example, the divi- 
sion processed 11,000 such applications.'*? The exercise of these 
powers, MacBride believed, enabled Finance covertly to frustrate 
government economic policies to which the Department was op- 
posed. One notable controversy of this kind was a dispute about the 
allocation of dollars for paper, about which Sarsfield Hogan, as the 
responsible assistant secretary, had been cross-examined at a govern- 
ment meeting on 8 February 1949. “The function of the government 
is to determine policy and not to have to spend hours ascertaining 
facts or in persuading officials to carry out the policy decided upon by 
the government”, complained MacBride in a letter to the Taoiseach 
next day.'* “To a large extent we are probably suffering from the ill 
effects of the inefficiency of our predecessors who, in many instances, 
appear to have let the machine run them. To a lesser degree we are 
also suffering, if not from deliberate sabotage, from lack of co- 
operation.”’ MacBride stressed that ‘“‘no degree of blame... in the 
matter attached to McGilligan, as Minister for Finance’, since he 
“obviously had to rely on the advice of his officials and on the
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accuracy of their statements’. MacBride felt too that the war and cur- 

rency problems had inevitably led to “‘a certain degree of control and 
interference with people’s lives and business” which made officials 

feel “that they are all-powerful: in a great many instances they must 

inevitably make mistakes, as they cannot be experts, and are not 

trained to be experts in the businesses over which they are given such 

wide control.”” MacBride appealed to the Taoiseach and his colleagues 

... not to treat this matter as an inter-departmental row. I feel that some 

definite action is required by us to ensure that things of this kind will not 

occur again . . . it is essential that we should protect ourselves from having 

hours, and even days of government time unnecessarily wasted by such 

matters. Most of us are already overworked and it is very disheartening to 

have to face difficulties of this kind in addition.’ 

But the matter was not so easily disposed of and, in October 1949, 

MacBride again complained to the Taoiseach about a three-month 

delay in Finance’s sanctioning an allocation of Canadian dollars to 

Independent Newspapers for imported paper — devaluation had 

taken place towards the end of the three months in question, causing a 

loss of over £8,000'*. 

The scars of the devaluation controversy were doubtless largely res- 

ponsible, too, for MacBride’s taking the “‘strongest exception” to 

Joseph Brennan’s reappointment as the Governor of the Central Bank 

in 1950 on the grounds that his “views, policy and acts... are in 

direct conflict with the policy of the government ’. His party, he said, 

felt similarly and, in an inter-party government, an office of this kind 

should be filled by an agreed nominee."*° But MacBride’s objections 

were in vain and Brennan’s reappointment, on the Minister for 

Finance’s recommendation, was duly confirmed. The Department’s 

sensitivity to questions of banking policy in this period was under- 

lined in November 1950 when McElligott suggested omitting some 

passages in Whitaker’s draft of an address, to be delivered by the 

Minister for Finance to the Institute of Bankers, on liquidity and the 

unique Irish banking practice of investing almost the entire security 

portfolio in British government securities. The remarks in question, 

said McElligott, offered “‘a focus for attack by the many declared 

enemies of the banking system’’. It was, he suggested, “more our 

duty and our interest to repel such attacks rather than invite or 

encourage them.’’#” McElligott’s criticisms showed how the devalu- 

ation crisis exposed certain hitherto latent differences of opinion
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within his Department, but McGilligan disagreed and observed that 

he particularly liked the passages in question, although he did accept 

that it might not be the most appropriate occasion to utter such senti- 

ments. The passages were consequently watered down in the final 

draft.'*8 The episode again illustrates the problems of a Minister for 

Finance caught between the conflicting pressures of advice proffered 

by his departmental officials and the contrary financial policies of his 

ministerial colleagues. Another example of this kind was the first 

capital budget in 1950 which provides us with the final landmark in 

the history of the Department during the first inter-party government. 

V: The First Capital Budget 

“One of the primary responsibilities of a government”, declared 

McGilligan in his speech drafted by Whitaker, introducing the first 

capital budget on 3 May 1950, 

is to promote, by an enlightened budgetary and investment policy, the 
continuous and efficient use of national resources in men and materials. A 

sound economic system is an essential condition of progress but, unfor- 

tunately, the automatic working of economic forces does not guarantee 

that available resources will adequately and unfailingly be employed to 
advance the national interest. The modern democratic State is, therefore, 

rightly expected, not only to maintain the essential liberties of its citizens, 
but to take an active part in securing conditions favourable to their 
material well-being. This entails a continuous survey of the economic and 
social scene and effective intervention, not merely to protect the com- 
munity against the worst effects of the periodic set-backs to which 
modern economies are subject, but to ensure that there is adequate capital 
investment to develop the national economy and to provide ample oppor- 
tunities for productive employment. . . 

An opportunity is now presented for bringing together the estimates of 
capital outlay both above and below the line, in other words, for pre- 
senting a capital budget of the central government which will focus atten- 
tion on the extent and nature of State investment. It is desirable that the 
public should know the extent and purpose of the investment which is 
being undertaken on their behalf, and that there should be adequate con- 
sideration of its financial, economic and social aspects. '*° 

McGilligan’s speech was “‘the first explicit expression of Keynes in 
an Irish budget”.!° The introduction of the capital budget was 
especially significant for the Department of Finance in as much as the 
initiative for the change came from outside, and not from within the
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Department. Its origins lay in a major speech on economic and finan- 
cial policy made by the Taoiseach, John Costello, to the Institute of 
Bankers in Ireland on 19 November 1949 when he declared that “‘the 
government must budget primarily to allocate a certain part of the 
nation’s finances to public purposes, but must also ensure that the 
resources of the nation are utilised in the way which can best advance 
the interests of the community’ and when he pointed out that “‘as 
long ago as 1936, the late Lord Keynes declared that the duty of 
ordering the current volume of investment cannot safely be left in 
private hands.’’!>! 

The origins of Costello’s speech, in turn, began with his private 
talks earlier that autumn with James Dillon, Patrick Lynch (then his 
economic advisor) and Alexis Fitzgerald (Costello’s son-in-law and 
the most influential of the younger proponents of change in the Fine 
Gael party). Lynch’s role, in particular, was crucial: a young assistant 
principal in the Department of Finance before the change of govern- 

ment, he transferred at the same grade to the Taoiseach’s Department 
when Costello asked McElligott for an official to advise him on 

economic matters.'*? Although former heads of government were not 

precluded from seeking financial and economic advice elsewhere than 

in the Department of Finance — Professor Smiddy, for example, had 

acted for de Valera in this capacity on an ad hoc basis, particularly in 

the early thirties — Lynch’s formal appointment was without prec- 
edent and was another witness to the emergence of the debate about 

economic policy as the great political issue of the post-war years. It 

testified also to Costello’s conception of his own role as the mouth- 

piece of the inter-party government on major issues which might split 

the coalition — a role he also assumed, for example, in the direction 

of the government’s foreign policy.’* In short, the capital budget was 

too important a decision to be entrusted to the Department of Finance 

alone. 
It is difficult to exaggerate the significance of Costello’s speech. 

Although he, like all his predecessors who had headed successive Irish 

governments since 1922, was not an economist and had little or no 

specialised knowledge about the Department of Finance, never before 

in the history of the state had the head of government delivered a 

major speech devoted exclusively to the principles underlying his 

government's economic policy — a fact which is itself a remarkable 

testimony to that pre-eminence of political over economic issues to 

which we adverted at the beginning of this chapter. For Patrick
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Lynch, who, in consultation with Alexis Fitzgerald, drafted the speech 

and who believed that the decisive problem confronting Irish 

economists was ‘“‘not that we were living beyond our means but 

beyond our income’’, it was an unrivalled opportunity firmly to in- 

stall Keynesian principles at the centre of the government's economic 

policy. His efforts, embodied in the speech, were strongly if ineftec- 

tually resisted by his former colleagues in the Department of Finance, 

with the exception of Whitaker and one or two others. Yet again, the 

reason why that resistance was ineffective was that their own minister 

was out of step with them, for McGilligan had been shown the 

Taoiseach’s Bankers’ Institute speech in advance and, after going 

through it word for word with Lynch, did not propose a single 

alteration of substance.!*4 

McGilligan, then, as Minister for Finance, whatever the attitude of 

his senior officials, was a firm supporter of the new departure in 
economic policy which Costello’s speech signified. A certain am- 

biguity had long characterised McGilligan’s own economic ideas: 
he had, as Lynch himself was subsequently to point out, “repeatedly 
expressed his detestation of state encroachment on the preserves of the 

private individual. Yet, it was he who many years earlier had under- 

taken the Shannon Scheme as one of the first and the most successful of 

the more ambitious experiments in public enterprise in Great Britain 

or Ireland.’’*° He was, moreover, much more an economist than any 

of his predecessors as Minister for Finance and, ever since the Dail 

debates on the Central Bank Bill in 1942, the Labour Party “‘had half 

an idea that he was nearer to them than to his own party . . . though if 

anything it was he who had created, or at least given expression to, the 

Labour Party’s post-Connollyite line on finance.”!°° McGilligan was 

undoubtedly one of the earliest of Keynes’s converts among Irish 
politicians and a file of press cuttings in his papers bears witness to his 
keen interest in the British debate about the need for increased state 
intervention in the economy from 1945 onwards. He was thus an 
obvious choice for the sensitive Finance portfolio in the inter-party 
government, as MacBride’s prior knowledge and approval of his 
appointment shows. 

McGilligan’s officials in Finance thought him the most intelligent of 
the ministers under whom they had served until then, but they also 
recognised that “‘his shrewd, critical, questioning approach was ham- 
pered by the tensions of the Inter-Party Government.’’5” The poor 
health which dogged him throughout his career was another handi-
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cap, for it meant that he often missed government meetings: he was 
absent, for example, on both occasions when one of his officials, 
Sarsfield Hogan, was called upon by MacBride to defend exchange 
control transactions.!** When he did attend, however, his contri- 
butions were among the most effective; indeed the secretary to the 
economic committee of the cabinet (Patrick Lynch) remembers how, 
even when ill at home, he could alter the nature of decisions taken on 
crucial issues when consulted by telephone.!” 

McGilligan used this committee — then the only one of its kind 
which worked in the British sense of a cabinet committee in as much 
as its recommendations were ordinarily accepted by the cabinet with- 
out further debate — most effectively in seeking compromises on 
divisive issues satisfactory to all parties in the coalition. And there can 
be little doubt that, with Costello and Richard Mulcahy the only sur- 
vivors of the Cumann na nGaedheal government of 1932 to go into a 
wilderness from which they would not return, embittered, for sixteen 

years, he was particularly sensitive to the necessity for such com- 

promises. His role as one of the linchpins of the coalition made him 

reluctant to propound the policies most favoured by his departmental 
advisors as frequently or as vigorously as they wished; what they 

would have regarded as the Finance case was thus lost by default. 

None of the ministers in charge of the important spending depart- 

ments at the time — Norton, Everett and Murphy of the Labour 

Party at Social Welfare, Posts and Telegraphs and Local Government 

respectively; Browne at Health; Morrissey (an ex-Labour man) at 

Industry and Commerce or even James Dillon at Agriculture (not then 

a member of Fine Gael) — could be accounted party colleagues of 
McGilligan’s in the fullest sense of the term, to say nothing of their not 

sharing his Cumann na nGaedheal background. The pressure upon 

Finance to loosen the purse-strings was thus complicated by the fact 

that, if McGilligan said no, he was often denying the demands, and 

sometimes the ideology, of a party other than his own, with all the 

consequences which that entailed for the unity of the coalition. This 

factor alone was not conducive to Finance’s resorting to the traditional 

method of sending memoranda to the government in order to defeat 

policies originating in the spending departments. 

The account of McGilligan’s tenure of office as Minister for Finance 

currently favoured by historians — that he “belonged to the conser- 

vative Cumann na nGaedheal tradition in economics’'®’ and that he 

“presided with stern austerity over the Ministry of Finance’’'°' — is in
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the context of the history of the Department of Finance, singularly 

misleading. On the contrary, the counsels of conservatism and aus- 

terity had never before fallen on such stony ground in the Depart- 

ment’s history. While he differed from MacBride on such key issues as 

devaluation, the exchange rate and the repatriation of sterling assets, 

he was not readily persuaded to propound the orthodox Finance 

attitude at government level. So, “although McGilligan favoured 

rational proposals for repatriation ... understanding the technical 

implications of the process, he was impatient with those who talked as 

if nothing more than a paper operation was involved in a transfer of 

assets from sterling to Irish currency.’”'® If less radical than MacBride 

and others might have wished, he was at the same time less ready to 
imbibe the conventional wisdom of the Department of Finance than 

any of the former political heads of that Department.



CHAPTER ELEVEN 

The Emergence of Planning 

On 3 February 1951 The Statist, the London financial journal edited 
by McElligott until he came to the Department of Finance in 1923, 
published a sixty-four page supplement on the Irish economy. The 
supplement is an interesting record o the perspective in which 
government ministers, public servants, employers and trade unionists 
then viewed the country’s economic prospects. Two articles are of 
particular interest for the light they shed upon the prevalent attitudes 
in the Department of Finance early in the decade which, as we shall 
see, was to prove the most turbulent so far in the Department’s his- 
tory. The first was by the Minister for Finance, Patrick McGilligan 
(drafted by Whitaker) on national finances. The second was an article 
on external trade and the balance of payments, again written by 
Whitaker but published anonymously. “‘A civil servant is somewhat 
inhibited in expressing himself publicly on current affairs”, Whitaker 
had responded when asked to contribute this latter article and when 
he sought “‘the shelter of anonymity as a ‘special correspondent’ ”’.! 
His reply is itself illustrative of the gulf in attitudes which separated 
1950 from the fanfare of publicity which followed the publication of 
Economic Development in 1958. 

The review of the national finances began by pointing out that 
public expenditure then totalled £94 million, ‘‘or, say, £32 per head 
of the population” and that the average Irish income per head of pop- 
ulation was about £120 a year, “‘only about half the British average’. 
Taxation, on the other hand, totalling some £81 million, was notably 
lower than in Britain: 

... taxation of all kinds represents between one-fifth and one-fourth of 
the national income. This is somewhat less than in the United States and 
Canada, but is higher than in Switzerland. For Britain, the fraction is 
over two-fifths. Most people probably would not value the benefits of 
government as against all other good things of life even in the ratio of 1:4. 

461
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Indeed, many economists hold that taxation cannot, without ill-effects, be 

allowed to exceed 25 per cent of the national income. Fortunately we are 

still within that limit, but when the upward trend in prices, in social 

services and in debt charges is considered it is difficult to find means of 

easing the tax burden or even of keeping it within present limits. 

Whitaker then went on to review capital expenditure, giving 

details of the capital budget for 1950-51 which, he stressed, was the 

first time it had been “‘presented in a comprehensive form”. The 

public investment programme it contained (envisaging “‘an outlay ot 

£14.1 million for housing, £6.3 million for agricultural development 

(mainly draining and fertilising) £6.25 million for electricity and 

power development and £2.25 million for extension of the telephone 

system”) was intended, he wrote, “to remedy economic and social 

defects for which underinvestment in the past in domestic resources 

has been largely responsible — unemployment and underemploy- 

ment, involuntary emigration, impoverished land, industrial under- 

development and bad housing.” 

The article laid particular emphasis upon the need to develop 

housing, agriculture and electricity and, while acknowledging the 

importance of the counterpart moneys available under the European 

Recovery Programme as a source of finance for the investment pro- 

gramme, cautioned against their proving ‘‘a potent cause of inflation’. 

Investment should rather be financed from current savings and it was 

to this end that a national loan of £15 millions had been issued in 

September 1950, although the article gave warning about the need for 

‘adequate real resources’’ as well as monetary resources “if the State is 

not to trench upon the supply of capital for private enterprise’. 

But despite these and other warnings — about possible disequili- 

brium in the balance of payments, particularly in relation to the dollar 

area, for example — the tenor of the article was sufficiently optimistic 

for it to conclude that 

_.. the national finances are, on the whole, in good order. Inflationary 

measures have so far been contained and production is on the increase. If 

there is a fair measure of order and stability in international affairs, Ireland 

can look forward with reasonable confidence to an expansion of produc- 

tion and employment and to a general improvement in living standards. 

The article on external trade and the balance of payments was less 

sanguine about what the future might bring and revealed a situation 

where “‘the excess of merchandise imports over exports, was £69 mil-
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lion in 1949, or roughly one-sixth of the total value of goods and 
services used in that year — the corresponding proportion for Great 
Britain was less than one-fiftieth’’; where, again in 1949, Irish exports 
paid for less than half of imports, compared with three-fifths in 1939 
and three-quarters in 1929, and where, consequently, only invisible 
income from tourism, emigrants’ remittances and external investments 
made it possible to sustain the standard of living; where 90 per cent of 
the Irish export trade was with Britain; where “the volume of exports 
in 1949 was 10 per cent below the 1939 level and little more than half 
of that in 1929’’: and where total agricultural output had been “‘vir- 
tually stagnant for the past twenty years” and was still below 1929 
levels.? Given that emigrants’ remittances were “essentially a wasting 
asset — they tend to dry up the longer an emigrant stays away”’ and 
given that the “spectacular tourist receipts of the post-war years” 
(433 million net in 1948) were attributed ‘“‘not only to the charms of 
Ireland as a holiday resort but to such special attractions as the relative 
abundance and variety of food, drink, tobacco and clothing at moder- 
ate cost’’ at a time when the British were faced by rationing and high 
prices at home and the absence of alternative holidaying opportunities 
on the Continent, the need for an expansion in trade exports was 
indeed “‘obvious”. While the volume of trade exports had expanded 
during the past two years, the trade gap was widening because of 
higher import prices and “the stimulus to capital imports generated by 
the government’s investment programme” to an anticipated deficit of 
£30-£35 millions. 

Such deficits, Whitaker’s article pointed out, 

...could not be sustained at all were it not that Ireland is a creditor 
nation and has also been in receipt of Marshall aid. The current rate of 
realisation of external assets...could not continue for many years 
without soon impairing the Irish standard of living and leaving the econ- 
omy without any cushion against vicissitudes in its external trade and 
earnings. The fact that an expansion of exports or permanent saving of 
imports is unlikely to accrue to an adequate degree from the recent in- 
crease in imports is a disquieting feature from the point of view of the 
balance of payments. 

No less disquieting was the increase in dollar debt at a time when 

more than half of the accumulation of sterling holdings during the 

war years (some £140 millions, “almost entirely the result of forced 

saving due to an acute shortage of imports’) seemed likely to be
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wiped out by the combined deficits of the years 1947-50. Despite the 

disparity between dollar earnings and expenditure which, it was 

hoped, could be best bridged by earnings from tourism, Anglo-Irish 

trading relations were still seen as the key to the balance of payments 

problem; Britain was described as the ‘‘nearest’’ as well as the ““best”’ 

market and the two economies as complementary “‘to an impressive 

degree”. Whitaker concluded that 

_..a solution to the Irish balance of payments problem depends fun- 

damentally on the expansion of the British market at fair prices and our 

ability to supply an increased demand at such prices through greater effi- 

ciency and productivity in Irish agriculture; it depends also, from the 

currency standpoint, on an adequate degree of convertibility of sterling 

into dollars. 

In the opinion of the Department of Finance, then, the immediate 

outlook for the balance of payments (no less than for national finances 

generally) would be shaped by circumstances beyond its control, such 

as the stability of international relations and the strength of sterling. 

Hopes for the future founded on such preconditions did not long 

endure. The Korean War, which began in 1950, had a disturbing 

effect on world prices and international trade, and the so-called 

Korean “‘boom’’, centred on the United States, was followed by 

something of a recession in 1952.° The same year witnessed yet another 

major balance of payments crisis in the sterling area. 

I: The Climacteric of 1951-52 

Nineteen fifty-two, in the opinion of J. J. McElligott, was a singularly 

critical year in the history of the Department of Finance.’ Another 

senior officer of the Department of that time, Sarsfield Hogan, in- 

dependently volunteered a similar opinion: in his view, 1951—52 is a 

notable landmark in the period between the end of the economic 

war in 1938 and the origins of Economic Development in 1957, a time 

which saw the erosion of the concept of budgetary policy as a kind of 

annual, national housekeeping statement and which saw the first signs 

of economic planning in embryo; nor, believes Hogan, do these de- 

velopments bear much relation to which party happened to be in 
government at the time.” 

The ebb and flow of party politics, indeed, here demands further 

consideration if only because the years which form the subject of this 

chapter are in this respect unique: in a space of less than six years,
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between June 1951 and March 1957, there were no less than three 
changes of government, the Fianna Fail government which was in 
office from mid-1951 to mid-1954 being succeeded by the second 
Inter-party government which lasted until March 1957. Still more 
remarkable, perhaps, was the unprecedented turnover of ministers 
presiding over the Department’s fortunes at Merrion Street: no fewer 
than four in the same six-year period: Patrick McGilligan, Sean 
MacEntee, Gerard Sweetman’‘and James Ryan. Yet Ryan, speaking in 
the Dail two years after his appointment and curiously echoing 
Sarsfield Hogan’s contention that the seminal developments of these 
years bore little relation to changes of government, quoted from four 
separate budget statements (one made by each of the ministers con- 
cerned) and defied his audience to distinguish between them. His 
claim went unchallenged, other than provoking the not unreasonable 
interjection, from Tom Kyne, that “‘the same man”’ in, presumably, 
the Department of Finance “must have written them all’’!¢ 

Yet the politicisation of questions of financial and economic policy, 
which, as we have already seen,’ began to gather momentum in the 
late forties, inevitably accelerated because of such frequent changes of 
government. Given the ever-increasing recognition of the pre- 
eminence of such policies in winning elections, it could scarcely be 
otherwise and one result was that the officials of the Department of 
Finance found that their advice to ministers was criticised increasingly 
in public in the unwelcome limelight cast by D4il debate. 

As early as March 1948, for example, in one of his first speeches 
after shedding the cares of office for the first time in sixteen years, and 
mindful perhaps of the reverses he had suffered because of the ‘‘Fin- 
ance attitude” during those years, Sean Lemass delivered a remarkable 
“word of warning”’ to the supporters of the new inter-party govern- 
ment: 

Beware of the Department of Finance. It has always been restrictive of 
development. Under the Fianna Fail Administration it was not successful 
because Fianna Fail had its own policy and they went ahead with that 
policy and were undeterred by any impediments. With a Minister for 
Finance who has got the outlook of Mr McGilligan, the Deputies opposite 
should beware. They will find that any plans for development which they 
may have had in their minds coming into the Dail will be lost, and lost 
for ever, in the dim recesses of the Department of Finance.* 

So, too, three years later, did Sean MacBride (mistrusting “com- 
pletely the view of the Department of Finance’ and its allegedly
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“complete subservience to the British Treasury’) impugn the sup- 

posedly conservative background of Sean MacEntee as Minister for 

Finance and suggest that “he had to leave the Department of Finance 

before, more or less because of difficulties created on that score.’’!® 

James Dillon, speaking in the same debate on the Supplies and 

Services Bill in November 1951 in valediction of the financial policies 

of the first inter-party government, referred in like manner to 

MacEntee and also to 

... certain officers of the Department of Finance, who constitutionally 

live in the shadow of the terror of imminent national ruin, and who were 

delighted in their hearts but consternated in their minds that the country 

that ought to have gone smash had not gone smash, that the country they 

always believed God had ordained to be poor...had managed to lift 

itself up a bit by its own boot straps and was finding it fun. In their hearts 

they were as glad as we were, but in their heads they felt that something 

had gone wrong, because all their fundamental beliefs persuaded them 

that the nation ought to have been running down, getting blowzy and 

showing all the signs of early dissolution. 

To their amazement, it appeared to be getting young and going 

places. ... When they found these facts, even though they conflicted with 

the prophecies that had been so confidently made — true to the great 

tradition of the civil service of this country, the facts were reported to the 

government of which I was a member and there was no attempt to make 

them different from what they were found to be, no attempt to conceal 

that the facts as they were did not confirm the best advice we had been 

given and had chosen, after careful consideration, to ignore. That was the 

state when we left Upper Merrion Street." 

That the quality of the Department of Finance’s advice to successive 

governments was now exposed to the full glare of the political lime- 

light was still more clearly demonstrated by the remarks of both the 

Taoiseach, Eamon de Valera, and the leader of the opposition, John 

Costello, in their speeches in the same debate. Costello proclaimed 

that notwithstanding “the familiar wail of the Department of Finance 

to which we have been accustomed for so many years’, he had “‘the 

greatest admiration” for the Department's officials 

.. who have stood rock-like against the assaults of all sorts of queer 

characters in the shape of Ministers since 1922. They have had their point 

of view. They have...a very distinct, a very valuable function to fulfil 

in the machinery of government of this State. They are the watchdogs of 
public finance. It is their duty to point out certain dangers but it is not
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their function to create economic policy. It is their function to work with- 
in the framework of a policy, economic and financial, devised by a gov- 
ernment. It is their function to point out what they think are dangers but, 
having done so, it is their function loyally to carry out the policy of the 
government. I believe that the Department of Finance have done that. 
They have stuck to their wails and their woes and pointed to the fact that 
the country is going to become bankrupt. They come up smiling with 
government after government, Minister for Finance after Minister for 

Finance, who do not take their advice and do not bring the country down 

into bankruptcy.” 

Costello’s speech — which, it must be emphasised, was delivered 

before either MacBride or Dillon (the ministers most antagonistic to 

Finance control in the first inter-party government)’ had spoken in 

the debate — was mirrored by de Valera’s reply when he put on 

record his own view of the Department of Finance and its officials. 

While he acknowledged that it was “possible for anybody to dispute 

calculations which are made by the Department of Finance’, he asked 

‘‘what better expert advice can we... get than the advice of people 

who have had a long experience in the accountability of public 

money?” It was, he said, “commonplace for Deputies to abuse the 

Department of Finance” and he admitted that he himself had had his 

‘own disputes” with Finance “over a long period of years’, as, he 

was sure, had every other government. But, he continued, 

_..as far as the officers of the Department of Finance are con- 

cerned, ... my chief complaint against them is that they have been trying 

to be better than the government. But in their anxiety to serve the public 

weal, they have been constantly at pains, on every occasion on which 

expenditure is being contemplated for which the means are not obvious, 

to make that fact clear to the government. I think it is very good that they 

should do so. Surely no government wants to hide its head in the sand and 

to proceed in a direction in which there are dangers, if these dangers can 

be pointed out to them. 

It is the duty of the Department of Finance to point out to the Minister 

for Finance, if he does not see it himself, and, through him, to point out to 

the government, the direction in which they are going. It is for the 

government then, knowing all the facts which have been brought out by 

the Department of Finance, to take their line and to choose their policy in 

their wisdom even though it may not be in accord with the view of the 

Department of Finance. I am sure that has been done by successive 

governments. On more than one occasion, I think, we did it because we
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believed that our judgement of the public weal was superior to the judge- 

ment of the Department of Finance. 

I often thought that that Department was inclined to think too nar- 

rowly in relation to the financial side and did not take: fully into account 

other considerations which must be taken cognisance of by any govern- 

ment that thinks upon the public weal as a whole... Surely, then, 

Deputies ought not to ride away on a pretence and act as if the Depart- 

ment of Finance and its officials were the enemies of the public." 

While these speeches are indicative of the new-found public interest 

in the fiscal and economic debate which characterised the late forties 

and early fifties, they are no less important for what they show of the 

similarity in outlook towards the Department of Finance on the part 

of the leaders of the two major parties; what James Ryan said about 

the difficulty of deciding who said what when he quoted from the 

budget statements of four different Ministers for Finance, applies with 

equal force to Costello’s and de Valera’s observations about the De- 

partment of Finance. Nor have the researches of the present writer 

into the Department’s records indicated that the frequent changes of 

government in the nineteen fifties necessarily caused any drastic shifts 
of direction in the main course of events then preoccupying the De- 
partment’s officials. 

The Central Bank Report for 1950-51 

Maurice Moynihan’s Currency and Central Banking in Ireland admirably 

depicts the effects upon the Central Bank of what has been described 

above as the increasing politicisation of financial policy,’° and any fur- 

ther lengthy discussion of such issues in these pages would be otiose. 

We have already seen, moreover, something of the suspicion with 

which the first inter-party government (and, in particular, Sean 

MacBride) viewed the Central Bank’s activities.’° Yet the 1950-51 

report is of such significance, not least in providing us with a back- 

drop for the crises that were so soon to follow in 1952, as to merit 

brief examination. 

It was the responsibility of the Department of Finance, through its 

minister, to circulate to the government copies of the Central Bank 

report. In 1948, this procedure caused the Taoiseach’s Department to 

protest to Finance about the report being presented to the houses of 

the Oireachtas and being made available to the public “before being 

brought to the attention of the government’’, and to ask that, in 

future, the text of the report (other than the elaborate tabular matter)
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should be presented to the government before publication.!’ Finance 
officials responded to this request by noting that there could be “no 
question of requesting the Central Bank to alter a report in any way 
before publication”, although they readily acknowledged that their 

minister was fully entitled to circulate the report to his colleagues in 
government once he received it.'* They consequently agreed that, in 
future years, duplicated copies of the report would be presented to the 
government in advance of publication. 

But the precise relationship between the report’s contents and the 

advice on financial policy proftered to the government by the Mini- 

ster for Finance remained ambiguous. When, for example, the Mini- 

ster circulated for his colleagues’ information the proof copies of the 

report for 1949-50, his brief accompanying memorandum used the 

traditional formula that he desired “to draw special attention to those 

parts of the report which deal with the main facts relating to public 

finance, the balance of payments and the general monetary position” 

— an action which could hardly be interpreted other than as endors- 

ing the Bank’s traditionally gloomy warnings on these and related 

matters.!? Moreover, it was the Minister for Finance’s responsibility, 
under the 1927 Currency Act,” to present the report to the Oireach- 

tas, and the view that the report’s contents reflected Finance opinion 

seemed to be borne out by the legend “‘Roinn Airgeadais’’ which, 

until 1950, appeared on the cover of the published Central Bank 

reports. 

It was probably no coincidence that this legend suddenly disap- 

peared with the publication on 24 October 1951 of the 1950-51 report 

which led to such a prolonged furore that a Dublin newspaper could 

detect its reverberations a full two years later and could remark that 

‘seldom since the Communist Manifesto has a slim volume produced 

such a medley of noise and heat”’.*! Such was the gloom and pessi- 

mism which traditionally permeated the Central Bank’s reports that 

the Bank had already earned the sobriquet of “the banshee of Foster 

Place’? and now that the banshee was in full voice and on the point 

of incensing ministers and ex-ministers more than ever before, the 

Department of Finance deemed it prudent to forswear its more 

clamorous cries. The last minute decision to remove the name of the 

Department from the cover of the 1950-51 report at the final proof 

stage was taken at McElligott’s initiative because he felt “it gave mis- 

leading prominence to the Department of Finance. It is not the De- 

partment’s report but that of the Central Bank which is an indepen-



470 The Irish Department of Finance 1922-58 

dent body.”” McElligott also thought it desirable to avoid as far as 

possible a repetition of earlier differences with the Taoiseach’s Depart- 

ment.”? The timeliness of this move was demonstrated by the next 

month’s Dail debate on the Department’s role, which has already 

been cited at some length and which treated no less comprehensively 
of the Central Bank’s role — a debate in which Sean Lemass ex- 

plicitly repudiated what he described as the Opposition’s efforts “‘to 

tie the report of the Central Bank around the neck of the govern- 
’ 

ment’’.*4 
But if the events surrounding the report’s publication testified to 

Finance’s anxiety to stress its independence of the Central Bank, it 

would be foolish to imagine that the grave misgivings expressed in the 

report about the financial state of the nation were not substantially 
shared by the Department. The Minister’s (Sean MacEntee) memo- 
randum to his government colleagues’® continued to follow the 

traditional practice of drawing their attention to some of the 

gloomiest passages in the report — passages pointing to deficits in the 
balance of payments of £30 million (more than treble that of the 
previous year) and of £86-8 million of trade imports over exports 
which, it was argued, were caused by “‘factors which have no self- 

adjusting character but... threaten to aggravate the disequilibrium 

along lines of open inflation’’; passages claiming that “‘for the time 

being the nation is living beyond its means’’ and criticising increased 
government expenditure, especially on public works and subsidies; 
passages urging “‘fiscal measures to curb inflation, balance the budget 

and restrict improvident spending”’ as well as restraint in wage policy 
and restriction of bank credit; and a concluding passage arguing that 

... the present economic picture is one of high consumption, high invest- 
ment (with insufficient early output of the character most needed) and 
low savings. These three factors in combination, when related to the 
factor of external disequilibrium, create a situation which if not eftectively 
redressed entails continuing pressure against the Irish pound and its in- 
evitable reflection in high domestic prices.”° 

Trend of External Trade and Payments 1951 

The degree to which the Department of Finance shared the Central 
Bank’s preoccupation with the balance of payments and the external 
trade disequilibrium may be readily ascertained from a comprehensive 
memorandum which they prepared for the new Fianna Fail govern- 
ment a fortnight after it had been returned to office in June 1951.2” The
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salient features of the state of the economy were here summarised as 

follows: 

agricultural output still below pre-war; industrial output and employment 
considerably higher, but mainly as a consequence of state-aided building; 

merchandise exports at the 1938 level; the volume of imports, on the other 

hand, 43 per cent higher; deterioration in the terms of trade; a deficit in 

1950 in the balance of payments (financed by external disinvestment) of 
£30 million, which was only partly offset by increased home investment 

and stockpiling;* consumption, particularly on non-essentials, much 

above pre-war; savings grossly inadequate to meet capital expenditure. 

The 1950 statistics, in short, were susceptible of only one interpreta- 

tion, and that curiously anticipatory of the conclusion reached in the 

Central Bank’s report: “‘that the public and the government between 

them are spending more than the nation can afford. As the supply of 

goods is still relatively elastic and the external value of the Irish pound 

is fixed, this excessive spending has so far forced up imports more than 

prices. 

Under these circumstances, Finance advised, budgetary policy 

should be used as a weapon to control inflation. The purpose of the 

budget should be reconsidered: it “should not merely be concerned 

with making the current receipts and expenditure of the government 

balance but should exercise some influence towards securing a national 

balance between income and outgo.”’ Future budgetary proposals, as 

in Britain and the United States, should be designed “to correct 

whatever is shown to be amiss in the economy” (this is further 

evidence of the emergence of a more positive approach to budgetary 

policy). What was principally amiss was a continued deterioration in 

the balance of payments which might lead towards a possible 1951 

deficit of £60 million and render “completely inadequate a budgetary 

policy contenting itself with an arithmetical balance between revenue 

and current outgoings”. Finance’s self-acknowledged “severe pre- 

scription” was that 

...all government expenditure, current and capital, should be met from 

the public in the form of current revenue or savings .. . necessitating a 

drastic increase in taxation. It may be beyond the reach of practical 

politics to impose a really adequate increase but, in recognition of what 

*Fears that the Korean War might lead to shortages in essential commodities led the 

government to favour stockpiling.
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the situation calls for, taxation should at least be raised to a level sufficient 

to cover not only all current outgoings (with a due allowance for items 
not provided for in the Estimates) but also a substantial fraction of capital 
expenditure. This could at least be described as an attempt to control in- 

flation and failure to do more could be defended by reference to the dif- 

ficulties and uncertainties of the times. ... There is... an urgent need to 

control the progress of inflation by fiscal means... reinforced by other 
measures, €.g., to prevent undue increases in prices, wages, profits and 

other incomes. The notion that, in present circumstances, a rise in the cost 

of living, due to higher external or internal prices, affords justification for 

a corresponding rise in incomes should be firmly repressed. 

Within three months this bleak prescription had grown even 

bleaker with a revised forecast of a £70 million deficit in the 1951 

balance of payments. “The sooner the better’, minuted MacEntee 

when McElligott proposed that a further memorandum on external 

trade be circulated to the Government.** The memorandum pointed 

out that the trade deficit for the first eight months of 1951 (£92 

million) had already exceeded the deficit for all of 1950; that this was 

principally due to heavier imports, which had increased both in 

volume and in price, while exports had declined in volume; that the 

volume of imports was 60 per cent higher than pre-war levels while 
the volume of exports were below those levels; that the rise in import 
prices would continue while “‘no significant improvement either in 
the volume or price of exports can be expected in the near future’’; 
that the anticipated balance of payments deficit of £70 million was 
only in small part (£10 million) due to stockpiling; that only “‘a re- 
duction in imports of consumer goods and materials” could relieve 
the balance of payments; and that this general picture of unrelieved 
gloom was not affected by domestic capital investment which ap- 
peared stagnant. The memorandum concluded that ‘‘the dissipation 
of external resources represented by the incurring of balance of pay- 
ments deficits merely to boost current consumption’’ had greatly 
accelerated to the point where £50 million of national capital was 
likely to be wasted in 1951 compared with £18 million in 1950.” 

The trends revealed in the Finance memorandum so impressed the 
government as to persuade them that it should be published as a 
White Paper. Dr Brendan Menton, the first economist appointed qua 
economist in the Department of Finance and the official largely re- 
sponsible for the preparation of the memorandum, saw the decision as 
breaking new ground in so far as the memorandum was “primarily a
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commentary on our trade and balance of payment trends’? which 
would, he hoped, achieve “the object of instructing public opinion’”’.”° 
That that object was at least partially achieved by the publication of 
the White Paper on 23 October 1951 — the day before the more 
notorious Central Bank Report was published — is suggested by the 
comment of the economic correspondent who observed that “‘it re- 
vealed, as it was intended to reveal, the quality of the economic 

thought that informed the government’s budgetary policy. Rarely has 

the official mind revealed itself so fully in Ireland.’”*! 

The Sterling Area Crisis of 1952 

Balance of payments difficulties also lay at the heart of the sterling 
area crisis which broke at the beginning of 1952. The crisis was first 
foreshadowed early in November 1951 when the British Chancellor 
of the Exchequer, R. A. Butler, speaking in the Commons only a 
fortnight after coming into office as a member of Churchill’s last 

administration, referred to the deficit in the sterling area’s balance of 
payments in terms sufficiently ominous to cause Sarsfield Hogan to 

bring it to McElligott’s attention.** Nor was Hogan reassured by talks 
he had in the Treasury on 13 December when he was asked for 

balance of payments estimates for 1951 and 1952 as part of a new 

Treasury scheme to build up “‘overall balance of payments estimates 

for the various sterling area countries” — a request he found embar- 

rassing and yet difficult to refuse lest “refusal might be misinterpreted 

and lead to .. . disadvantages in obtaining satisfactory accommodation 
from the Sterling Area Pool.’’> The full dimensions of the crisis only 

became apparent in mid-January, however, when a secret Finance 

memorandum to the government revealed that the Minister for 

Finance had received a letter, “marked ‘top secret and personal’ ”’,** 

from the Chancellor of the Exchequer which emphasised “‘the gravity 

of the position of the sterling area owing to the heavy drain on its 

central gold and dollar reserves” and which hoped for Anglo-Irish 

discussions as soon as possible after the London conference of 

Commonwealth Finance Ministers scheduled for mid-January. The 

British feared that the 1951 gold and dollar deficit of the sterling area 

of some £410 million might accelerate in 1952 to the point where, by 

June 1952, the reserves would be reduced to $1,500 million — 

roughly the same level to which they had fallen at the time of the 

September 1949 devaluation. The sterling area’s “present difficulties”,
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the Finance memorandum argued, were 

... more fundamental, more widespread in character and more critical 

than those which caused the crises of 1947 and 1949. On the earlier oc- 

casions the problem was primarily one of overcoming a severe and per- 

sistent deficit with the dollar area. Now the sterling area is faced with a 

drain on the central reserves arising not only from transactions with the 

dollar area but from transactions with practically all other countries as 

well. 

Thus an estimated 1952 deficit of £325 million with the dollar area 

was complemented by a £420 million deficit with other countries. 

Ireland, it was argued, was “‘doubly interested” in preventing the 
further deterioration in the position of sterling, since it was not only 
“the currency in which the bulk of our foreign income is received but 
... the currency in which virtually all our foreign assets are held.” 

The United Kingdom was the only country with which Ireland had a 

trading surplus and the convertibility of sterling was thus essential for 

the discharge of “large and growing deficits with the dollar area, with 

European countries, and, indeed, with every single country of the 

world other than Britain.”’ If the international value of sterling col- 

lapsed completely and the sterling area system broke up, moreover, 

Finance suggested that “the immediate consequences for this country 
would be disastrous, with far-reaching effects on our standard of liv- 
ing, on the possibility of economic development, and on our demo- 
graphic problem.”’ 

In addition, Ireland’s own balance of payments crisis, as revealed in 
the previous October’s White Paper, reinforced her concern with the 
similar difficulties of the sterling area as a whole. The conclusion 
reached by Finance was that, without British cooperation and the 
sterling area system facilities, she “‘could not meet trading commit- 
ments with the outside world”’; and, consequently, if the sterling area 
system collapsed, she would be unable to finance “merchandise 
imports from non-sterling sources’’ which included such commodities 
as “wheat, sugar, timber, chemicals, fertilisers, coal, machinery, 
metals, animal foodstuffs, oils and fats, and petroleum products.’’ The 
Irish balance of payments crisis was attributed “primarily to excessive 
national spending, itself induced by the financing of government 
expenditure on an unprecedented scale by inflationary means” and the 
deficit, although appearing small in comparison with the aggregate 
deficit of the sterling area, was described as “vastly excessive” in 
relation to external earnings and resources, with an “exceptional” dis-
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parity between external earnings and expenditure “proportionately 
greater than even recent British experience’’. 

“The redressing of the basic disequilibrium in our balance of payments is our 
most immediate and vital problem”, the memorandum proclaimed, adding 
that “no alternative to budgetary measures exists which would be 
even partially effective” — measures requiring “the achievement of a 
better budgetary balance by increased taxation, supplemented by re- 
ductions in food subsidies and by the curtailment of government 
expenditure generally. Unless the inflationary gaps in both the current 
and capital budgets are closed, effective demand will continue to be 
inflated and no direct controls over imports or exchange restrictions 
can be expected to contain it.” 

But these latter controls were seen as a weapon with which the 
Department of Finance could and should immediately arm itself, and 

the memorandum proposed that the exchange control committee 
should be asked to make recommendations which would “‘reduce by, 
say, $5 million the net deficit on transactions with the dollar area dur- 

ing the first half of 1952” and on how (“without overt breach of our 
undertakings to OEEC”’ and to other countries with which Ireland 
had trade agreements) payments in respect of certain commodities 

from Europe “could be reduced by administrative action of the 
Department of Finance’’. Other proposals included the application of 

“‘a strict test of essentiality to imports and other transactions, before 

giving the necessary exchange control approval’’ in respect of non- 
European and non-dollar area countries, and the imposition of a £50 
‘basic foreign exchange allowance for holiday travel outside the ster- 
ling area’. While the Minister for Finance emphasised that these 
measures could not “‘serve as a substitute for .. . fundamental correc- 

tive measures’’, he felt that they would indicate Irish “willingness to 

cooperate in the common effort to safeguard sterling” to other sterl- 
ing area members. 

The government accepted these proposals at a meeting on 22 

January 1952 when they also accepted the Chancellor of the 

Exchequer’s suggestion that an early meeting be held. But that they 

did so only reluctantly, and with no great sympathy for the problems 

of the sterling area as a whole, was clearly reflected in a further de- 

cision taken at the same meeting, namely: 

. that an inter-departmental committee comprising representatives of 

the Departments of Finance, Industry and Commerce, Agriculture and
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External Affairs should be established to examine the respects in which 

British policy in matters concerning Ireland’s economic interests (for 

example, in relation to the supply of coal) has been detrimental to those 

interests and to present a report to the Minister for Finance, for submission 

to the government.”° 

The report of this inter-departmental committee (chaired by 

Whitaker and composed of two other representatives of Finance, two 

from External Affairs and one each from Agriculture and Industry and 

Commerce) was presented to the government on 7 February. Its 

contents were unremarkable: it contained little or nothing that was 

inconsistent with the advice given the government by Finance officials 

in the preceding months. While it analysed in some detail the British 

failure to meet Irish coal requirements in 1951 (as undertaken in the 

1948 agreement) and acknowledged that the cost of making good the 

deficit (some 330,000 tons) by American imports was over £1 million, 

it also outlined at some length the British case “that they have not 

broken the agreement but have been prevented by circumstances 

outside their control from fulfilling their undertaking”’. Nor did they 

find “evidence of discrimination” against Ireland in respect of British 

exports of steel or other scarce raw materials. 

In general, moreover, the report argues that 

_.. there is such a degree of economic interdependence between countries 

in the world today that the economic policies of particular countries — 

especially the major countries — are bound to react in various ways on 

others. A corollary of the close trading and economic relations between 

Ireland and Britain is that practically every aspect of British economic and 

monetary policy impinges in some way or other upon us. This is true of 

British policy even when concerned with purely domestic issues and it is 

impossible for us to insulate ourselves against its pervasive effects. 

The effects have not, however, been entirely disadvantageous. For 

instance, the low interest rates maintained until recently as a feature of 

British credit policy have influenced credit conditions here and enabled 

the government and private borrowers to obtain capital requirements on 

reasonable terms. We have had free access to the Sterling Area Pool for 

our foreign exchange requirements, including our dollar requirements 

outside the period of Marshall Aid. The post-war British policy of 

encouraging exports has made available to this country supplies of certain 

kinds of consumer goods greater than those available to domestic pur- 

chasers in Britain. On the other hand, British policy in regard to social 

welfare, full employment and wages has set headlines which have
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stimulated demands for similar standards here and thus imposed. serious 
strains on our economy. These, however, are matters of domestic policy 
in which individual countries claim to exercise sovereign rights. 

Similarly, in the wider area of finance, while the report admitted 
that “‘it might reasonably be contended that greater concern should 
have been exercised [by Britain] in recent years for the interests of the 
sterling area as a whole” and pointed out that the British devaluation 
decision in 1949 “was taken unilaterally” and ‘“‘that primary respon- 
sibility for the critical position of the sterling area reserves rests on the 
United Kingdom”, nevertheless the ways in which Ireland had “‘con- 
tributed to the difficulties of the sterling area” were yet again re- 
viewed. 

On balance, then, the report found little evidence that British 
policy had been inimical to Irish economic interests and it concluded 
that, while ‘‘there may be instances ... in which we have been em- 
barrassed by unexpected changes in British decisions ... these do not 
constitute a genuine cause of grievance.”’ The accused, in short, was 
acquitted.*” 

In the meantime the talks between the Commonwealth Finance 
Ministers had taken place and the Department of Finance analysed 
their outcome (on the basis of the official communiqué issued on 21 
January) in another secret memorandum to the government. The 
communique, it was argued, would form the basis of the British posi- 
tion in the forthcoming Anglo-Irish talks and conveyed the message, 
first, that the crisis was serious and, second, that it demanded both 
immediate corrective action and a long-term policy. The immediate 
action would try to ensure that the sterling area as a whole would be 
in balance with the rest of the world (and above all with the dollar 
area) for the second half of 1952, while the long-term policy was “‘to 
make sterling freely convertible into all the main currencies of the 
world so that its position need not be supported by negative and re- 
strictive methods’’; such a policy envisaged a surplus with the rest of 
the world in order to build up sterling reserves to the point where 
free convertibility could be maintained. 

The importance which the British attached to the forthcoming talks 
was also confirmed by the Irish Ambassador in London, F. H. Boland, 
who spoke of attending a luncheon at which the Chancellor of the 
Exchequer, had made a public if jocular reference to the fact that he 
was “looking forward” to meeting the Minister for Finance shortly
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and “‘to ‘having a very serious talk with him’ ’’.°* Boland, who stressed 

that he was “rather conservative in developing personal relations with 

the Treasury people so as to avoid crossing lines’’ with the Finance 

officials, saw the forthcoming talks as an important opportunity for 

maintaining personal contacts between officials and took some pains 

to this end in organising the social arrangements for the Irish party’s 

visit to London.*? 

The Anglo-Irish talks on the sterling area position finally took place 

in London on 18-19 February. The Irish delegation consisted of 

two Ministers (Lemass and MacEntee) and six officials (including 

McElligott, Hogan and Whitaker from Finance) as well as F. H. 

Boland. The British team, headed by the Chancellor, R. A. Butler, 

was similarly composed. Butler’s opening statement was much as 

anticipated by Finance in their memorandum to the government but 

two points which he made deserve particular attention. First, he went 

out of his way to give an assurance that in 1952 Britain would supply 

the full quota of solid fuel specified in the 1948 agreement, freely 

acknowledging that the Irish 1951 dollar deficit ‘‘had been inflated by 

the need to import American coal”; and, second, that the Irish 

estimate of their anticipated balance of payments deficit for 1952 (£50 

million, “the dollar element being £22 million’”’) was lower than the 

British had calculated. Butler finished by saying that if Ireland were 

to achieve the individual target, consistent with the sterling area’s 

immediate aim of achieving balance with the non-sterling world in 

the second half of 1952, then their deficit would need to be reduced 

from £25 million to £10 million. 

MacEntee’s reply underlined what the government had already 

done to inform the Irish public of the gravity of the crisis but stressed 

that the problem was not merely financial but political: for instance, 

measures which would increase unemployment and emigration would 

be unacceptable. He regarded it as necessary “to give primary atten- 

tion to positive measures, particularly in regard to exports, which 

would enhance Ireland’s capacity to deal with her balance of pay- 

ments deficit and avoid any kind of economic or social dislocation.” 

He also specifically ruled out external borrowing, which Butler had 

tentatively suggested as a remedy. ““External borrowing had already 

been tried and the Irish Government was not prepared to undertake it 

again; the dollar borrowings from the United States Government 

aggravated the problem of the Irish balance of payments in as much as 
heavy dollar interest payments would fall due from the current year
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onwards” — a significant endorsement of the policy so frequently 
urged in vain by Finance officials during the years of inter-party 
government.*” 

But if MacEntee cavilled at certain of Butler’s specific proposals and 
if he (strongly supported by Lemass’s contributions on the undesirable 
political implications) rejected as impossible Butler’s target of a £15 
million reduction in the deficit in the second half of 1952, he never- 
theless gave an unequivocal assurance “‘of Ireland’s interest in the 
maintenance of the value of sterling and the improvement of its status 
as an international medium of exchange because of the pattern of Irish 
external trade and the extent to which Ireland’s external resources are 
represented by sterling assets” — a statement which was incorporated 
almost verbatim in the agreed statement issued at the end of the talks. 
MacEntee also emphasised Irish willingness “‘to cooperate in measures 
designed to strengthen sterling and improve the prospects of an even- 
tual restoration of sterling convertibility.” 

The difference between the two sides, then, was about means and not 
ends and the pattern of these exchanges during the opening session 
of the talks remained unbroken during the two remaining sittings. 
The Irish delegation refused to commit themselves to a specific figure 
by which they would reduce the deficit but indicated, as an earnest of 
their determination, their intention of introducing a particularly early 
budget, while continuing to stress (in a phrase of the Minister for 
Finance to the Chancellor) “that ‘our interest in sterling is second 
only to your own’.”’ The British seemed satisfied by this, even though 
they would probably have preferred to be given more detailed Irish 

proposals; and, while they warned that “‘the position was ... so grim 

that unless targets could be agreed upon and achieved there might be 
no alternative but to ration supplies of foreign currencies’, and to 

curtail draws on the reserves to the point of controlling capital move- 
ments, they did not press the point unduly. This was in line with 

Butler’s stated preference “‘to regard the sterling area as a club... 

[where] members should agree on measures to safeguard sterling.’ 

But British pressure was soon intensified when, at 6 p.m. on 5 

March 1952, the Minister for Finance received a special and secret 

message from the Chancellor through the British Ambassador in 

Dublin which said that “in view of the increasing gravity of the situa- 
tion”, he was going to announce in his budget statement on 11 March 
special new measures by which Britain intended to reduce her deficit 
and saying that he had asked other members of the sterling area to do
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likewise. His message spoke of ‘considerable additional sacrifices” 

over those earlier envisaged and specifically proposed 

... that the Irish Republic should accept as a target for the, second half of 

1952 a deficit with the non-sterling area at an annual rate of not more 

than £30 million and, within this, a deficit with the dollar area at an 

annual rate not exceeding £12 million. I know this will be difficult but I 

cannot overemphasise the gravity of the position. 

The message, finally, asked for an immediate reply (not later than 8 

March) which should state whether these terms were acceptable and 

whether the Irish government would announce publicly its acceptance 

of such a target and how it intended to achieve it. 

Finance informed the government that the cuts that would be 

required by acceptance of the targets recommended by the British 

were the reduction of the originally estimated deficits for the second 

half of 1952 of £11 million (with the dollar area) and £14 million 

(with other non-sterling countries) to £6 and £9 million respec- 

tively. There was “‘no doubt whatever about the seriousness of the 

situation’’, the Minister for Finance told his colleagues; he accordingly 

sought authorisation to send a reply accepting the British dollar- 

deficit target and saying that, while he could not give “‘an unqualified 

assurance” that the non-dollar target could be achieved, he would do 

his ‘utmost’ to do so. He sought government authorisation also to 

meet the British request for a public statement of the Irish govern- 

ment’s position.* 

The government duly authorised both requests when it met on 7 

March — McElligott having taken the precaution of sending con- 

fidential and personal notes by hand to the secretaries of the three 

other major departments the previous evening, urging them to advise 

their ministers that the “line of action proposed by the memorandum, 

as deemed necessary by the Minister for Finance, is the right one to 

follow.’’*? The Chancellor was informed of the Irish government's 

decision in a “top secret” message delivered to the British Ambassador 

at mid-day on 8 March which also suggested that any reference Butler 

might make to Irish intentions in his budget statement should be 

broadly agreed with the Irish Ambassador in London. In the event, 

the Minister for Finance, in consultation with the Taoiseach, effec- 

tively rewrote Butler’s reference to Irish cooperation. The original 

British draft (“I have also received a heartening message from the 

Irish Minister for Finance who, I understand, will be making a state-
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ment in the Dail tomorrow”) was deemed unsuitable (essentially 
because MacEntee did not like the term “‘heartening”) and was re- 
written to say that the Irish message was indicative of “‘the Irish 
government’s appreciation of the gravity of the situation and of their 
determination to play their part in resolving it.’’4 
MacEntee made his Dail statement*® on 12 March when he an- 

nounced that “‘unless there is a radical alteration in the pattern of our 
trade, we shall not have the means to pay for non-sterling imports” 
and that the gravity of the situation necessitated, among other 
measures, the further reduction of the basic travel allowance to £25 

for the next twelve months (a proposal incorporated in the Finance 
memorandum of March 6 and approved by the government only after 
some hesitation).*° MacEntee’s public acknowledgement of the gravity 

of the sterling crisis was significant for the response it provoked from 

the leader of the opposition, John Costello, who alleged that there 

were major divisions in the government’s financial policy between 

“the restrictionist policy of the Minister for Finance and the expan- 

sionist policy of the Minister for Industry and Commerce’’ (he made 
much play with the fact that MacEntee and Lemass had travelled 
separately to the London talks) and who claimed that MacEntee “was 
suckled in a creed outworn since the day when Gladstone died”. 
Costello protested that Patrick McGilligan’s plans “for the develop- 

ment of this country have been set aside in favour of the Victor- 

ian concepts of economy and ... the officials of the Department of 
Finance have triumphed over progress.’*” 

While it seems doubtful whether the contrast between McGilligan’s 

and MacEntee’s tenure of office in Upper Merrion Street was as stark 

as Costello’s remarks suggest (the advice of Finance officials had won 

widespread acceptance, for example, during the devaluation crisis of 

1949),** it is indisputable that the government strongly supported the 

policy advocated by Finance at the height of the 1952 crisis. The 

government’s continued support of that policy, moreover, was well 

illustrated by its endorsement of Finance’s recommendation that the 

“parallel” talks planned between the British and Irish governments 

after the conclusion of the Commonwealth Economic Conference of 

December 1952*° should take the form of informal discussions at 

official level.°° 
That the Irish delegation at these talks (held at the Treasury on 16 

January 1953) was confined to Finance officials (Hogan and Whita- 

ker) was a further indication of the government’s approval of the
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Department’s policies, although it was to provoke something of a 

disagreement between MacEntee and Lemass about whether or not a 

report of the talks should be circulated to ministers as a matter of 

course. MacEntee took the line that the talks were confidential and 

proposed merely to report orally to the government in order to 

obviate the risk of leakages of information; Lemass felt strongly that 

the report should be made available without delay since it affected his 

“functions as Minister for Industry and Commerce’’.”! 

Nor can the success of Finance’s policies in arresting the 1950-51 

deterioration in the balance of payments be seriously questioned. By 

July 1953 Whitaker was able to report to a monthly meeting of the 

sterling area statistical committee that “the £62 million deficit for 

1951 was reduced in 1952 to a mere £9 million’”’ — the deficit with 

the dollar area fell from £23 million to £13 million (only £1 million 

in excess of the target proposed by Butler in his pre-budget message) 

and the deficit “with the non-sterling area as a whole... from £623 

million to £374 million” (£74 million over the Chancellor’s target). 

Whitaker attributed this notable improvement to “‘better internal 

balance” due to: “the return of the public to more normal habits of 

spending and saving because of the lessening of international tension 

and the reversal of the import price trend; the reduction of the budget 

deficit; the tightening of import and exchange controls; the stimulus 

to saving of higher interest rates which . . . put a restraint on borrow- 

ing and spending’’ — factors, in short, similar to those operating else- 

where “‘under the influence of a general change in economic policy’, 

although, more ominously, Whitaker conceded that Irish unemploy- 

ment was such that it was already being questioned “whether the dis- 
99 52 

inflationary process has not gone too far: 

The Budget of 1952 

The principal weapon in the arsenal of the changed economic policy, 

to which Whitaker here referred, was the budget of 1952, one of such 

“unusual severity’ that it deserves closer attention. Finance’s ad- 

vocacy of such a budget was foreshadowed not merely in the bal- 

ance of payments and sterling area crises, but in the memoranda on 

the financial situation which they had submitted to the government in 

June and September of 1951. A further memorandum, in October, 
highlighted the following “disquieting trends’ which, in addition to 
the deterioration in the balance of payments, had accelerated in 1951: 

the “waste of external resources in current consumption” to the point
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where ‘“‘external disinvestment [was] likely to exceed even total dom- 

estic capital expenditure’’: “in sum, the nation is consuming rather 

than increasing its capital and savings in the net sense have dis- 

appeared”. There were, Finance argued, three main causes of the 

crisis: the ‘‘deficit on ‘current’ budget’’; the “method of financing and 

character and extent of State capital outlay”; and the “unwarranted 
rie 

increases in money incomes’’. The first they saw as “completely 

unjustifiable in conditions of inflation’; the second as “exten- 

sive... mainly of an unproductive character... [and] financed 

largely by inflationary methods”’; and the third as unjustified in the 

light of rising import prices, which implied ‘‘a reduction in national 

living standards’, and of the need “‘to avert further inflation’’. On the 

related, and perennially controversial, question of the repatriation of 

Ireland’s sterling assets, the Finance memorandum had this to say: 

there was 

...no disagreement on [the] policy of repatriating external assets at a 

reasonable rate for genuine domestic development but a substautial reserve 

is necessary. The recent rate of realisation is excessive. For every single 

pound of additional State outlay on capital works in 1950 and 1951 many 

pounds of external capital had to be realised. A continuance of this waste 

would deprive us of our creditor status within a few years. 

The lessons which Finance argued it was now necessary to draw 

were: 

1. unproductive capital outlay should be financed to a large extent from 

taxation; 

2. a higher proportion of the state capital programme should consist of 

productive works; 

3. the more uneconomic and wasteful elements in the capital programme 

should be curtailed or abandoned; 

4. items of recurring expenditure which tend to encourage extravagant 

spending, e.g. subsidies, should be reduced; 

5. new commitments, whether of a capital or a recurrent nature, should 

be avoided. 

This memorandum of October 1951 served as a blueprint for the 

1952 budget, introduced in the Dail by Sean MacEntee on 2 April 

__ then “‘the earliest date on which a budget has ever been presented in 

this State”.> The budget abolished certain food subsidies (on tea, butter
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and sugar) and reduced others (on bread and flour) in addition to 
imposing heavy extra duties on such staples as tobacco (6d on twenty 

cigarettes), drink (6d a glass on spirits and 3d a pint on beer) and 
petrol (4d per gallon).°° MacEntee justified such unwonted severity in 
the economic survey with which he opened his speech and in which 

he echoed, often word for word, the forecasts which had been em- 

anating from his Department since he returned to office the previous 

June. There is the same preoccupation with the balance of payments 

deficit; an emphasis on the need to increase production while restrain- 

ing increases in money incomes; the warning against “excessive in- 

creases in consumption... mainly... in non-productive capital such 
as houses and hospitals”, and against the perils of external disinvest- 
ment and of increasing imports. State expenditure, MacEntee em- 

phasised, had “‘increased faster than national income’”’ largely because 
of the expansion of the social services — “public finance, in fact, has 

become predominantly concerned with redistributing the national 
income’’, noted MacEntee revealingly in a succinct aside that could 
have found no place in any of his earlier budget speeches. 

But it was to the balance of payments that MacEntee returned in 
concluding his review of the country’s economic position, linking it 
with the need to cut consumption and increase savings. It could be 
readily appreciated, he claimed, ““how unstable is the economic posi- 
tion and how precarious the livelihood of people who spend more 
than they earn and are not even maintaining the capital assets on 
which they rely for their current income except by running down 
their external assets and incurring indebtedness to foreigners.” The 
only “road back to a healthy economy”, he said. was “by way of in- 
creased savings, increased home production and, for the time being, 
reduced imports of consumer goods’, and he forecast an accelerated 
“descent towards economic and social disaster unless (1) every 
individual who is in a position to do so saves a much higher propor- 
tion of his income and (2) the government comes much closer to 
paying its way’. It was also important that the government ‘‘should 
not appropriate to public purposes an excessive proportion of the 
national income and resources.’’ The state, he concluded, ‘‘can be said 
to play a neutral financial role, causing neither inflation nor deflation, 
only if it finances its activities out of the existing stream of private 
purchasing power’? — an observation which reveals something of the 
limitations of budgetary policy as then conceived by the Department 
of Finance.
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The Struggle for Wage Restraint 

An anxiety to restrain the rate of increase in wages and salaries had, as 
we have seen, been a continuing concern of the Department of Fin- 
ance since the end of the Emergency. During the years of inter-party 
government, for example, McElligott minuted his minister that the 

Taoiseach had spoken to him of his anxiety that the Departments of 

Finance and Industry and Commerce “should prepare the case”’ 

against the increases being sought by the Irish Trade Union Congress, 

indicating that while he was reluctant to intervene personally, 

“except as a matter of necessity’’, he would welcome being briefed in 

the matter.°? The Finance brief, prepared in consequence of his re- 

marks (one should recall here that the Department of Labour, within 

whose province such matters would subsequently fall, was not estab- 

lished until 1966) flatly rejected the three contentions upon which the 

ITUC case for a further round of wage increases was based: namely, 

a decline in the standard of living of wage earners relative to other 

sectors of the community since the pre-war period; an alleged increase 

in workers’ productivity and the capacity to grant a wage increase out 

of excess profits. Furthermore, the Finance brief argued, the ITUC 

case ignored “‘the special benefits which wage-earners derive from the 

government’s policy in regard to social services, subsidies and hous- 

ing.” It was acknowledged, however, 

_.. that even when a fall in the national standard of living is inevitable, 

certain classes in the community may be able to protect their own position 

or even better it at the expense of other classes. This it may not be possible 

to avoid by official controls or by taxation of excess profits; indeed it may 

have to be a feature of public policy to allow, as in the last emergency, a 

redistribution of the national income in favour of farmers so that essential 

food supplies may be maintained. In these circumstances, it can only ag- 

gravate the existing inflation to allow wages and salaries generally to rise 

in direct proportion to the cost of living.®? 

Similar considerations underlay the Finance viewpoint when, in the 

wake of the 1952 budget and its impact upon the cost of living, trade 

union leaders again began seeking wage increases. Whatever effect the 

budget might have upon the balance of payments, wrote McElligott 

to John Leydon at Industry and Commerce, “will be undone if there 

is a new round of wage increases adding millions to personal expen- 

diture, including expenditure on imports’; the aim of the increases, 

the maintenance of “former consumption standards’’, would make it 

impossible to check inflationary pressures and, moreover, “further
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wage increases might be gained only at the cost of a rise in unemploy- 

ment’’.®! Although Leydon, replying to a succession of letters from 

McElligott on the subject, took the line that, while he was “not argu- 

ing for all-round wage increases... we must realise what is happen- 

ing and... another round is imminent’’,°? McElligott insisted that its 

inevitability rendered it no “less regrettable from the point of view of 

our long-term economic interests. Mere passivity is the negation of 

responsibility; every influence should be brought to bear in favour of 
restraint and moderation. While no one has advocated a standstill, 

Ministers of Finance have been of one voice in counselling restraint’; 

and, in a passage again suggestive of the relative insignificance of 

changes of government upon the direction of financial policy in the 
early nineteen fifties, he then went on to compare what McGilligan 

and MacEntee had said on the matter. The chief villain of the piece, 
in his view, was “‘excessive government spending which, financed by 
the injection of new money into circulation, has created an artificial 

sense of prosperity and has bolstered up consumption standards at the 
expense of national capital.” 

Finance continued strongly to urge the necessity for wage restraint 
and the restriction of government expenditure during the months 
ahead. In December 1952, for example, the Department submitted a 
confidential memorandum to the government which marked the be- 
ginning of a campaign to reduce civil service staffs;** and, the next 
month, they submitted a further memorandum on wages policy.®> One 
notable illustration of how strongly Finance was pressing for retrench- 
ment was a dispute which arose with the Department of External 
Affairs about the control of external trade. The dispute began in June 
1952 when the Secretary of External Affairs, Sean Nunan, proposed 
certain reforms in the methods of communication between his depart- 
ment’s missions abroad and the major economic departments at home 
about matters of trade and commerce. Finance’s response, in the form 
of a suggestion by Sean Moynihan, their assistant secretary on the 
establishment side, endorsed by McElligott, was ‘‘a much more drastic 
step towards rationalisation, namely, the winding up of the Economic 
Affairs section [of External Affairs] and the withdrawal of the depart- 
ment from the inter-departmental committees concerned with econ- 
omic affairs”; the disappearance of the European Recovery Pro- 
gramme, Moynihan argued, merited the consideration of such a 
move.” 

Although the proposal was not proceeded with (largely because of
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Sarsfield Hogan who, through his work on the foreign trade and ex- 

change control committees, had a closer working relationship with 

External Affairs officials than his senior colleagues in Finance, thought 

it “too radical a step’’),°* it was indicative, first, of Finance’s restric- 

tionist attitude towards External Affairs in the years after the expan- 

sionist policies practised by Sean MacBride at Iveagh House and, 

second, of the more general friction which external trade questions 

could cause between government departments. John Leydon, for 

example, responded to the revised procedures suggested by External 

Affairs in respect of how its missions might henceforth handle econ- 

omic and commercial matters by indicating that External Affairs was 

“assuming functions which are the responsibility of this Department 

[Industry and Commerce], the Department of Agriculture and the 

Department of Finance”’; this, he feared, would lead “‘to a certain 

overlapping with duplication of effort and staff.’°? McElligott, pre- 

dictably, shared Leydon’s fears and suggested that the revision of 

procedures 

_..might be taken as an opportunity to review the whole position and 

clear the minds of all concerned. This Department would be anxious to 

see the maximum economy in staff, time and expenditure, and we would 

be glad to know whether any further saving in heads of staff at head- 

quarters or abroad is expected to result from the short-circuiting of 

procedures.” 

European Dimensions 

Although a comprehensive examination of the formulation of Irish 

external trade policy in the early fifties cannot be undertaken within 

the confines of the present work, it is desirable to look quickly at two 

episodes which reflect the variation in attitudes between different de- 

partments towards external trade at a time when the movement 

towards European economic co-operation was gathering momentum. 

One was the attitude to be adopted by the Irish government towards 

the European Payments Union [EPU]; the other, the government’s 

attitude to the proposed European organisation for the marketing 

of agricultural products, the so-called “Green Pool”. 

The European Payments Union, established in 1950 by the OEEC 

in conjunction with the Economic Cooperation Administration, 

posed two questions for Ireland: first, should she join; second, if she 

should, should she do so as part of the sterling area or as an indepen-
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dent participant.’”! The then Minister for Finance, McGilligan, ap- 

proved Sarsfield Hogan’s recommendation that, while Ireland should 
adhere to the Union, she should “do so as a member of the sterling 

area and that for the purposes of the scheme our settlements will be 
conducted through the mechanism of the sterling area.’’”* Controversy 

arose, however, about the terms of the reservation to be attached to 

the Irish signature of the EPU agreement. Finance took the line that 

they should sign in terms recalling her signature of the earlier, 1948, 

Inter-European Payments agreement which stated that “‘as Ireland has 
no payments agreements with other countries and is a member of the 

sterling area’, the agreement required “no specific action” on her 

part and her signature was subject to “the understanding that its op- 

eration will not modify the existing arrangements governing pay- 
ments between her and the other contracting parties.’’ Having re- 

called this previous reservation, Finance argued that Ireland should 

do no more than state her adherence to the new agreement “‘as part of 

the sterling zone and not as a separate unit’’.”’ Sean MacBride, how- 

ever, took a contrary view, proposing that Ireland should in addition 

retain the right to withdraw her reservation “should she at any time 

decide to become a direct participant in EPU.”” 

MacBride’s proposal provoked strong opposition from Finance. 

What convertibility arrangements could be made, they asked, against 

a background of chronic deficits, when Ireland’s only surplus was 
with the sterling area? They described the plan as “unnecessary, be- 
cause presumably silence on the point at this stage would not pre- 
vent this country seeking separate status in the Union later on if that 
course were found to be expedient.’’ Worse still, Finance felt, was 
that MacBride’s additional phrase invited 

... speculation as to Ireland’s motive for suggesting that she may at a 
future date wish to join the Union as a separate unit. It is not in Ireland’s 
interest to encourage doubt in other countries as to her confidence in the 
sterling area system — ... words. . . calculated to imply that at some time 
within the next two years or so Ireland may find it in her interest to 
abandon her present position in the sterling area and to seek new 
monetary relationships or arrangements with other countries. The 
Minister for Finance considers this to be a dangerous implication to 
encourage except for cogent reasons and in pursuance of a well-settled 
policy reached by the government, as a whole, after careful consideration 
of the many issues involved. . . .
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may have serious adverse effects on government borrowing. . . [It] may, 
in incalculable ways, create an unfavourable atmosphere in financial 

arrangements with the British concerning our access to the sterling area 

pool and the realisation of sterling assets.’° 

McGilligan saw the matter as of sufficient moment to endeavour to 

enlist the support of the Governor of the Central Bank, Joseph 

Brennan, for his submission to the government; this was forthcoming, 

despite Brennan’s doubts that Irish adherence to the former “would be 

as meaningless as was our signature of the Intra-[sic] European 

Payments agreement.” The government postponed a decision pending 
McGilligan’s and MacBride’s conferring together on the matter but in 

the event (as MacBride made no further representations) the Finance 
formula was accepted and formed the basis for the Irish signature of 

the agreement on 19 September 1950.” 

The controversy over Irish membership of the “Green Pool’’ also 

involved MacBride who, as Minister for External Affairs, was the 

recipient of the original invitation at the end of March 1951, from the 

Secretary General of the Council of Europe.’ The 1951 change of 

government had taken place, however, before Finance put on record 

their opinion that no “‘useful purpose would be served so far as this 

country is concerned by the creation of a European organisation for 

the marketing of certain agricultural products”’ and recommended 

that the invitation be declined.’”? But External Affairs urged acceptance 

of the invitation, while Agriculture took the line that, although they 

had ‘‘no confidence in the future of the plan and no intention of sup- 

porting it’, their representatives should attend the conference at 

which it would be further discussed. Finance’s objections, as outlined 

in Whitaker’s memorandum, suggested that given “the difficulty of 

creating a single market for coal and steel in six countries of Europe’, 

‘a plan for the unification of the market for a wide range of agricul- 

tural products will take a long time to come to fruition”; there were 

doubts, too, whether, if the plan were to fructify, the Irish agricul- 

tural industry was strong enough to participate.*° 

The government finally approved Agriculture’s proposal and an 

Irish delegation, consisting of officials from Agriculture and External 

Affairs and headed by the Irish Ambassador to France, duly attended 

the “Green Pool” conference in Paris between 16-20 May 1953. Their
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impression, they reported to the government, was that “‘some kind of 

European ‘Green Pool’ organisation will probably emerge eventually, 

though without the executive powers originally contemplated.” 

However, Finance, by now strongly backed by Agriculture, con- 

tinued to argue against Irish participation, which External Affairs 

supported on the grounds of the Irish ‘“commitment to assist the 

promotion of European unity and cooperation which the government 

have assumed as members of the Council of Europe and OEEC” — 

an argument scathingly criticised in a Finance minute as “reducible to 

a desire that we should have a finger in every pie’’.*’ But the External 

Affairs case (which, observed Whitaker, was “inadequately suppor- 

ted; in other words, no participation’’) failed as a result of a government 

decision of 3 July 1953.° 

II: 1953 — The Departure of J. J. McElligott 

‘The end of an era’’, a phrase too commonly cheapened by overuse, 

can in full justice be called into service to describe the significance of 

31 March 1953 when J. J. McElligott resigned as Secretary of the 
Department and succeeded Joseph Brennan as Governor of the Cen- 

tral Bank. The longevity of his command of the Department's affairs 

is, and seems certain to remain, unique: either the first or second in 

command for more than thirty years, McElligott occupied the office 

of Secretary for more than a quarter of a century. In the light of such 

a record, any attempt briefly to assess his contribution to the Depart- 

ment’s history seems gratuitous since it would inevitably become a 

recapitulation of events already recounted in these pages. Thus it was 

McElligott who launched the first national loan, McElligott who 

advised the government on the international currency crisis of 1931, 

McElligott who was responsible for guiding politicians and civil ser- 

vants alike through the shoals of the first change of government in 

1932, McElligott who led the Irish delegation in the financial negotia- 

tions of 1938, McElligott who masterminded the special financial 

arrangements of the Emergency when he was appointed regional 

commissioner for the Dublin area in the event of an invasion, 

McElligott who advocated the establishment of a central bank from 

the late twenties on and who framed much of the legislation under 

which it was eventually established, McElligott who advised the 

government on the devaluation crisis of 1949, and so on — even the 

most cursory list of highlights seems unending. The tribute paid him
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by one of his successors, T. K. Whitaker, on the occasion of his death 
is: 

J. J. McElligott’s long tenure of office as Secretary of the Department of 
Finance was marked by tenacious adherence to the classical principle of 
curbing public expenditure and taxation. ... He was more in sympathy 
with Adam Smith and Gladstone than with Keynes or Dalton. It now 
seems incredible that there was a reduction in government expenditure 
during the 1920s, that it was only £25 million in 1930, and we were taken 
through the Second World War with an aggregate of only £16 million in 
budget deficits. The formative work done in the early years by men like 
McElligott did much to establish the respectability and viability of the 
new State. His talents and influence were devoted unreservedly to the ser- 
vice of that State.... 

Tenacity of purpose and fearlessness in expressing his views were 
amongst his great qualities. He had a penetrating mind and a most en- 
viable capacity to present his thoughts in perfect order and with classical 
precision.*? 

McElligott’s readiness to present his political masters with what he 
knew was unpalatable advice couched in caustic and coruscating prose 
is, perhaps, the feature of his secretaryship which has left the most 

abiding impression upon the present writer: one has only to recall 
what he wrote about the 1937 Constitution and about Marshall Aid, to 

mention but two of the more memorable examples. That his cast of 

mind was overwhelmingly conservative is no less indisputable, al- 

though Dr Whitaker’s treatment of this theme should be tempered by 
his own acknowledgement of McElligott’s receptivity to constructive 

initiatives taken by the bolder of his more junior colleagues** — 

Whitaker’s own rise to power in the Department, indeed, well tes- 

tifies to this judgment. McElligott’s conservatism must be treated, too, 

in the context of his time and, to this end, it is well to contrast the 

assessment quoted above with an assessment written some twenty years 

before (at the moment when he left Finance) which, historically, has 

the advantage of a perspective undistorted by that vogue of 
expansionism which was so to characterise the next twenty years. This 

earlier assessment did something to explain, if it did not gainsay, 

McElligott’s conservatism. “To make ends meet does not come kindly 

to the Irish character’’, it suggested, and the fact 

that ends have met so long did not come by kindness, but by unremitting 

attention to every aspect of expenditure.
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This has left scars far and wide all over the civil service body, and out- 

side it too. The zeal of those who wish to spend other people’s money is 

great and unquenchable, and the taxpayer is not easily defended from it. 

But, if there were those who tired of defending the pass and withdrew, 

J. J. McElligott was not one of them. It must have been a weary business 

for Thermopylae did not last over a quarter of a century; yet, this defen- 

der remained active to the end. If integrity in the public service is to 

know one’s job and to do it fearlessly in and out of season, notwith- 

standing pressure from every quarter, with all one’s will and intellect, then 

here is the model ready made. There are many who, in deploring such 

single-mindedness, really deplore the cause it served. They might better 

deplore the lack of such single-mindedness in the service of other causes 
they would consider more worthy.® 

Yet, as this same appreciation conceded, McElligott’s “long reign, 

dating from formative years, embodies itself in the institution of the 

Department of Finance itself, and projects the personality of the 

Department’s head”’; and if his qualities — qualities like “‘orderly 

organisation, intelligence, analytical powers of a high order, tenacity’ 

— were admirable, they were also essentially negative: 

...each of the other Departments has some brave initiative to its credit, 

something that has contributed to the building of our polity, but Finance 

that cleaves so singlemindedly to Parsimony, has no such initiative to 

show, yet Finance is at the heart of the matter and many believe that really 

dazzling opportunities lie there. The Department filters for itself nearly all 

the best brains of the civil service. Where better, then, can a brave, new 

blow be stuck? Even within the gates such thoughts have been en- 

tertained.*° 

A perceptive, almost prophetic passage, if one accepts that that 

“brave new blow”’ consisted of the publication of Economic Develop- 

ment before the end of the decade, but the time for the “brave new 

blow” was not yet at hand. 

The Secretaryship of O. J. Redmond 1953-56 

During the brief span between McElligott’s protracted period of 

office and his succession by T. K. Whitaker, O. J. Redmond served as 

Secretary of the Department of Finance. Redmond himself did not 

expect that he would occupy that post: he was only ten months 

younger then McElligott who, in the normal course of events, was not 

expected to resign until 1955 when he would have reached retirement
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age. In fact, Redmond had contemplated resigning himself in 1951, 
when he was sixty and when he had already spent forty-five years in 
the public service, and it was his intention to ask McElligott to arrange 
the procedures for the succession to his post as assistant secretary when 
making arrangements for his own resignation as Secretary.*’ 

But what happened when McElligott moved from Merrion Street 
to Foster Place was far from the normal course of events, as Maurice 

Moynihan has demonstrated in his account of the events leading to 

Brennan’s resignation as the Governor of the Central Bank.** What he 

has written need not be recounted here other than to note, first, that 

Brennan’s departure, though long-threatened, was in the last analysis 
extraordinarily precipitate — he only learned that his resignation had 
been accepted by the government on the afternoon of the day from 
which it took effect;’? and, second, that McElligott’s own position 

(given his close personal friendship with Brennan, which extended 
over thirty years, and the political controversies surrounding the 
Central Bank in the early fifties) ““was one of unusual delicacy”’.”” 

In these circumstances, the appointment of McElligott’s successor as 

Secretary of the Department of Finance had to be announced 

immediately and it fell to Redmond as the most senior of the assistant 

secretaries. Thus it was that as late as 1953, Owen J. Redmond, who 

first entered the public service in 1906 as a fifteen-year-old boy clerk 
in the Office of Public Works, and who was one of the first half- 

dozen officers transferred from the old, British civil service in Ireland 

to the new Department of Finance established under the provisional 

government in 1922, climbed the last rung on the ladder leading to the 

highest post in the Irish civil service — a truly remarkable testimony 

to the endurance of the ancien régime. 

The time when Redmond inherited the Secretaryship was, from a 

general financial and economic point of view, a most unenviable one: 

“these were to be the years of stagnation in which the unceasing 

struggle against inflation displaced economic growth as an attainable 

object of policy’?! — when the slough of despond, ushered in by the 

crisis of 1951-52 and to endure until 1958, reached its nadir. By June 

1953 Whitaker was already detecting, against the background of the 

marked improvement in the balance of payments and in the absence of 

evidence of inflation in government or private spending, 

... indications of the opposite character: high taxation and high interest 

rates are tending to depress economic activity and unemployment is more
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prevalent than usual. In the circumstances, no net curtailment of State 

capital works could be economically defensible and, the balance of pay- 

ments situation being what it is, the banks can rest assured that any finance 

which they provide for State capital expenditure is extremely unlikely to 

necessitate any significant realisation on their part of sterling assets. In 

other countries the cost of the public debt is alleviated by the existence of a 

constant Hoat of nominal short-term indebtedness to the commercial banks 

and there is nothing revolutionary in the proposal that the Irish 

commercial banks, who have so long been spared by fortuitous circum- 

stances from having to make any large continuing loans to the Govern- 

ment, should now begin to follow the example of similar institutions in 

other countries.” 

Whitaker expatiated further upon the necessity of exchequer bor- 

rowing from the banks to finance the state capital programme, in a 

memorandum to his minister some weeks later which emphasised that 

lending by the banks to the government in Ireland had always ‘“been 

exclusively in the form of Exchequer Bills... [and] “strictly short- 

term — not continuously renewed as in other countries’. A mere £2} 

million in bills was then outstanding and “‘years have passed without 

any borrowing from the banks” who had not been “‘asked for a penny 

for Exchequer purposes” throughout the war — “‘a surely unique 

experience” which he contrasted with British, American, Canadian 

and Australian practice. The banks, Whitaker argued, must now 

... recognise the existence of a new situation. They have been spared for 

years by a chain of circumstances (war, Marshall Aid counterpart funds, 

successful loan appeals to the public) from having to finance the govern- 

ment other than on infrequent occasions and for relatively small amounts. 

They may expect to be called upon more often and for larger amounts in 

the future. They cannot plead any risk to themselves or their depositors so 
long as the balance of payments remains reasonably stable. They cannot 

establish that the State capital programme is too large or imposes an undue 
burden on national resources so long as it is carried out without unduly 

upsetting the balance of payments. They must realise that no government 
could cut down capital expenditure while the external balance is satis- 
factory but unemployment and emigration are relatively high. The days of 

mere temporary accommodation from the banks for State capital purposes 

are over; accommodation for the Exchequer will in future tend to be of a 

continuing and cumulative character, whatever its source or form may 

be.



The Emergence of Planning 495 

Whitaker pointed to the increase of £,12 million in the banks’ net 
external assets in 1952-53 as a further vindication of his arguments, 
arguing that “there would be even less justification for a further 
accumulation of sterling assets this year in view of the continuance of 
unemployment and emigration at a high level’’, yet such an outcome 
seemed probable unless the banks added to their lending in Ireland. 

Whitaker’s notably “more expansionary attitude” was explicable 
by his view that expansion became possible only when balance of 
payments difficulties eased. “Only then could the Keynesian approach 
(favoured since 1945 by younger officers) be safely adopted” and, until 
then, “foreign borrowing was virtually impossible and exports (still 
mainly agricultural) were dependent on British price and access 
policies in an era of constant British trade and payments difficulties 
and when sterling was largely inconvertible into ‘hard’ currencies.” 

The criticism of the banks was not new — their investment policies, 
and that of the Central Bank in particular, had been sharply criticised 
by successive Ministers for Finance on different occasions since 1946 
and the ensuing controversy had led to Brennan’s leaving the Central 
Bank” — but the case against the banks was now given added point 
by a rapidly deteriorating economy. On 26 June 1953, MacEntee saw 
McElligott (this time as the Minister for Finance meeting with the 
Governor of the Central Bank) to urge that the Central Bank do what 
it could to “facilitate the financing of national development projects”’ 
by “monetising . . . Irish Government securities’ and, in particular, by 

admitting them to the Legal Tender Note Fund. Such action, said 

MacEntee, “would allay the criticism that the banking system was 

standing aloof because of a preference for sterling investments, and 

would ease the problem of unemployment.” But McElligott was 

unimpressed by the arguments of his former minister and colleagues 

(Redmond and Whitaker were also present), taking the line that 

inflationary forces were still present which made it inappropriate for 
the Central Bank to take an active part in ‘a further expansion of the 

monetary supply’, and the meeting became little more than an 

amiable, if frank, exchange of views.” 

The Cabinet Committee on the Provision of Employment 

The quest for capital for development purposes and, above all, for 

the relief of unemployment was by now moving rapidly to the fore- 
front of economic policy priorities. On 25 July 1953 the Taoiseach, 
Eamon de Valera, issued a statement on unemployment enunciating
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the principles of his government's financial policy, which he described 

as being “designed simply to attain two objectives”: 

1. to balance current expenditure, and 

2. to bring down to reasonable dimensions the alarming deficit of 

nearly £62 million in our balance of international payments. 

At the same time he denied “the suggestion that the government 

deliberately chose a financial policy designed to bring about unem- 

ployment’’ and the suggestion that they had ever followed “‘the de- 

flationary policy which the Opposition have been endeavouring to 

attribute to them”. He emphasised, too, his government's concern 

about high unemployment (the latest live register figure was over 

57,000) and its intention of taking urgent measures to remedy it. 

The Taoiseach’s statement was swiftly followed by the submission 

of a memorandum to the government by Lemass arguing that “the 

fundamental cause of the persistence of abnormal unemployment and 

emigration in Ireland is the continuing low level of capital investment 

by private enterprise’ and maintaining that neither the ‘“expansion of 

investment in new production to replace imports” nor increased 

export prospects (which, in respect of manufacturing industry, were 

“not substantial enough to produce investment on an adequate scale’’) 

would solve the problem. In order “‘to escape from the present situa- 

tion, and to bring about a rise in population and, with it, scope for an 

adequate expansion of investment by private enterprise, there appears 

to be no practical alternative to an enlarged programme of State 

investment” which envisaged the creation of some 25,000 new jobs. If 

the economy were to be given “the necessary boost’’, moreover, the 

programme “would have to be maintained over a considerable period 

of time, subject to variations in (1) the general employment position, 

and (2) the balance of payments position.” To this end, it was argued, 

a special organisation should be established to finance and plan capital 

works, which would direct new employment to the areas where it was 

most needed and which, at the outset, might concentrate on “the 

provision of better highways and similar public amenities’ at an 

annual outlay of about £10 million.” 

The Industry and Commerce memorandum, initially submitted to 

the cabinet committee on the provision of employment, drew heavy 

fire from the Minister for Finance in a countering memorandum 

which argued that, 

... after the efforts of a quarter of a century to promote Irish industry and
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develop the country’s resources generally, it is a most disheartening doc- 

trine that unemployment can be reduced in this still relatively undevel- 

oped country only by public works — and public works of an amenity 
rather than a productive character. 

It may be questioned whether the Minister for Industry and Commerce 
believes that our economy is viable. A negative view is indeed possible, 
especially in the present divided state of the national territory. But it 1s 

surely no remedy to set about dissipating our limited resources in pro- 

viding artificial and unstable employment on works which will yield no 

continuing increase in production. To use savings, whether past or present, 

for additional amenity expenditure of which we already have a dis- 

proportionate amount) must lead inevitably to a fall in living standards 
for the population as a whole. It is a counsel of despair... . 

The memorandum advocates increased State investment of an unproduc- 

tive character in the hope of creating additional employment at the cost of 

heavier taxation and great risk to the country’s financial stability. In its 
interpretation of existing difficulties it ignores the possible explanation 

that conventional expectations of incomes, social services etc., corres- 

ponding to those of a much richer country, are being satisfied at the cost 

of high tax rates and inadequate profits and savings, the effect of which is 

to discourage employment and private capital enterprise and, since emi- 

gration is regarded as a national evil, to throw on the State the obligation 

of large-scale domestic investment at the expense of external disinvest- 

ment. This obligation the State is already discharging up to, if not beyond, 

the limits of its resources. Whatever be the diagnosis, however, it is surely 

a fundamental responsibility to ensure that national resources are put to the 

most productive uses and not wasted in the creation of work mainly for 

work’s sake.” 

Frank Aiken (then Minister for External Affairs, but also, of course, 

a former Minister for Finance who renewed his acquaintance with 

the Department on several occasions in 1953 and 1954 because of 

MacEntee’s absence through illness when he stood in as acting Mini- 

ster for Finance) then joined the debate. He proposed the establish- 

ment of a National Development Fund, controlled by the Minister 

for Finance but financed by the banks on the basis of the Treasury 

deposits receipts scheme which ran in Britain during World War Il. 

Such a fund, Aiken proposed, “‘should be drawn on actively for de- 

velopment work when the number of unemployed is abnormally large 

and when our payments abroad are in reasonable balance” and “‘very 

actively” when they were in surplus, and should be primarily devoted
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to expanding agricultural production by encouraging farmers greatly 

to increase fertilisation.” ; 
Aiken’s proposal was approved by the cabinet committee on the 

provision of employment when they met to consider the three memo- 

randa on 12 August and decided that the National Development Fund 

should be set up as soon as possible; that the amount of the fund should 

be £5 million a year for a period ending no earlier than 31 March 

1957; and that the government, “on proposals submitted by the 

Minister for Finance’, should decide how the moneys should be paid 

into the Fund, a part of which (to be determined by the Taoiseach) 

“should be set aside... solely for the purpose of financing projects 

designed to improve conditions in Gaeltacht areas’’ and another part 

(to be determined by the Minister for Finance after consulting with 

the Minister for Local Government) should be made over to the Road 

Fund. The expenditure of the rest of the fund should be decided after 

all proposals had been submitted to an inter-departmental committee, 

entitled the national development committee and established and 

chaired by Finance.'!°° The Taoiseach made public these decisions in a 

speech two days later’! and the Minister for Finance’s subsequent 
efforts to reopen the matter at the cabinet committee failed. The 
national development committee was duly established under Mac- 

Entee’s seal on 3 September and the National Development Fund 

Bill became law in March 1954. 

This marked the first major reversal of the deflationary policy which 
had been followed since the crisis of 1951-52 — McElligott com- 

mented. caustically that he found it “difficult to understand why the 

government having gone to great pains and incurred no little un- 

popularity to put the financial house in order should now abandon 
this worthwhile objective and pass bodily over into the inflationary 

camp’? — and it was seen in some quarters as indicative of 
a government decision “‘to modify the inflexible rigour of Mr 
MacEntee’s financial strategy’ and as evidence of the narrowing gap 

between the financial policies of government and opposition.'" A 

gloomy memorandum circulated by MacEntee to his colleagues on the 
budgetary position in the autumn of 1953 in the wake of the National 

Development Fund decision and of the relatively disappointing result 
of the flotation of a £25 million 44 per cent national loan that autumn 
(the public subscribed £16.3 million and the banks, “by ar- 
rangement’’, another £5 million) appears to have had little impact 
and it was withdrawn from the cabinet agenda at an early date.!%*
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One other part of the work of the cabinet committee on the pro- 

vision of employment deserves attention: proposals introduced by 
Lemass, and opposed by MacEntee, for tax-free allowances in respect 

of the capital cost of industrial and commercial buildings. The 

proposals involved a tax-free allowance of 30 per cent in 1953-54 for 

capital expenditure “‘on the building or improvement” of such 

premises, to be reduced to 20 per cent and then to 10 per cent over the 

following two years, and “an annual depreciation allowance not 
exceeding 2 per cent of the initial cost’’. Finance opposed the scheme 

for a variety of reasons: it would mean a loss of revenue of £1.8 mil- 

lion over the three years, which “‘must be met by increasing the tax 

burden on other classes of the community”’; the reliefs would be hap- 

hazard and inequitable, even between entrepreneurs — “the more 

enterprising, who had built or improved premises before the conces- 

sion was given, would be penalised”’; it “would not ensure any per- 

manent increase in production or employment’’ and the loss of 

revenue would be “‘too great . . . to warrant its being considered even 

as a temporary stimulus to employment in the building trade”’. It was 

also felt that it would provoke a succession of demands for other tax 

exemptions. '°° 

The cabinet committee decided to refer this proposal to another, 

special committee which the Minister for Finance would immediately 

establish (and which had been foreshadowed in his budget statement 

of 6 May 1953) to deal with the much broader question of the effect of 

taxation on industrial production. This, again, had been a brainchild 

£ Lemass who had put up a memorandum to the government in 

January 1953 on the effects of inflation and the incidence of taxation 

on industry, which advocated, among other things, initial tax-free 

allowances for all firms for expenditure on capital equipment and the 

liberalisation of depreciation provisions. This earlier memorandum 

had also been opposed by Finance, but the Department was now 

powerless to prevent the establishment of the Committee of Inquiry 

into Taxation on Industry, although they did succeed in excluding the 

specific question of tax-free allowances for the capital cost of indus- 

trial and commercial buildings from the committee’s terms of refer- 

ence, on the grounds that to include them would prejudge the more 

general question. Although the committee (formally appointed on 9 

October 1953), which included employers, trade unionists, accoun- 

tants and economists and which was chaired by Cearbhall O Dalaigh, 

did not produce its report until 1956, its establishment was yet another
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indication of the growing attention being paid to problems of capital 
investment. 1° 

III: The Second Inter-Party Government 

Early June of 1954 saw yet another change of government and the 

appointment of a new Minister for Finance. Gerard Sweetman, who, 
a fortnight after his appointment, submitted a harsh memorandum to 
the government which, both in form and content, bore a striking sim- 
ilarity to MacEntee’s memorandum of the previous autumn. “‘It has 
been repeatedly affirmed”, asserted the memorandum, 

...as a fundamental principle of government policy that current out- 
goings should be met from current revenue, in other words, that recourse 

should not be had to borrowing in order to defray current expenditure. A 

departure from this policy would be unsound and would damage the 
credit of the State. Even if there were no objections in principle to bor- 

rowing for current services, the magnitude of the existing borrowing 

programme for public expenditure would in itself be a sufficient practical 

difficulty. Exchequer borrowing requirements were estimated in the bud- 
get ata net £37 million — the same as in 1953-54. Actual borrowings last 
year came to £33 million (net) but even this lower figure was much in 
excess of the public savings entrusted to the government.!” 

The memorandum included, as an appendix, a confidential circular 
(1/54) on the cost of public administration, which had been sent to the 
heads of all departments before the change of government and which 
ordered ‘‘a rigorous review of the services and personnel of all depart- 
ments’: 

Every aspect of expenditure must be critically examined, all procedures 
carefully scrutinised and any charge on public funds that is not absolutely 
essential must be eliminated or retrenched; the review should cover econ- 
omies that would require revision, even drastic revision, of policy to give 
effect to them. The objective is to secure a substantial easement of the tax 
burden on the community. 

That objective, with its concomitant austerities, was now fully 
endorsed by Sweetman who asked his colleagues in government “‘to 
give their immediate personal attention to this matter so that signifi- 
cant economies will be achieved as soon as possible.’’ He further sug- 
gested that the government should review progress as soon as possible
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and that, ‘‘in the meantime, to prevent any worsening of the situation, 

a stay be put on all proposals involving increased expenditure”’, other 

than those to which the government was already committed. 

The government might have changed — although the abstract 

reference to ‘‘a fundamental principle of government policy’’ did not 

denote even that; the message emanating from the corridors of Finance 

clearly had not. The new government were sufficiently persuaded by 

Sweetman’s memorandum to decide that each of the estimates “should 

be examined forthwith by the Minister immediately concerned and 

the Minister for Finance in consultation, with a view to reaching 

agreement on the economies to be effected, both in current items and 

in voted capital services.’”!* 

But the results of the economy drive, a later Finance memorandum 

recorded, were ‘‘derisory’ — a mere £130,000 of “genuine econ- 

omies” which came nowhere near balancing the £2 million of ad- 

ditional expenditure necessitated by the increase of the butter sub- 

sidy by 5d per pound and by an additional £0.9 million pay award to 

the public service which would put the budget in deficit. The pros- 

pects for 1955-56 were “‘still less favourable’’.!” 

But the crisis of 1956 exceeded even the expectations of the Depart- 

ment of Finance. Another marked deterioration in the balance of pay- 

ments resulted in a deficit of £35 million for 1955, while the net 

external assets of the banks fell by almost the same amount in the same 

period. The ensuing debate between the Minister for Finance and the 

Governor of the Central Bank has been well chronicled by Maurice 

Moynihan" and it suffices here simply to note that the crisis had so 

worsened by March that the Minister for Finance was constrained to 

speak of Ireland’s being in the grip of a ‘world-wide inflationary tor- 

nado” which had forced the government to decide “that the only 

reasonable and effective action open to it was to impose on a wide 

range of less than essential consumer imports a special import levy 

designed to make those imports dearer so that less of them would be 

bought.” The levy, which was to come into effect from midnight on 

13 March and which involved no fewer than sixty-eight new taxes, 

was imposed under the Emergency Imposition of Duties Act; and, al- 

though Sweetman emphasised that its aim was “purely to redress the 

balance of payments and not to increase still further the protection 

already enjoyed by Irish industry’’, his disclaimer did little more than 

underline the parlous state of the Irish economy.'!! The budget proper, 

introduced two months later, was in the same mould and brought
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about heavy increases in taxation (notably on cigarettes and petrol, as 

well as in betting and entertainment taxes); the estimates, noted 

Sweetman, have “been cut to the minimum consistent with the 

provision of essential services, the maintenance of employment and 
the development of our resources.’’!”” 

This was the background against which Whitaker, in a paper to the 
Statistical and Social Inquiry Society of Ireland entitled “Capital 

Formation, Saving and Economic Progress’’,!!? attempted to blaze a 

trail for the radical new departures in policy which characterised the 

years ahead. Although Whitaker introduced his paper with the con- 

ventional disclaimer that the views expressed therein were “purely 

personal’, the fact that he was just on the point of being made 

Secretary of the Department of Finance gave it an added significance. 

There was a marked contrast between what Whitaker himself had 
been saying in 1953 and what he was to say in 1956 and in the future. 

He had taken pains in 1953, for example, ‘‘not to give an exag- 
gerated impression of the extent of [the Department of Finance’s] 
influence in shaping the course of the economy . . . while we strive not 
to make adverse trends worse, but rather to correct them, we do not 
imagine that by financial policy alone the whole face of things can be 
changed for the better.’’ He had been concerned, too, to emphasise the 
limitations of planning, arguing that 

... even in those countries where the early post-war devotion to planisme 
was greatest, there had been a reconsideration of the effectiveness of the 
budget as an instrument of economic policy. Its economic and, perhaps 
what is even more important, its political limitations having been realised, 
there is now a general tendency to rely more on the ordinary price 
mechanism for the adjustment of demand and supply... . There is now a 
wide appreciation of the difference between the closed economy in which 
Keynesian principles could most safely be expected to work and the open 
economy exposed to world conditions and balance of payments vicis- 
situdes. It was found, in fact, that the savings forced from the community 
in some countries by high taxation yielding budget surpluses were not net 
savings but were offset by dissaving in other ways and by inadequate 
provisions for private capital replacements and extensions. And though 
there is still, in principle, a lot to be said in favour of budgeting for a 
surplus in times of inflation and budgeting for a deficit in times of depres- 
sion, can anyone be confident that such a policy could be consistently 
operated, at least in countries where governments depend on uncertain 
popular support?!"4
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Whitaker’s approach and emphasis in his 1956 paper was much more 

positive and his “‘principal conclusions” demand quotation in full: 

1. To avoid losing ground in the improvement of real incomes by com- 

parison with other countries, particularly Britain, and, indeed, to 

maintain present consumption standards without drawing on capital, 

our national product needs to be enlarged and a greater proportion of it 

devoted to capital formation. Failure to keep pace with advances in 

Britain is a stimulus to emigration. 

2. The raising of output in agriculture and industry should have a higher 

priority in the allocation of savings. The utmost use should be made of 

means of raising output which are sparing of capital so as to make 

savings go as far as possible and thus relieve the immediate sacrifice in 

consumption. 

3. The building up of national capital and consequently the improvement 

of national living standards depend (a) on the most productive use of 

savings and (b) on an increase in current savings. To the extent that our 

limited supply of savings is applied to objects other than a permanent 

increase in production, a drag is imposed on material progress and the 

opportunities for self-sustaining employment are restricted. 

4. Saving and production should be encouraged and excessive con- 

sumption discouraged. As saving is largely a function of income this 

means primarily that capital development of a productive character 

should be stimulated. There should be a liberal attitude towards profits 

to encourage their expansion and use for productive purposes. As- 

sistance to agriculture and industry should be directed specifically 

towards the development of productive capacity.'!° 

One may here detect in embryo many of the ideas that were to be 

elaborated during the coming months and, particularly, within the 

pages of Economic Development, by Whitaker and his colleagues in the 

Department of Finance; it is noteworthy, indeed, how frequently the 

phrase “economic development” (and such synonyms as “economic 

growth” and “economic progress’’) recur in the paper which might, 

perhaps, have been more felicitously entitled Economic Progress. Here 

we are no longer cautioned against believing “that by financial policy 

alone the whole face of things can be changed for the better’: now the 

tenor of Whitaker’s argument is that things not only can, but must, be 

changed. 
In such circumstances it was curiously apt that, on 30 May 1956, 

Whitaker became Secretary of the Department of Finance upon the 

retirement of Owen Redmond. Whitaker’s elevation, which con-
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travened the hitherto sacrosanct principle of seniority, caused a flutter- 

ing in the dovecots of Merrion Street, although the man most directly 
affected, as “‘successor-in-waiting’, Sarsfield Hogan, ‘‘accepted 
Whitaker’s promotion with a gentlemanly generosity”.'° Yet 
Whitaker’s whole career in Finance had been exceptional, so much so, 

indeed, that one is reminded of Sir Henry Robinson’s remark (about 

John Anderson) — “‘once in a blue moon the open competitive 
examination for the civil service brings to light a man of his 

exceptional type who no power on earth can prevent from sprinting 

like a flash to the top of the ladder.’”"!? Whitaker had impressed his 
superiors from the moment he first entered the Department, through 
competive examinmation, as a junior administrative officer on 1 June 

1938 (having first entered the civil service in October 1934 as a clerical 
officer in the Civil Service Commission) and when it could already be 
deemed “particularly noteworthy that in each of the four open 
competitions Mr Whitaker had obtained first place.’’!’ One of his 

first assistant principals similarly recognised him as _ possessing 

“‘extraordinary’’ ability and ‘‘a very clear incisive mind.”"!? In May 
1943, after only five years in the Department, he was promoted as an 

acting assistant principal at the same time as three other officers with 
service much longer than his; and, exceptionally, when he was next 

promoted in 1947 his substantive rank was still only that of an 
administrative officer.'2? Although Whitaker’s final promotion, the 
formal responsibility of Gerard Sweetman, has been attributed to his 
being the “one executive in Finance who could talk the Minister’s 
language’’!?! (and Whitaker himself has suggested that the fact that he 
and Sweetman were contemporaries made for an easier relationship 
between them),'” the decisive proponent of his appointment was 
probably another, former Minister for Finance (and the then Attorney 
General), Patrick McGilligan.!*? Indeed, ever since Whitaker’s close 
relationship with Aiken as Minister for Finance,'** his position in the 
Department's finance division had rarely brought him far from the 
centre of things.!* 

Whitaker’s first months as secretary saw a further acceleration of 
the crisis. The “‘stark background” has, in general terms, been well 

portrayed by John A. Murphy as 

...a period of unprecedented gloom and depression. No longer could the 
state of the economy be attributed to colonial misgovernment or wartime 
restriction. Economic growth was non-existent, inflation was apparently
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insoluble, unemployment rife, living standards low, and emigration ap- 

proaching 50,000 a year, a figure not far below the birth rate. Even some 

who were securely employed threw up their jobs to seek a new life in 

countries which held out brighter prospects for the future of their 

families.!*° 

Finance saw matters little differently and, less than two months after 

Whitaker’s appointment, Sweetman, introducing what the opposition 

not unreasonably chose to describe as his third budget in four months, 

told the Dail of ‘“‘a matter of the gravest national importance’, dic- 

tated by the continued absence of “‘a marked increase in saving” and 

of “‘any significant increase in output’. He proceeded to analyse the 

crisis ‘‘in simple terms”’: the major problem was that “production does 

not support the purchasing power yielded by... money incomes’, 

too high a proportion of which was being used to satisfy “immediate 

wants and desires’’, leaving too little for productive investment. The 

domestic output of goods and services was too low to satisfy demand, 

and capital and past savings were being absorbed by the ‘large 

volume of goods...imported to satisfy our inflated purchasing 

power.” The result, declared Sweetman, was that 

... past savings are vanishing and that sufficient current savings are not 

being made to finance all the capital works needed to develop the econ- 

omy. Although the level of capital investment 1s below that of more de- 

veloped countries, resources which represent the forced saving of two 

world wars have been largely wasted instead of being used exclusively 

and carefully to increase our productive capacity and so provide a firm 

basis for higher living standards. 

We must face the unpalatable truth that, without a radical change in the 

situation, we cannot enjoy much longer the artificial standards to which 

we have become accustomed, since the external reserves to which we owe 

these standards are steadily running out. Unless our present purchasing 

power 1s upheld by an immediate increase in production, we must accept 

a temporary reduction in that purchasing power now, or suffer a 

wholesale and drastic reduction in imports in a very short time, with dire 

effects on industry, trade and employment.’ 

The measures which Sweetman announced to achieve this end in- 

cluded a £5 million cut in government expenditure and further 

swingeing increases in import levies. What was at stake, he con- 

cluded, was no less than ““our economic independence. If we should
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lose this, the political independence we have achieved would be a 
e 9 

iene tacage. 

The Capital Investment Advisory Committee 

The government’s longer-term strategy to end the crisis finally 
became clear at the beginning of October when the Taoiseach made a 
major speech on the economy to an inter-party meeting in Dublin. 
The government’s policy, he announced, was based on six basic 
principles: 

1. to favour investment in agriculture over all other forms of investment; 
2. to favour and encourage private investment to supplement and relieve 

the pressure on public investment; 

. to favour home investment rather than foreign investment; 
to favour high investment in Ireland based on high savings; 
to encourage all kinds of exports; and 
to achieve the desired results by cooperation rather than by com- 
pulsion. 

D
n
B
 

The decisions which the government had made, and which the 
Taoiseach now made public, related to almost all aspects of the 
economy and the majority of them fall outside our terms of reference. 
Unquestionably the most important from the viewpoint of the 
Department of Finance was the decision 

... to establish a capital investment committee which should be small in 
numbers and expert in quality to survey, analyse and evaluate by sectors 
the existing capital structure of the economy, and to consider and — with 
full regard to the interests of the national economy — advise the govern- 
ment on the volume of public investment from time to time desirable, the 
general order of priority appropriate for the various investment projects, 
and the manner in which such projects should be financed.!2’ 

The Taoiseach’s speech was soon endorsed by a speech by the 
Minister for Finance in which, while he continued to insist that the 
restriction of imports was “the only immediately effective way of re- 
storing a balance in our external payments and preserving national 
solvency”’, he placed a more positive emphasis upon increased produc- 
tion as “the most desirable way of closing the gap and enabling us to 
pay for all the imports we would wish to have.’”!2° 

The effect of the government’s decisions was immediately felt in the 
Department of Finance when, on 22 October 1956, Sweetman sent
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Whitaker a list of the matters arising out of the Taoiseach’s speech 
which he felt demanded the Department’s attention. They included — 
apart from the capital investment committee — tax concessions to 
encourage coal production, an export tax incentive, new factory 
building grants, new industrial buildings tax allowances and the crea- 
tion and issuing of prize bonds by the Minister for Finance!?! — legis- 
lative provision for all of which was made under the Finance (Miscel- 
laneous Provisions) Bill which became law in mid-December. 

It was Sweetman, too, who took the initiative in respect of the es- 
tablishment of the capital investment advisory committee. He had 
decided, he informed Whitaker in a minute of 20 October 1956, after 
“some discussions” with his government colleagues, to invite John 
Leydon to chair the committee as a “representative of financial 
interests”; General M. J. Costello and Kevin McCourt, as represen- 
tatives of agricultural and industrial interests respectively; Ruaidhri 
Roberts, the Secretary of the Irish Trade Union Congress; and two 
economists, Patrick Lynch and Louden Ryan. No fewer than six of the 
nine appointees to the committee were named in these initial minutes 
— an “outside” economist (Professor C. F. Carter of Queen’s 
University, Belfast), William Bland (the chairman of the Agricultural 
Credit Corporation) and C. K. Mill (a director of Arthur Guinness) 
were also appointed. The committee, therefore, did not include a 
single representative of the Department of Finance other than one of 
its joint secretaries, Brendan Menton. This was because it was “an 

external advisory committee which, in principle, should not include 

those in Finance who already advised the Minister’’’? — a principle 

which had not informed the Finance attitude to the composition ~f the 

committees and commissions of earlier decades. 

The committee’s inaugural meeting was held in Government Build- 

ings on 14 December 1956. The Minister for Finance was present and 

informed the committee that he regarded the deficit in the capital 

budget anticipated for 1957-58 as the “immediate problem”’ to which 

they should turn their attention and it was arranged to make available 

to the committee on a confidential basis documents relating to the for- 

mulation of budgetary decisions.'’> Sweetman hoped to have the com- 

mittee’s opinion in time to assist the government in framing the 
1957-58 capital budget. 

The committee presented its first report, on 22 January 1957, in just 

over a month. It concentrated in this report on the capital budget for 

the coming year without prejudice to its longer-term plan to “‘con-
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sider the desirable volume and composition of public investment and 

the manner in which that investment should be financed”’. The report 

concluded that the government measures to restrict impevts in 1956 

had been largely effective in reducing the deficit in the valance of 

payments but emphasised that the present position of the balance of 

payments was “very precarious’ because of 

) an overall budgetary deficit on capital and current account; 

) credit creation by the commercial banks; 

(iii) a decline in private saving; 

) an appreciable increase in stocks; 

) an upward movement in money incomes not matched by an increase 

in the volume of production; 

(vi) an adverse movement in the terms Gitrade.. 

The report concluded that the deficit on the capital budget should 

not be tackled by a reduction in the capital programme (which would 

lead to further unemployment) that the banks would find it difficult to 

meet further demands for credit creation without reducing the 

accommodation available to the private sector, and that a surplus on 

the current budget could not be hoped for. The “‘sole remaining 

method of finance’, therefore, was to reduce current Exchequer 

expenditure and this was what the report proposed, notably through 

the abolition of subsidies on butter, four and wheatenmeal.'» 

Shortly afterwards there was another change of government and a 

new Minister for Finance, James Ryan, took office on 20 March 1957. 

It is impossible for the historian to assess at this juncture, when the 

political archival material upon which such a judgement might be 

based is not yet available, whether MacEntee’s translation from 

Finance to the Department of Health reHected a shift in financial 

policy, but it should be noted that Ryan’s previous ministerial 

experience had been in Agriculture (1932-47) and in Health (1947-48 

and 1951-54), two of the larger spending departments. In any event 

Ryan decided to circulate the committee’s first report to the govern- 

ment, which approved his proposal that it should be published.'*° 

Some weeks later the government agreed that the committee should 

be invited to proceed with its inquiries and present a second report as 

soon as possible.!*” But this report was not presented until the end of 

the year, when the Department of Finance’s own revolutionary an- 

alysis of the economy, which was to lead in due course to the publi- 

cation of Economic Development, had already been set in motion.
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IV: Economic Development 

Basil Chubb, in the course of a review article entitled “Treasury 
Control and Economic Planning”’ published in the autumn of 1956,'28 
observed that it was 

... high time that we paid conscious attention to the development of our 
economic planning and coordinated arrangements. When we do, one 
thing will surely stand out — if here in Ireland the pattern and temper of 
Department of Finance control resembles that of the British Treasury, the 
claim of the Department to the same coordinating role in economic plan- 
ning will be as strongly based as it will be inevitable. 

It was not long before Finance was turning its ‘“conscious attention”’ 
to just these problems: at a meeting with the assistant secretaries in 
mid-May 1957, Whitaker “mentioned the need for some thinking 
being done in this Department about the future economic develop- 
ment of the country.”” He had, he said, 

.. . already initiated some inquiries on the agriculture front which I hoped 

would enable us to set down objectively the facts of the present situation 
and provide some guidance on future economic policy.... 

As regards possible developments, whether privately or publicly fin- 

anced, in the field of industry and tourism, it is also desirable that this 

Department should do some independent thinking and not simply wait 
for Industry and Commerce or the IDA to produce ideas. 

One of the biggest problems is how to reshape and redirect the public 
capital programme so that, in association with developments in agricul- 

ture, industry, etc., it will provide productive and self-sustaining employ- 

ment. This is urgent because of the inevitability of a sharp decline over 

the next few years in employment in social investment — housing, sani- 

tary services, hospitals, etc. It would be quite inimical to national progress 

if the vacuum were to be filled simply by public works or building 

projects of an unproductive character. 

This meeting agreed to set up a departmental committee of assistant 

principals to study such matters and to prepare, it was hoped before 

the following September, “‘a thorough study (a) of the employment 

and other implications of the probable decline in social investment and 

(b) of the possibilities of initiating productive developments, wholly 

or partly financed by the State, and thus generating a permanent and 

self-sustaining increase in employment.”’ Whitaker even then had “‘in 

mind that the results of this study will be placed before Ministers and,
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so far as may be thought proper, be communicated to the Capital 

Investment Advisory Committee.’””” 

Here, then, were the bare bones of Economic Development and, in 

particular, the insistence, first found in Whitaker’s paper of the 

previous year and repeated, almost verbatim, in the introduction to 

Economic Development: 

There is no conflict between what are termed ‘socially desirable’ and 

‘economic’ objectives. ‘Socially desirable’ objectives will not be perman- 

ently realised merely by increasing ‘social’ investment. The erection of 

houses, schools and hospitals — socially desirable in themselves — will, of 

course, provide employment but the employment ceases once the period 

of construction is over and the unemployed man is left with facilities 

which, if he remains unemployed, will contribute but little to his standard 

of living.'*° 

The concern to reduce non-productive capital expenditure, and 

replace it by productive capital expenditure was paramount and, even 

before its internal departmental report had been prepared, Finance 

launched an intensive campaign to that end. ‘The test to be applied to 

any head of capital expenditure at the present time’, stated a secret 

Finance memorandum for the government on 8 July 1957, is 

(a) whether it provides a direct return on the capital invested equivalent 

to the corresponding debt charges, or 

(b) even if it does not provide such a direct return, or only does so in 

part, whether it will yield an adequate increase in national output and 

thus be regarded as productive of self-sustaining employment. .. . 

It is not enough to show that a project may yield an increase in national 

output or may produce self-sustaining employment. It must be shown, in 

addition, that the capital investment involved would not, if directed to 

alternative projects, yield greater national benefit. The ratio of produc- 

tivity to capital cost must be as high as can be secured in any other form 

of investment. 

In accordance with these criteria, it was suggested that the 

immediate emphasis, for example, should be on the improvement and 

adaptation of existing buildings (in respect both of public buildings 

and private and public housing) as opposed to new building; 

‘‘enhancement of public amenities, e.g. sanitary services, roads, etc., 

should be curtailed... in keeping with present national resources” 

and replacements (of schools, for example) deferred until ‘absolutely
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necessary”. The Minister for Finance, in conclusion, urged all his 
government colleagues to switch “‘capital outlay from non-productive 
to strictly productive purposes” and told them he had arranged to 
have this problem examined in his own Department as well as asking 
the Capital Investment Advisory Committee to continue with its 
inquiries; he announced also his intention of seeking the advice and 
assistance of the International Bank for Reconstruction and Develop- 
ment (World Bank) on this matter’! — another striking new depar- 
ture, the implications of which we must now examine. 

Irish admission to the IMF and the World Bank did not, as we have 
already seen,'*’ take place until 1957. The process of application for 
admission had been initiated under Sweetman as Minister but, like the 
work of the Capital Investment Advisory Committee, continued and 
completed after Fianna Fail’s return to office; Sweetman, indeed, as 

Whitaker has observed,'*? was a singularly unfortunate Minister for 
Finance in as much as his government was overthrown before the 
“ideas which he implemented could bear fruit’’. Ryan and Whitaker, 

together with McElligott as Governor of the Central Bank, attended 

their first annual meeting of the World Bank in Washington in mid- 

September 1957. Their visit was an eventful one, since the Bank of 

England increased its bank rate from 5 per cent to 7 per cent while 

they were in Washington — a move described by Whitaker as a 
“bombshell” because of its implications for the terms of the national 

loan which his Department were about to launch.'** There followed a 

flurry of transatlantic communications between Whitaker and his 

senior colleagues and between Ryan and MacEntee (then the acting 
Minister for Finance).'*> But the real significance of the Washington 

visit was the hope it offered for the injection of external capital into 

the Irish economy. 

The presentation of the Irish case fell to the Department of Finance, 

and its memorandum for the information of the World Bank was yet 

another of the reviews of the strengths and weaknesses of the Irish 

economy which were by now beginning to come thick and fast.'*° 

Unemployment, emigration, the balance of payments deficit and other 

unhappy characteristics of the economy all figured prominently in the 

Finance description of the economic background. “The process of 

transition, which commenced with the establishment of the Irish State, 

from a predominantly agricultural to a balanced economy is still far 

from complete’’, concluded the memorandum, “the acceleration of 

that process”’ and the task of “overcoming the sluggish rate of increase
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in production in agriculture as compared with other European 

countries” were supremely important. The provision of “expert 

technical advice and assistance” in the agricultural sphere was essen- 

tial. “Further industrial development’, on the other hand, was 

“largely a problem of inducing the necessary import of enterprise, 

technical competence and capital.” Most existing industries had 

grown up “behind a protective trade barrier” and their potential for 

development was limited since there was little chance of their 

developing export markets. It was therefore essential “that the new 

industries to which further development must be directed should be 

competitive in export markets and capable of withstanding the chal- 

lenge presented by the proposals for the European Free Trade Area.” 

The task of reshaping the capital programme, and the steps already 

taken in that direction, were then outlined. 

“The expansion of the Irish economy in the last thirty years’, the 

memorandum concluded, 

has depended on and has been financed in the main by national sav- 

ings. These savings have not been sufficient to cope with the require- 

ments of an under-developed economy and, at the same time, to meet 

the arrears of social development needs, mainly housing, which faced 

the Irish State on its establishment. The rate of progress could be con- 

siderably accelerated by an inflow of external capital directed to types 

of development which would increase the country’s productive capacity 

and which would bring with them new techniques and methods. The 

Irish government would welcome such investment. 

Ireland has the significant advantages of political stability, a plen- 

tiful and adaptable labour supply, ample power resources and an 

extensive transport system. No difficulties are presented from an ex- 

change control point of view where investments are concerned. Divi- 

dends, interest and profits on all investments may be freely transferred 

to the foreign investor’s country in the appropriate currency. Capital 

may be repatriated at any time in the currency in which it was and 

this right also extends to appreciation of such capital. 

This, then, was the kernel of the Irish case as presented by the 

Minister and Secretary of the Department of Finance to leading 

officials of the World Bank in Washington on 23 September 1957, 

when they asked that a World Bank “survey mission’’ be sent to 

Ireland in May or June of the following year. The object of such a 

mission was not so much to provide a general economic survey — 

“the Irish economy had already been surveyed ad nauseam” minuted
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Whitaker wearily — as to give “advice and assistance . . . in switch- 
ing our public investment programme over to more productive 
lines’’.!47 

But several crucial developments were to occur before the World 
Bank mission’s visit to Ireland took place. On 4 November 1957 the 
Capital Investment Advisory Committee presented its second report — 
or, rather, a majority report on the subject of housing (chosen 
“because it forms roughly one-third of the whole State capital prog- 
ramme’’) — which recommended that the Rent Restrictions Acts be 
“progressively repealed”, that new building be reduced ‘‘to an 
economically justifiable level” and that local authorities “‘apply dif- 
ferential rents to all tenancies”; and a minority report, signed by 
General Costello and Ruaidhri Roberts, which was strongly critical of 
their colleagues’ views.'* The reports were presented to the govern- 
ment on 10 December 1957, although the implications of the con- 
troversy between the committee’s members caused the government to 
hesitate for six months before finally approving their publica- 
tion.!*? 

It was early in December also that the Minister for Finance wrote 

personal letters to his cabinet colleagues appealing “‘for a special effort 
to economise in every possible way, including costs of adminis- 

tration’, in order that a sustained effort might be made to “reduce the 

heavy burden of taxation”. This, wrote Ryan, was “‘the greatest fillip 
that could be given to economic development and progress”’.!°° Later 

in the same month Ryan sent his colleagues a draft memorandum on 

non-productive capital expenditure (which included a list of sugges- 
tions for reduction in borrowing for non-productive purposes) with 
an accompanying letter which pointed out “‘the simple fact is that far 

too large a proportion of our so-called ‘capital’ expenditure is making 

no pretence at paying its way and has merely become a permanent and 

increasing charge on current revenue.’’ This aggravated budgetary 

difficulties, argued Ryan, and rendered it almost impossible to reduce 

taxation and thereby give “‘the economy that most beneficial shot-in- 

the-arm. ... Even if I have to dismiss as an illusion the idea of doing 

positive good, I must have regard to the fact that if the problem of un- 

productive borrowing is not tackled immediately positive economic 

and financial harm will result.’”!*! 

But the prospect of “doing positive good” was enhanced by 

another, more celebrated event which also occurred in December 

1957, for it was on the 12th of that month that Whitaker sent up to
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Ryan his seminal and celebrated minute which led directly to Economic 

Development, This minute, unquestionably the most highly publicised 

in the Department’s history, following its publication in the first ap- 

pendix of Economic Development, recorded what Whitaker had already 

said to Ryan privately “about the desirability of attempting to work 

out an integrated programme of national development for the next 

five or ten years”, which, he believed, would be critical “for the 

country’s survival as an economic entity”. The arguments Whitaker 

then adduced are too well known to need repetition in full. What 1s 

most significant about the minute in the context of this history is, first, 

its positive, national perspective and, second, the remarkable change 

of role it explicitly envisaged for the Department of Finance. Concern 

that “the absence of a comprehensive and integrated programme is 

tending to deepen the all-too-prevalent mood. of despondency about 

the country’s future”, concern with “the psychological value of set- 

ting up targets of national endeavour” and with the need “‘to harness 

the enthusiasm of the young and buttress the faith of the active 

members of the community’? — these were matters at a far remove in- 

deed from the traditional preoccupations of the Department of 

Finance. Yet, “feeling that the central position of the Department of 

Finance gives us a special responsibility for studying how economic 

progress can be promoted’’, Whitaker looked towards the production 

of ‘‘a coherent and constructive document bound by a realistic ap- 

praisal of the resources likely to be available rather than by Depart- 

mental allegiances”; otherwise, he admitted, “an official of the 

Department of Finance would find rather strange the role of advocate 

rather than critic-of new forms of expenditure!” 

Not the least revolutionary aspect of Economic Development was the 

speed with which the decisions upon Whitaker’s proposal were taken. 

The original minute to Ryan, dated 12 December, was sent to the 

government on 16 December and approved by them at a meeting the 

next day, formal approval being conveyed in a letter from the 

Taoiseach’s Department, dated 18 December. The whole process took 

less than a week — a tribute to Whitaker’s success in persuading his 

political masters of the urgency of the situation. 

On the same day Whitaker wrote personally and confidentially to 

the heads of the other departments enlisting their support and co- 

operation for the study and informing them that the government had 

decided that he should “‘have free access for information, advice and 

assistance” to their departments. On 19 December, Whitaker wrote to
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the team of assistant principals on the departmental committee who 

had just completed the report initiated the previous May on the 
reshaping of the capital programme, arranging for talks on how to in- 

tegrate their work with the ‘wider scheme”’.!°” 

The officers responsible for the preparation of the departmental re- 

port in 1957 (S. O Ciosain, M. Horgan, D. O Loinsigh, J. Dolan and 

T. O Cofaigh) went on to play an important part in the preparation of 

Economic Development, as did Dr Brendan Menton and M. F. Doyle (an 

administrative officer who for some months was assigned to this task 

to the exclusion of other duties). But, while recognising Finance’s 

central coordinating role in preparing Economic Development, one must 

also recognise the contribution from other areas of the public service. 

As early as the dark days of July 1956, for example, Charles Murray, 

then an assistant secretary in the Taoiseach’s Department, asked Exter- 

nal Affairs to ask the Ambassador in London to make “discreet en- 

quiries” about the British Economic Planning Board.’° Murray, co- 

incidentally, entered the civil service on the same day as Whitaker’™ 

and had collaborated with him in preparing information “relevant to 

the determination of future policy in the economic sphere’’ before 

Whitaker’s celebrated submission to the Minister for Finance;!° he 

was also Whitaker’s principal collaborator in the preparation of 

Economic Development. 

Whitaker, moreover, went out of his way to stress the cooperative 

nature of the venture in his letter enlisting the aid of the secretaries of 

other departments: ““I look upon this work’’, he wrote, ‘‘as an effort 

by the public service to make a contribution to national develop- 

ment”. The replies he received suggest that his appeal had struck a 

common chord, sometimes in quarters which had all too frequently in 

the past found themselves at loggerheads with Finance (and would so 

find themselves again in the future). The Secretary of the Department 

of External Affairs, Con Cremin, for example, readily acknowledged 

that Finance had a special and central responsibility in the matter and 

described the initiative as “both well timed and calculated to meet a 

real need’’;!°° a similar spirit of whole-hearted cooperation informed 

Finance’s liaison with other departments throughout the preparation 

of the survey. This spirit seems to have owed much to the sense of 

emergency precipitated by the traumatic experiences of the mid fifties 

and, in particular, by what the 1956 census revealed about the un- 

precedentedly high level of emigration. The preparation of Economic 

Development was, for the participants, sui generis, a response to no
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single major issue but rather to the stagnation that seemed ubiquitous. '*’ 

Such attitudes doubtless go far to explain the extraordinary speed 

with which the project was completed. By 3 January 1958 Whitaker 

had already finished a first draft of the first two chapters which set the 

scene for the report as a whole. By 11 January he was in a position to 

send a first draft of the third chapter (on financial and monetary 

policy) to McElligott for his comments — in itself interesting 

evidence of the continuity between their respective secretaryships. 

‘‘Nobody else has seen the draft — or will see it — until I hear from 

you”, Whitaker told the man under whom he had served for so many 

years. Others who played a significant part in the process of consulta- 
tion were M. D. McCarthy (the head of the Central Statistics Office) 
and the three economists then serving on the Capital Investment 

Advisory Committee — Carter, Lynch and Ryan.’ 

By 9 May a proof copy was ready and a printed copy was circul- 

ated to the government on 29 May. The government decided at its 

meeting the next day that the first draft should be examined by all 

departments and state-sponsored bodies as a matter of urgency and 

that the Minister for Finance should submit a draft amended in the 

light of their observations to the government meeting of 1 July.’” 

Finance had, in the meantime, been encouraged by the World 

Bank’s unofficial reaction to the first draft of Economic Development. 

On 30 May 1958 Louis Rasminsky (formerly a colleague of T. J. 

Coyne’s in the League of Nations, who had visited Ireland when 

Aiken was Minister for Finance, and was now the Canadian ex- 

ecutive director of the World Bank and of the IMF who was look- 

ing after Irish affairs on the executive boards of both bodies) had dis- 
cussions in Dublin with Whitaker and McElligott which “centred on 

the question — how can the World Bank help Ireland?’’ Whitaker 

“explained that, unlike many less developed countries, Ireland had 

power, transport facilities, public services, houses, hospitals and a 

general infrastructure on a scale which was reasonable by Western 

European standards and which would support a higher population 

and intensity of economic activity than at present’’; Ireland’s need was 
a ‘more ‘productive-superstructure’ to improve standards of living at 

home, provide more employment and stem emigration.’’ How, he 

asked, could the World Bank “supplement in any way the pos- 

sibilities of development” outlined in Economic Development (a copy of 
which Rasminsky had been given in confidence) and, in particular, 

how could Irish capital resources be supplemented by borrowing from
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the World Bank? While Rasminsky, who offered his congratulations 

on the “completeness and objectivity” of Economic Development, em- 

phasised that anything he said represented only his personal opinion, 

he was generally optimistic about the prospects of an Irish loan 

application.’ 
Immediately afterwards, between 4 and 13 June, Benjamin King (a 

senior economist on the World Bank’s staff) paid a more elaborate 

fact-finding visit to Dublin. Following an extensive series of inter- 

views with officials in Industry and Commerce, Agriculture, Lands, 

the Central Statistics Office and the Central Bank, the ICC and the 

IDA, as well as with Finance officials and the members of the Capital 

Investment Advisory Committee (whose third report, on the general 

effect of investment, had just been presented to the Minister for 

Finance), King gave it as “his personal view, which he felt would be 

shared by his colleagues in the Bank... that . . . Economic Development 

and the principles set out in the Capital Investment Advisory 

Committee’s report constituted a reasonable approach to the task of 

improving Ireland’s economic position.”” King also assumed that 

Economic Development would be published and “stressed the desira- 

bility” of the government's preparing ‘‘a comprehensive, integrated 

programme or plan, looking five or ten years ahead” which, he felt, 

would make ‘“‘for clear public understanding of policy and orderly 

progress in carrying it out.” He said, too, that such a programme 

would be a necessary prerequisite for the Bank’s consideration of any 

appeal by Ireland for aid “‘in the event of serious balance of payments 

deficits emerging unexpectedly as a result of a temporary inadequacy 

of current savings to finance a general programme of development.” 

King also suggested that such a programme should be submitted to the 

Bank for examination before publication, in order to avoid embarrass- 

ment “if the Bank found it necessary to criticise any particular 

project”, although if the programme were flexible this risk might be 

minimised: 

To obtain financial assistance from the Bank it would probably be 

necessary to present suitable specific projects but this would be purely a 

procedural matter provided these projects formed part of a national 

development programme of which the Bank approved. An explicit 

general assurance of aid might not be feasible but it could be taken for 

granted that any member of the Bank which encountered financial 

difficulties, through no fault of its own, in carrying out a national 

development programme which had been examined and accepted as
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‘reasonable’ by the Bank, was entitled to look to the Bank for assis- 

tance. 

King’s final suggestion was that “‘no time should be lost”’ in submit- 

ting such a programme to the Bank, since slowness in arranging for its 

examination “could very well mean delay in having access to finan- 

cial help in carrying it through”, a process, he stressed, which would 

demand the establishment of the kind of body proposed in the last 

paragraph of Economic Development “to study and promote develop- 

ment possibilities’”!*! — a proposal which ultimately found expression 

in the establishment of the National Industrial Economic Council in 

1963: 

Such an overwhelming endorsement of the thinking underlying 

Economic Development cannot but have made a profound impression 

upon the government and rendered it in the highest degree unlikely 
that Finance’s new and grand design would be frustrated at cabinet 

level. Finance, for its part, was clearly going to strike while the iron 

was hot. Whitaker, who had learnt from Rasminsky of “the unusual 

extent of the attention’”’ being given by the Bank to Irish problems,'® 

told King that he hoped to have further information for the Bank’s 

annual meeting scheduled for October. What Whitaker in fact 

brought to the meeting, held in New Delhi (an illustration of the 
rapidly broadening horizons of Finance officials), was a preliminary 
draft of the First Programme for Economic Expansion. His main 

objective, he told S. R. Cope (the Bank’s director of European opera- 

tions), was ‘‘to obtain independent confirmation of its comprehensive- 
ness and soundness and, consequent on this, a reasonable prospect of 

sympathetic consideration by the Bank of future Irish applications [for 
loans] to carry it out.’’ Cope, while naturally inhibited from entering 

into any definite commitments, applauded the continuing informal 

contact between the Bank and the representatives of the Irish govern- 
ment! 

The First Programme, then, was an immediate by-product of Econ- 
omic Development, the government having decided, on 22 July, to set up 
a cabinet committee paralleled by an inter-departmental committee 
consisting of the Secretaries of Finance, Industry and Commerce and 
Agriculture and coordinated by Charles Murray. It “would be a rela- 
tively simple matter’, noted Whitaker, “to extract the main heads of 
future development policy”’ as laid down in Economic Development and 
this was essentially the procedure followed.' The shared parentage of 
the First Programme and Economic Development was even more explicit
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in the first two drafts of the former, which were entitled the ‘‘Pro- 

gramme of National Economic Development”’.’® 

The Minister for Finance duly submitted the draft programme, on 

behalf of the cabinet committee, on 11 October, together with the 

recommendation that it should be published first and that publication 

of Economic Development and the third report of the Capital Invest- 

ment Advisory Committee should follow shortly afterwards.'°° On 28 
October Sean Lemass told the Fianna Fail Ard Fheis that, within the 

next few days, a “Programme of National Economic Development”’ 

would be published as a White Paper: the government had decided, 

he said, that it was “essential to re-define the objectives of national 

economic policy”’.!°’ The White Paper, under its revised title, was duly 

published on 12 November. Ten days later, on Saturday, 22 Nov- 

ember 1958, Economic Development was published. 

The public response was immediate and remarkable. It would be 

gratuitous to give the long list of economists, journalists, academics 

and leaders in commerce, industry and other walks of life who wrote 

to Whitaker congratulating him and his colleagues upon their 

achievement. But one letter might be mentioned: also dated 22 Nov- 

ember and written by a teacher living in Dublin who had never met 

Whitaker but who had been prompted to buy Economic Development 

when he heard of it on the radio that morning, it contained the fol- 

lowing “final word of appreciation”’: 

I wish that every man, woman and child would take your book and 

read it, and read it again and again, and use it as their gospel for the 

next year. Then we should see some improvement in the national out- 

look of our people.’® 

When a publication of the Department of Finance could inspire 

such sentiments in even one member of the general public, something 

had indeed “‘changed utterly”.



CHAPTER TWELVE 

Functions and Organisation: 

The Department of Finance from 

Within and Without 

Any account of the workings and organisation of the Department of 
Finance must begin with the definition of the Department as laid 

down in the Ministers and Secretaries Act of 1924, a point of 

departure also adopted by J. J. McElligott himself when he gave a talk 

on the subject of the Department.' Section 1 (ii) of that act states that 

The Department of Finance... shall comprise the administration and 
business generally of the public finance of Saorstat Eireann, and all 

powers, duties and functions connected with the same, including in 
particular the collection and expenditure of the revenues of Saorstat 

Eireann from whatever source arising (save as may be otherwise provided 
by law), and the supervision and control of all purchases made for or on 
behalf of, and all supplies of commodities and goods held by any 
Department of State and the disposal thereof, and also the business, 

powers, duties and functions of the branches and officers of the public 

service specified in the first part of the Schedule to this Act. 

The description of these latter branches such as the Revenue 

Commissioners and the Civil Service Commission (a full list of 

which may be found in appendix 4) lies outside the compass of this 
work, just as McElligott declared it to lie outside the terms of 

reference of his talk, the text of which provides the basis for the 
following account. But, before proceeding, it is necessary again to 

quote briefly from the Ministers and Secretaries Act. The act states, 

first, that 

The terms and conditions of appointment of all officers and servants 
appointed by any Minister shall be prescribed by the Minister for Finance 
and there shall be paid out of moneys provided by the Oireachtas, or if 

there be any fund properly applicable by law to such payment, then out 

520
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of such fund, to such officers and servants such salaries or remunerations as 

the Minister may from time to time determine. (Section 2 (3) ) 

and, second, that 

The expenses of each of the Departments of State established under this 

Act, to such amount as may be sanctioned by the Minister for Finance, 

shall be paid out of moneys provided by the Oireachtas. (Section 2 (4) ) 

These, then, are the three passages which provide us with a 

statutory description of the matters with which we are primarily 

concerned in this chapter: first, the organisation and internal 

administrative arrangements through which the Department carried 

out its public finance function; second, the Department’s unique 

relationship with all other departments of state, which derived from 

its being empowered to control the expenses and conditions of 

appointment in those departments. 

I: The Organisation of the Department of Finance 

The first organisation chart for the Department of Finance is dated 

January 1926 (see page 522): 

Perhaps the most striking aspect of this hierarchy, at least for the 

historian writing in the nineteen seventies, is how very few civil ser- 

vants then controlled the fortunes of Finance: a mere fifteen men held 

posts at the assistant principal level or above. The major difference 

between such an organisation and the modern Department of Finance 

is apparent by a comparison with the figures for 1977, for example, 

when there were ninety-two such posts in the general service grades 

alone, taking no account of appointments in the professional and tech- 

nical classes which have further swollen the numbers of officers in the 

Department in recent times. Nor does this 1977 statistic take account 

of the sixty-nine such posts in the new Department of the Public 

Service which, since 1973, exercises the establishment or personnel 

function which had earlier rested with Finance. The fifteen men of 

1926 were only twenty-one by the 1932 change of government; 

another slow increase began in 1933 after the Department had been 

formally reconstituted into three, as opposed to two, divisions when 

the supply function was withdrawn from the first two divisions and 

centralised in a third division under a third assistant secretary, Walter 

Doolin.2 In November 1939, however, after the Emergency had 

begun, the number had increased to a total of only twenty-nine? and at
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the end of the Emergency it was only thirty-one.* The two decades 

after 1926 thus witnessed a slow but steady increase in numbers to the 

point where there were almost exactly twice as many officers holding 

the posts in question at the end of the Emergency. A similar pattern 

emerges over the next twenty years: the thirty-one officers of 1945 

were fifty-nine in number in 1964.5 It was only the events of the nine- 

teen sixties and later which caused the rate of increase to assume the 

proportions which produced the 1977 total of ninety-two. 

The figures setting forth the expenditure of the Department, as 

revealed by a random inspection of the appropriation accounts, show 

the same kind of trend, as the following table illustrates: 

OFFICE OF THE MINISTER FOR FINANCE 

Year ending 31 March (31 December for 1975) 

  

1928 1937 1943 1950 1957 1966 1975 

  

& ra & & 4 & & 
Salaries, 

wages and 

allowances 47,102 56,646 67,844 120,885 138,685 379,119 1,468,614 

Travelling 

expenses 156 Ti 42 470, 655 

24,764 126,794 

Incidental 76 329 371 760 549 

expenses 

Telegrams and 

telephones 535 523 923 1,455 1,654 

Post office 

services 
103,038 299,198 

a 

Total £47,689 eM IE) £69,180 £123,570 £141,543 £506,921 £1,894,606 

The above figures illustrate the pattern of growth we have already 

observed. What does require brief comment, however, is the number 

of additional items which begin to appear in the appropriation 

accounts under the vote for the office of the Minister for Finance from 

the mid-nineteen-sixties onwards. In the case of the years 1928-57 the
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items listed above are the only items listed under the Finance vote, 

apart from the expenditure on the Paymaster-General’s Office and 

occasional and small actuarial expenses. But the 1966 account shows a 

different picture: here we find additional expenditure listed under 

such headings as the remuneration of banks for the management of 

government stocks (£116,318), the Institute of Public Administration 

(£25,400), Comhairle na Gaeilge (£2,116) and grants to county de- 

velopment teams (£8,538). The 1975 account paints this new picture 

in still more striking colours. Some of the new items listed above are 

again present — the expenditure on them has substantially increased 

— and there are others besides: such as the Economic and Social Re- 

search Institute (£343,000), the National Savings Committee 

(£43,301), and a payment to the Regional Development Fund 

(£150,000). The position which obtained throughout the earlier his- 

tory of the Department of Finance (when much the greatest propor- 

tion of the Finance vote was expended on the salaries, wages and 

allowances of the Department itself) now no longer held true. Expen- 

diture on salaries, wages and allowances, which by 1967 already 

amounted to only just above half of a total expenditure of some 

£767,000, fell to just above a third by 1968. By 1975, after the De- 
partment of the Public Service had been established, the salaries bill of 

£1,468,614 was again about half of the total expenditure of nearly 

£3 million on the Finance vote. 
But in this chapter we are primarily concerned with an account of 

the work of the Department in the earlier decades of its existence and 

must now turn to an account of what McElligott (in his talk) de- 

scribed as “the course of financial procedure as seen from the point of 

view of the Department of Finance”. McElligott’s own description begins 

...on October 1st when the civil service machinery is working away 

smoothly. As near as possible to that date, a circular letter (known as the 
estimates circular) is issued by the Department of Finance to all account- 
ing officers, requesting them to prepare and send in not later than the Ist 

December the estimates of expenditure on their votes during the financial 

year beginning on the Ist April following. The circular stresses — in 

what I hope are eloquent and convincing phrases — the need for con- 

tinued economy ... The estimates are then examined in the Department 

of Finance — the establishment and salary scales are checked, the reason- 

ableness of the proposed expenditure on other subheads examined and all 
unsanctioned proposals rigorously struck out. Considerable correspon- 

dence and conferences with the various departments ensue at this stage . . .



The Department of Finance from Within and Without 525 

While the estimate is an attempt to forecast the probable expenditure in 

the ensuing financial year, the forecast has to be based on the actual posi- 

tion as at December 1st, and not on the hypothetical position that might 

arise a year later. As a matter of precaution you may make provision for a 

new service, but this inclusion in the estimate does not of itself convey 

sanction for the proposal, just as exclusion from the estimate will not 

debar a proposal from being considered in the financial year coming. But 

all departments take a keen delight in rushing their proposals forward at 

this stage — and the Department of Finance has got to examine them one 

by one, and say whether they are agreed to and can be included in the 

estimates or not. This involves continual discussion with the outside 

department, but finally the estimate is agreed to by the Department of 

Finance and approved by the Minister. At the same time the Department 

of Finance prepares the estimates of the votes it manages itself. Finally 

when all the estimates have been approved individually they are sub- 

mitted to the Executive Council en bloc and after approval the bound 

volume is presented to the Dail. 

In the meantime, and after the preparation of the supply estimates, 

Finance was occupied with preparing the estimates for the Central 

Fund services in order that “the total amount of money likely to be 

required under all heads in the course of the ensuing year” might be 

ascertained. These procedures were timed to ensure that the Dail 

would receive the estimates by 1 March when it would “‘discuss them 

generally on the Central Fund Bill”. This Bill was introduced 

annually at this time and had to be enacted before 1 April since its 

purpose was “to grant to the Minister for Finance for the use of the 

Departments a bulk sum — roughly one-third of the year’s supply — 

which they may have to go on with while their estimates are being 

considered in detail’? — a process which began only in mid-May. 

When the DAil had discussed and approved the individual estimates, 

an Appropriation Bill was introduced which “grants to the Minister 

for Finance the balance of the sum required for supply services in the 

year, and appropriates the entire sum, ... stating the maximum that 

may be spent on each.” The process was completed about 1 August 

and began all over again two months later when Finance issued a new 

estimates circular. 

McElligott then turned to a description of “‘the revenue side of the 

process” which began in the March of each year when the Depart- 

ment prepared revenue estimates concurrently with Central Fund 

estimates.
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The Revenue Commissioners send in their estimates of the amount likely 

to come in during the next financial year under the heads of income tax, 

super tax, Customs and excise, stamps etc; the Department of Posts and 

Telegraphs will give the probable postal receipts, the Department of Local 

Government the probable receipts from motor taxation, ... and so on. 

When all the figures have been collected, they are as required by the 

Constitution presented to the Oireachtas on or before 31st March in a 

white paper, which also contains the figures for the Supply estimates and 

the Central Fund estimates and other Exchequer issues ... On the Ist 

April the Minister is in possession of the information that will enable him 

to prepare his budget — on the one side he has the probable Exchequer 

incomings from all sources and on the other the probable Exchequer out- 

goings under all heads . . . If true expenditure exceeds true revenue, more 

taxation is required — expenditure cannot be reduced, for a priori it has 

already been cut to the bone by the Department of Finance .. . If on the 

other hand the Minister for Finance is in the happy position of having a 

considerable surplus, he can cast round to find the best possible manner of 

disposing of it. He will not be at a loss for suggestions, but care has to be 

taken that the surplus is not a chance event and can be looked forward to 

with equal certainty in the following year. Budget making is an art rather 

than an exact science, and as such is hardly a topic for discussion here. Let 

us suppose that the Minister has arrived at a decision and secured the ap- 

proval of his colleagues. His proposals for covering his deficit, or dis- 

posing of his surplus as the case may be, are conveyed to the Dail by the 

budget speech and submitted for its approval in a series of resolutions... 

[which] are afterwards embodied in the Finance Bill and passed into law 

usually by the middle of June. 
With the passing of the Finance Act saying where the money is to come 

from and the Appropriation Act saying what the expenditure is to be, the 

Oireachtas passes somewhat into the background so far as the course of 

financial procedure is concerned. Not so the Department of Finance 

which is the guardian of the Exchequer, keeping watch to see that 

revenue fulfils expectations and that expenditure is kept within the pre- 

scribed limits. 

In McElligott’s view, the key to these continuous processes were the 

weekly statements of collected revenue, which were forwarded to 

Finance by the Revenue Commissioners, and the fact that the Pay- 

master General’s Supply account was “‘controlled and fed by the 

Department of Finance”’. 

The Appropriation Bill is the final item which annually demands 

legislative initiative on the part of Finance. ‘“During the eight months 

from ist April’, McElligott wrote,
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Departments make up their Appropriation Accounts for the financial year 
that has just closed. If it is found that there has been an excess on any sub- 
head of a vote, then no matter how small the excess may be, the sanction 
of the Minister for Finance must be obtained... or the Appropriation 
Account will not be passed by the Comptroller and Auditor General . . . 
During the preparation of the Appropriation Accounts too, many posers 

about questions of charge are submitted to the Department of Finance for 
decision, and the Department is often called on to adjudicate between two 
other Departments in the matter of transfers between Votes. 

The final stages of the process are the audit by the Comptroller and 
Auditor General and the review by the Committee of Public 
Accounts. The meetings of this committee are attended by Finance 
representatives who “‘put forward the Finance point of view in any 
case where there has been a difference of opinion between the depart- 

ment concerned and the Comptroller and Auditor General.”’ Then, 

when the committee has reported to the Dail, McElligott concluded, 

...the Minister for Finance issues a minute setting out for the benefit — 
it is hoped — of the Committee and of the departments his considered 

opinion on the topics that have been under discussion. This is the end of 

the long course of the financial process in the typical year under review. 

The period that elapses between the issue of the Finance estimates circular 

at one end of the process and the issue of the Finance minute at the other 

end is almost exactly three years. At every stage — in the preparation of 

the estimates, on the day to day expenditure, in the preparation of the 

Appropriation Accounts, in their audit and review — the Department of 

Finance is present supervising and controlling. 

These functions of supervision and control, at least until the nine- 

teen fifties, almost exclusively absorbed the energies of Finance and 

formed one of the main constituent parts of the framework condition- 

ing the Department’s relationship with other government depart- 

ments. The other such part was Finance’s statutory responsibility for 

the regulation and control of the civil service and the view, expressed 

for example by Patrick Lynch, that Finance “has pursued its duty of 

control... at the expense . . . of the duty of regulation’’® does much to 

explain the problems inherent in that relationship which are discussed 

in the second part of this chapter. 

The three major legislative measures outlined above — the Central 

Fund Bill, the Finance Bill and the Appropriations Bill — form the 

core of Finance’s annual legislative responsibility for much the greater 

part of the period with which we are concerned. The burden of spon-
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soring additional legislation varied considerably from year to year. In 

1927, for example, apart from the Expiring Laws Continuance Act 

(another annual responsibility of Finance), the Minister for Finance 

promoted the Barrow Drainage Act, the Telephone Capital Act, the 

Currency Act and an Agricultural Credit Act. In 1928 his additional 

legislative responsibility consisted of only an Agricultural Credit Act 

and a Betting Act; two similar acts were again passed in 1929 when 

the Minister for Finance also sponsored the University College 

Galway Act, a Superannuation and Pensions Act and the Civil 

Service (Transferred Officers) Compensation Act.’ A survey of the 

legislation promoted by Finance in the mid-thirties shows similar vari- 

ations. Nineteen thirty-three — an exceptional year because of the 

many major policy changes initiated by the new government — saw 

the Minister for Finance sponsoring the Land (Purchase Annuities 

Fund) Act, the Dail Eireann Loans and Funds (Amendment) Act, the 

Imposition of Duties (Confirmation of Orders) Act, the Industrial 

Credit Act, another Barrow Drainage Act, the Sugar Manufacture 

Act, the Land Bond Act, the Approved Investments Act, the Damage 

to Property (Compensation) (Amendment) Act, the Public Services 

(Temporary Economies) Act and the Oireachtas (Payment of 

Members) Act. In 1934, however, the only such legislation sponsored 

by the Minister for Finance was another Land Bond Act and an act 

providing for an additional grant to University College, Dublin. In 

1935, the Local Loans Fund Act, the Approved Investments (Amend- 

ment) Act and the National Loan (Conversion) Act fell into this 

category.® But although, as McElligott observed, ‘the number of bills 

dealing with financial topics exclusively is small’’,° it fell to the De- 

partment of Finance to scrutinise all bills ‘‘no matter in what depart- 

ment they originate or with what subject they deal.” 

The Establishment Division 

It now remains for us to look in turn at the role played by each of the 

three divisions into which Finance was divided for much of its his- 

tory. The first, the establishment division, had the major responsibility 

of controlling the appointment and conditions of service of civil ser- 

vants from the first days of the new state until the setting-up of the 

Department of the Public Service on 1 November 1973. The estab- 

lishment division’s ‘‘own definition” of what McElligott described as 

“its widespread and — to some minds — sinister activities’ declared
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that: 

The establishment division exercises general control over the staffing 
arrangements of all government departments and deals with all questions 
regarding the classification, remuneration, overtime, leave, sick leave, 
hours of attendance and other conditions and terms of service of emp- 
loyees of the State, all recruitment of new staff and all questions regarding 
promotions, transfers and pensions.!” 

Although the recruitment of staff is the function of the Civil 
Service Commission, all appointments must be consented to by the 
Minister for Finance. The establishment division advised whether con- 
sent should be given or withheld and also was responsible for the 
allocation of successful candidates chosen by the Civil Service 
Commission to vacant posts among the different departments in 
which vacancies occurred. It was the division’s task, too, “‘to ensure 
that the staff of a department is adequate and no more than adequate 
for the work it has to do” and to consider “questions of general 
policy in regard to the existing staff of the service and future recruit- 
ments to it.” Such questions, necessitating decisions, said McElligott, 

... involving the efficiency of the whole government machine and the 
welfare of the entire civil service, cannot be made lightly. There are no 
text-books on these matters, and the experience of other governments or 
of the commercial world is a very uncertain guide even where it is avail- 
able. Correspondence and conferences with the heads of outside depart- 
ments takes place at every stage and a decision is only taken after the most 
exhaustive enquiry into every aspect of the particular problem. . . 

The establishment division does not work to any financial year — its 

work goes on day by day continuously. Bills are submitted by outside 
departments and must be scrutinised to see that in matters of staff the State 
is committed only to essential obligations; proposals are put forward for 

the regrading of a group of officers engaged on a special class of work; 

requests are made by an outside department for additional staff to cope 
with increased activity. But when the annual estimates are submitted, the 

division is in a position to review its year’s work, for the first subheads, 

setting out the numbers and remuneration of the staff of the department, 

must be examined and agreed to by the division before the estimate can be 

approved. 

Given such extensive powers, not merely in respect of all other 

government departments but also over individual civil servants in 

those departments, it is hardly surprising that resentment at establish- 

ment attitudes and decisions was often at the root of the antagonisms and 

antipathies directed at the Department of Finance by other depart-
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ments and outside bodies. But a fuller discussion of this aspect of the 

history of Finance must be reserved for the final part of this chapter. 

The Finance Division 

McElligott found that it was “difficult to classify [the finance divi- 

sion’s] functions or define them compactly”, although he stressed that 

it ‘does not spend all its time in high financial problems or in discus- 

sing the principles of taxation’’, but could rather be called upon to 

deal with ‘‘anything from tariffs to triplets, from rewarding winners 

of the King’s Plates to the flotation of a loan, or from the Shannon 

Scheme to the mode of collecting dog licences.’’ In more serious vein, 

however, he pointed out that 

_.. the finance division manages the votes for which the Department of 

Finance is the accounting department and is the machinery which enables 

the accounting officer to carry out his duties with regard to these votes. 

The division decided on the form of the estimates and is primarily respon- 

sible for the provision made... it directs payments, watches the expendi- 

ture and is responsible for the Appropriation Accounts; finally it disposes 

of audit queries and the comments of the Public Accounts Committee on 

the Accounts. 

The finance division had to cooperate closely with the accounts side 

of the Department (although it was not a part of the division) in all of 

these matters: the Department’s accountant, assistant accountant and 

their staff worked to the assistant secretary in charge of the finance 

division, as is shown by the organisation chart at the beginning of this 

chapter. 

Another major responsibility of the finance division was the 

preparation and examination of bills: preparation, in the case of the 

financial legislation which the Minister for Finance was obliged to 

promote and which we have already discussed; examination, in the 

case of all bills emanating from outside the Department, in order “‘to 

ensure correctness in the financial procedure” adopted in all such bills 

— whether 

...in the winding up of a fund, the imposition and collection of fees, the 

disposal of receipts or in the preparation and rendering of accounts. The 

very best intentions will not prevent an experienced department from 

going astray on these points. An analogous duty is the preparation of 

financial rules and regulations; cases of this type are numerous, most acts 

containing a clause empowering the Minister for Finance to issue regula- 

tions establishing the financial procedure to be followed... published as
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Statutory Rules and Orders and . . . of general application, but the finance 

division is also the law-giver on particular technical problems that may be 

submitted by the other divisions or other departments. 

The finance division was also the supervising body for the expenses 

of outside departments, where those expenses were borne on a special 

fund rather than on voted moneys and where the sums were large and 

the fund in need of regular replenishment, the Shannon Fund, the 

Land Commission’s reliance upon the Land Bond Fund, the Road 

Fund and the National Health Insurance Fund were cited by 

McElligott as among the most important examples of this kind. Other 

responsibilities of the finance division arose from what McElligott 

called ‘“‘the abnormal situation following the establishment of the 

Saorstat’’: such matters as assessing and paying compensation for 

injuries to persons and property and “‘disentangling the finances of the 

Saorstat from those of Great Britain and Northern Ireland”’ fell to the 

lot of the finance division; so too did the responsibility for flotation of 

the national loans and, more generally, the exercise of the state’s bor- 

rowing power. 

But, as McElligott acknowledged, it was “difficult”? in the case of 

the finance division “‘to classify its functions or define them com- 

pactly”. While he asserted that the division did not “spend all its time 

in high financial problems or in discussing the principles of taxation’, 

this very assertion constituted a recognition of the fact that the 

officials of the finance division were more frequently concerned with 

matters of high policy than their colleagues in the other divisions. The 

vital areas of budgetary policy and the imposition of taxation, which 

dictated the framework within which Departmental policy in its 

broadest sense was laid down, were major responsibilities of the fin- 

ance division. But McElligott’s observation that budget making was 

an art rather than an exact science should be borne in mind. The re- 

markable absence of documentary evidence to the contrary in the first 

three decades of the Department’s history suggests that it was an art 

not much discussed within the Department; throughout his tenure of 

office as Secretary, McElligott seems almost to have reserved unto 

himself the practice of the art (at least in respect of the basic composi- 

tion first sketched on the canvas). 

The Supply Division 

The supply division was the third division of the Department of Fin- 

ance and, again, McElligott’s is a succinct description:
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The supply division deals with all proposals involving expenditure emana- 
ting from outside departments other than those affecting staff only which 

are a matter for the establishment division. ...In the division itself the 

work is further sub-divided, a department or group of related departments 

with the attendant votes being watched over by an officer or a number of 

officers working together. In this way the officer makes himself familiar 

with the work that is done in the department that has been made his parti- 

cular case; he can appreciate difficulties in its administration and because 

he watches the werk from outside he may be able to suggest changes for 

greater economy or efficiency. When any point regarding the work of 
that department comes up for consideration he is called upon to advise on 

it. But he is not an expert, in the sense in which that term is usually 

understood, and may never have had first hand personal experience of the 

work performed in the department he looks after. He works as an officer 

with a sense of proportion and of the value of money, competent to ap- 

praise at its true value any proposal that is submitted to him in plain 
terms. 

McElligott’s summary of the qualities demanded of an official in the 
supply division during his tenure as Secretary of the Department re- 
veals a climate of opinion in which “experts’’ were more to be dis- 
trusted than revered — a time when there was neither a development 
division nor an economic service in the Department, a time when the 
notion that an economist might be employed by the Department qua 
economist was inconceivable. 

Another major duty of the supply division was to advise the Mini- 
ster on his responsibility for sanctioning legislative proposals initiated 
by other ministers or other departments. This task brought the divi- 
sion “into very close and continued contact with another department 
in the administration of an act”. McElligott illustrated the highly dis- 
parate nature of the supply division’s responsibilities by quoting from 
a random list of the titles of its files although, as he admitted, and as 
the present writer, who has spent long hours searching through files 
whose titles have flattered only to deceive, will wholeheartedly en- 
dorse, such titles ‘‘are not always the best guide to the contents”. The 
list reads: 

Introduction of Cadet system into the Army 
Repair of Army boots 
Purchase of aeroplanes 
Scales of diet for Army hospitals 
Gas Meter Bill 
Regulations as to Patents, Designs and Trade Marks
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Salvage of timber from wreck off Cork coast 
One-man separating stations 

Forestry programme for 1928 

Insurance of boilers and steam plant in government departments 

Phoenix Park public golf course 

Leasing of College of Science to University College 

Veterinary Research Laboratory — accommodation for guinea pigs 

Accommodation for Department of External Affairs. 

* * * 

This account of the work of the supply division completes our re- 

view of the Department’s divisional arrangements as they endured 

until 1 April 1961, but a dictum current in the Department during the 

years of tripartite divisional arrangement might be quoted by way of 

a footnote. In so far as it was the primary function of the Department 

of Finance, the maxim ran, to oversee the state’s revenue and expendi- 

ture, the finance division looked after the pounds, supply the shillings, 

and establishment the pence." 

The Senior Officials of the Department of Finance 1922—33 

An account of the Department’s organisation in its early years would 

seem strangely incomplete if nothing were said of the men who ran it. 

Enough has already been said of the men at the very top of the 1926 

organisation chart reproduced at the start of this chapter (the 

Secretary and assistant secretaries — Brennan, McElligott and 

Boland) and something has also been said of Arthur Codling, the 

principal in the finance division. The two other principals in 1926 

were Walter Doolin and John Houlihan. Both men, like almost all of 

their high-ranking colleagues in the Department of 1926, had held 

positions in the civil service under the British administration and both 

of them had educational backgrounds in the liberal arts. In 1933, 

when the Department was divided into three divisions, Doolin was 

appointed as the assistant secretary in the supply division. As early as 

1927 an establishment minute, ‘looking to the ultimate future’, 

thought it “more than likely that the work of the Department will 

fully justify three assistant secretaries’’,'’ but the innate reluctance of 

the establishment division to create new posts or otherwise to expand 

caused a delay of six years before such an arrangement was in- 

augurated. This reluctance was such, indeed, that when Doolin was 

finally made an assistant secretary in 1933, it was only in an acting
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capacity — his appointment was not made substantive until 1935. 
Doolin, a son-in-law of Sir James MacMahon (joint under-secretary 

with Sir John Anderson at the head of the Dublin Castle administra- 
tion of 1920-22), was very highly thought of in the Department, par- 
ticularly by the younger men, recruited as junior administrative 
officers, who found him more constructive, approachable and 
outward-going than some of his fellows. He was also a close personal 
friend of McElligott, to whom Doolin’s early death in 1939 came as 
an even more severe shock than to the rest of the Department.!? The 
other principal of 1926, Houlihan, made less of a mark upon the 
Department: originally attached to the National Health Insurance 
Commission under the British administration, he returned there in 
January 1927.'* 

All but one of the eight assistant principals, the four higher ex- 
ecutive officers, as well as Brennan’s private secretary (D. P. 
Shanagher) had also held posts in the British, pre-Treaty civil service, 
although some of them (Fagan, Almond, Shanagher and Hanna, for 
instance) had temporarily relinquished their posts to enlist in the 
British Army in World War I. The exception was Patrick O'Kelly, 
another Arts graduate, who had been attached to the Dail civil service 
before joining the Department of Finance. O’Neill (a friend of 
Patrick Pearse) and Sheridan had been with Houlihan in the National 
Health Insurance Commission; Shanagher and Duff with the Land 
Commission (Duff retired in 1934 to devote his time to the Legion of 
Mary which he had founded); Dagg with the Congested Districts 
Board; Codling and Redmond with the Local Government Board; 
and Hanna and Sean O Broin with the Department of Agriculture 
and Technical Instruction. Specific mention should also be made of 
two assistant principals, C. S. Almond and John Leydon, whose 
names do not appear on the 1926 organisation chart, although they 
had served in the Department since 1923: Almond was an Englishman 
from Lancashire who worked under Dagg on the supply side. 
Leydon, who was destined to become Secretary of the Department of 
Industry and Commerce in 1932, was born in 1895 and entered the 
civil service as a second division clerk in the War Office in 1915, 
having taken first place in the Customs and Excise examination the 
previous year. He served in the Ministry of Pensions in London from 
1917 to 1923 when he was appointed, first, as a higher executive 
officer and, later that year, as an assistant principal in the compensa- 
tion section of the Department of Finance. His talents were recognised
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in 1927 when he was appointed a principal; indeed there was talk at 

the time of his becoming an assistant secretary." 

An inspection of the Department’s orgaziisation chart for December 

1933" (the first showing the new arrangement of three divisions) re- 

veals a similar pattern. Then, every single one of the ten senior 

officers in the Department — the secretary, three assistant secretaries 

and six principals (Redmond, Lynd, Hanna, Dagg, Sean O Broin and 
W. F. Nally) — were men who had seen service in the old British 

civil service. Another point of note, again demonstrating the con- 

tinuity with the days of the British administration, was that no fewer 

than three of the ten (Codling, Lynd and Dagg) were Protestants and 

a fourth (Hanna) was born a Protestant but later became a convert to 

Catholicism — a far higher proportion, inevitably, than has ever sub- 

sequently obtained in the highest echelons of Finance. W. F. Nally 

submitted a memorandum of evidence to the Brennan Commission in 

1934 and this account of his earlier career serves as an interesting 

example of the strength of the ties of continuity between the two 

administrations. ‘I entered the civil service”, Nally begins, 

through open competition, as a learner, in the General Post Office, 

Dublin, in 1905, and became established in the grade of sorting clerk and 

telegraphist in 1907. In 1920, I succeeded, through competition, in obtain- 

ing an appointment as supplementary clerk in the Post Office and was 

assigned to the North Wales district of the engineering department, 

where I remained for about two years. In 1922 I was transferred to the 

engineer-in-chief’s office of the Irish Free State Department of Posts and 

Telegraphs and in the following year I was transferred to the secretariat of 

that department. For about two months in 1923 I was permitted, in 

arrangement with the British authorities, to study in the Secretary’s 

Office, London, the headquarters’ aspects of questions appertaining to 

telegraph and telephone arrangements. On my return to Dublin, and up 

to January 1928, I performed the duties of inspector of telegraph and tele- 

phone traffic with the substantive rank of higher executive officer. 

On the 1st February, 1928, I was appointed to the Land Commission as 

establishment officer and was promoted to be chief clerk and establish- 

ment officer in that office on the 1st June, 1931. 

I was appointed to my present post of principal in the Department of 

Finance on the 1st October, 1932." 

Although Nally thus entered Finance later than the other principals 

of 1933, his pre-1922 career differed from theirs in detail and not in 

kind. One further example is Owen J. Redmond, who succeeded
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McElligott as secretary in 1953-56. Redmond’s first appointment, in 

1906 when he was fifteen years old, was as a boy clerk in the Office of 

Public Works. In 1910 he won a place as a second division clerk, after 
competitive examination, and was appointed to the Local Govern- 
ment Board where he was made a junior executive officer in 1920. In 
April 1922 (having been interviewed by E. P. McCarron, the Local 
Government Secretary, and Cornelius Gregg) he was chosen to go to 
Finance — at first on loan. He was subsequently appointed as a higher 
executive officer in 1923, assistant principal in 1926, principal in 1932 

and assistant secretary in 1944.'® The celebrated claim of the Brennan 
Report for the uninterrupted continuity of the civil service,’ the 
political revolution notwithstanding, is thus abundantly confirmed by 
the example of the Department of Finance. 

The delay in appointing a third assistant secretary is only the most 
obvious example of how slowly the Department expanded, although 
the three principals of 1926 were increased to four in 1927 and to five 
in 1931. Boland’s minute to Blythe recommending this latter step and, 

in addition, the creation of an extra post of assistant principal, explains 

why he, as head of the establishment division preferred to hasten 

slowly. Ever since the Department had been set up, wrote Boland, 

...the work has been more or less beyond the staff. The difficulty in 
remedying this during the past seven years lay in finding sufficiently 
mature personnel for the higher posts. Time has to an extent helped us 

here. The staff is now in quality and numbers stronger than at any time in 

the past. But the work also has grown in volume and complexity. The 

work of a department such as Finance cannot be measured by numbers of 
letters. With the passing of time the work tends more and more to be 

done by personal contact. Almost every public statute passed required 

reference in its operation to the Minister for Finance. As time goes on the 

considerations to which the Department has to have regard are added to. 
A subject which would have been represented by a single file seven years 
ago may now be represented by a dozen. The Department now has to 
provide representatives on committees and commissions in much larger 
numbers than was necessary in the past. For instance in 1925, only 6 
members of the Department were so acting on 8 bodies. Now 19 officials 
are acting on 17 bodies. . . Officials of the higher organisation are all 
overpressed. They can only keep their work going by frequently and in 
some Cases constantly taking it home at night. They have no time outside 
their day-to-day work to do any of the reading or research that should be 
possible in the interests of the Department. A considerable part of the 
work required in the interests of economy is work that should be initiated
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within the Department if officials had time, but many of these fields of 

enquiry continue and must continue to lie fallow because of pressing 

needs of current work.” 

The Junior Administrative Officers — an “Administrative Elite”? 
Already, in 1926, however, there was one group in Finance s “higher 

organisation” which was an exception to the rule that the Depart- 

ment’s senior officials were drawn from the pre-Treaty civil service 

— the junior administrative officers. The genesis of this special 

administrative class in 1924-25 has been discussed in an earlier 

chapter," but it is now necessary to discuss two further aspects of their 

history: first, their special relationship as a class with the Department 

of Finance; and, second, the extent to which they constituted an 

administrative élite from which the most senior. appointments would 

be made. 

The origins of both these developments may be seen in the mem- 

orandum from Cornelius Gregg to Blythe which led to the first 

junior administrative examination in 1925.22 Three of the six successful 

candidates in that examination (Bayne, Fitzgerald and Maurice 

Moynihan) were immediately assigned to Finance and a fourth (Leon 

O Broin who had won first place in the examination) was transferred 

to Finance before the end of the twenties, having first been assigned to 

Education. Of the next eight appointments made to this grade, after 

comparable examinations in 1926, 1927 and 1928, five were assigned 

to Finance; and a 1930 survey of the whereabouts of junior adminis- 

trative officers in the public service showed that thirteen of the nine- 

teen officers were in the Department of Finance. In 1935, ten’ years 

after the first examination, Finance’s near-monopoly of the services of 

this class was as strong as ever: of a grand total of thirty-five then in 

the public service, twenty-two (nineteen men and three women) were 

attached to Finance. For the rest, Local Government and Public 

Health had five; Justice four; and Education, Industry and Com- 

merce, the Oireachtas and the Revenue Commissioners one each.” 

Mention should be made, too, of the three appointments made to 

this grade before the first examination in 1925: Sarsfield Hogan, Leo 

MacCauley and Tommy Coyne. In 1922-23 Joseph Brennan, per- 

turbed at what he had described as the lack of “fully skilled assis- 

tance” at an administrative level (so few first division men had been 

inherited by the provisional government), decided to approach the 

Provost of Trinity College and the President of University College, 

e)
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Dublin with a proposal for recruiting directly some of the best of 

their graduates. In the case of Trinity, the results were numerically 

disappointing although A. W. Bayne, the only Trinity graduate to be 

recruited to Finance in the early years, was recognised as exception- 

ally able. University College, however, produced Hogan, Mac- 

Cauley and Coyne, after conversations in which Dr Coffey (the 

President), Michael Hayes and, possibly, Kevin O'Higgins, were 

involved. Neither MacCauley (who was Brennan’s first private sec- 

retary) nor Coyne (who was assigned to the Secretary of the Depart- 
ment of Justice) played much part in the subsequent history of Fin- 

ance. In 1929 Joe Walshe, the Secretary of the department of External 

Affairs, prevailed upon all three to enter for the first appointments at 

third secretary level being made by his Department — in Paris, Rome 

and Berlin; MacCauley and Coyne accepted but Hogan changed his 
mind at the last moment and decided to remain in Finance.”4 His de- 

cision was not, perhaps, surprising since he had already been very 

much in the centre of Finance’s activities in the crucial formative 

years. He served first as Brennan’s private secretary (from March 1923 
to April 1925) and then as Blythe’s until January 1927 when he was 

appointed as parliamentary and estimates clerk. Nor was he ever far 
from the centre of things thereafter: in 1932, as an assistant principal, 

he was secretary to the Committee on Economy in Public Service 

Salaries, and he played a major part in the preparations for the Emer- 

gency when on loan to the Taoiseach’s Department in 1938-39, after 

which he was made an acting principal. He became an assistant sec- 
retary in 1948 and, shortly afterwards, was deeply concerned with the 

devaluation crisis of 1949. 

The British reorganisation of the civil service in Ireland in 1920, 

notes the Devlin Report, 

... reshaped the general service to provide for an administrative class to 
deal with policy and the general management of the civil service, and a 
clerical class to deal with the routine clerical work. In between, they 
created an executive class to deal with ‘the higher work of supply and 
accounting departments and of other executive or specialised branches of 
the civil service’. This structure was more or less taken over by the new 
Irish civil service except that no serious attempt seems to have been made 
to distinguish between the work of administrative staff and executive staff 
above the levels of administrative officer/higher executive officer.” 

The exception, generally recognised ‘‘as one of the few major de-
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viations from the British pattern’”’,”° is of particular importance for the 
Department of Finance because of its unique position among Irish 
government departments and because it led to the decision to recruit 
“the best material available... material of the type best fitted for 
administrative control.’’?” 

One obvious barrier to the imposition of such a firm distinction as 
obtained in the British system was the attitude of the higher executive 
officers within Finance who, as early as July 1927, formally protested 
to Brennan about the appointment of an assistant principal from out- 
side the Department. They submitted “‘that the recognised practice of 
promotion within a department should not be departed from save in 
the most exceptional circumstances’ which, they contended, did not 
exist in Finance. This was swiftly followed by a protest by Finance’s 
junior executive officers who sought assurances about their pro- 
motional prospects within the Department. Despite another similar 
protest by the higher executive officers in January 1927, Boland took 
the view that, with one exception, they could not be given “‘an 
unqualified recommendation’”’ for promotion to the rank of assistant 
principal and advised the Minister that applications for such an 
appointment in Finance should be invited from other departments. 
This, Boland argued, would “not be without advantage ... for the 

work of the Department of Finance, and indeed in justice to other 

departments who have to submit to financial control from here, the 

officials we have should grade for grade be the best that can be 

procured... [this would] strengthen the influence of the Department 
of Finance in their dealings with other ministries.’’”8 

The inherent difficulties of the problem were outlined by Brennan 
in a memorandum to the Minister in August 1927. The attempt to in- 
troduce an administrative élite into the Department had brought up 
‘in a somewhat acute form the question of the junior executive 
officers serving in the Department’, he wrote. 

Owing to the numerical weakness of the staff of the Department and to 

the fact that the newly recruited junior administrative officers are and 

must be for some considerable time lacking in the experience of govern- 

ment administration which is essential in a department having the control 

of the activities in general of the government machine, it is imperative 

that experienced JEOs . . . be retained in the Department. The position of 

the JEOs is, shortly, that they would normally look for promotion to 

higher executive posts, that at least two such posts have already been sup- 

pressed and they are, in effect, debarred, in this Department at any rate,
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from any prospect of the promotion which they would reach in ordinary 

circumstances. 

Brennan therefore proposed that two of the JEOs who had entered 

the civil service through the old second division open competitive 

examination (T. J. Morris and D. P. Shanagher) should be promoted 

as junior administrative officers. This would, he felt, have no reper- 

cussions since ‘“‘the circumstances of the establishment of this depart- 

ment are exceptional and can hardly be compared with those of other 

Departments. The promotions would not mean any immediate in- 

crease in remuneration for the officers concerned.”?? What it did 

mean, however, was a clear breach of the principles enunciated by 

Gregg at the time when recruitment of junior administrative officers 

began; and, in 1929, for the first time since 1925, no examination en- 

abling university graduates to enter Finance as junior administrative 

officers was held. 

It was in 1929 also that Finance abandoned the system of written 

competitive examination for entry at this level, in favour of a selec- 

tion board, set up by the Civil Service Commission, which would 

interview eligible candidates to evaluate “‘their experience, general 

knowledge and personality”. The main reason for the change, Boland 

informed the Minister, was the conviction ‘‘that there has been a de- 

cline in the quality of the competitors at the examinations’; it was 

hoped that the new system, which increased the upper-age limit from 

twenty-four to twenty-six and which made provision for additional 

increments for older, successful candidates, would lead to “‘better 

competition, in that candidates who might be deterred by the pros- 

pect of a written examination will enter’, as well as “persons who 

might have the added advantage of postgraduate experience”’.*° 

Blythe, answering a question on the change in the Dail, spoke of the 

junior administrative officers as the class ultimately “‘expected to 

undertake the highest administrative duties necessary in the civil 

service ... from which the secretaryships of departments and other 

higher posts in the service will normally be filled by promotion.’”! 

In 1930, however, Finance again resorted to the device of promot- 

ing junior executive officers to junior administrative level. Boland 

explained why they had adopted this course rather than drawing 

further from the list of successful candidates at the last junior adminis- 

trative competition from which two appointments had already been 
made.
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Of the 12 junior administrative officers at present in this Department 6 are 
still on probation. The remainder have service varying from two to five 
years only. As a team, therefore, the class is at present in the early training 
stage and, although their value will increase with every day’s experience, 
the recruitment now of two further inexperienced persons would increase 
the disadvantages arising from the present abnormal proportion of per- 
sonnel inexperienced in office work. In the circumstances it would be 
expedient to offer the two vacancies for competition at a selection board 
between the best of the junior executive officers who have had more than 
two years’ experience in that grade... We would be looking for some- 
thing in the way of experience, but we should also expect that the ap- 
pointees should be sufficiently young and adaptable to benefit by the 
promotion. . . The total number of junior executive officers in the service 
exceeds 400, but heads of departments would be asked to recommend in 
order of merit those candidates who apply. 

It is a curious fact bearing on this proposal that, although the last open 
competition on the new lines for junior administrative [sic] permitted 
Junior executive officers to enter, only five of that class applied. . . Only 
four of the sixty-six junior executive officers who came in by open com- 
petition since 1924 offered themselves. ... This state of things is difficult 
to understand when one remembers the conditions that obtained here, say, 
25 or 30 years ago, when a similar opportunity would have been jumped 

at by probably all the persons eligible in a lower grade. It suggests some 
strange kind of inertia in the present generation. . . . It is a counterpart of 

what we find outside amongst the university graduates, who fail to come 

forward for the open competition. What the reason may be for this want 

of interest on the part of both classes we have yet to discover. The cause 
does not certainly lie in the salary scale. Dr Coffey tells me that since the 
change of government not a single graduate of the National University, 

so far as he knows, has competed for the administrative class in the British 

civil service.*? 

Boland’s proposal, “‘put forward as an exceptional measure for this 

occasion only”, was approved by Blythe, subject to the candidates’ 
having to take an Irish test, and it was recorded that “the quality of 

the greater number of the forty-four candidates interviewed was very 
high”: both successful candidates (J. C. B. MacCarthy and P. S. O 
Muireadaigh) had entered the civil service through the junior 
executive competitive examination (in 1927 and 1925 respectively) 

and both subsequently became secretaries of government departments. 

But Finance had not finally relinquished the concept of distinguish- 
ing between the administrative and executive classes. An establish- 

ment notice issued in April 1932 on the certification of civil servants
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declared that the Civil Service Commissioners had “‘agreed that 

promotion from the junior executive to the junior administrative 

grade cannot be regarded as in the customary course”’ but that pro- 

motion of junior administrative officers “to higher administrative 

posts” should be so regarded.** A few months later Boland again in- 

formed the Minister of the serious difficulties the Department was 

encountering with recruitment at junior administrative level. ‘“For the 

last six years’, he wrote, “we have been gravely concerned about the 

difficulty in getting sufficient people of the right type to compete’; 

and he feared that the reduction in salary levels which was then being 

contemplated would add to the candidates’ problems and further de- 

press the Department’s “hopes of getting into the civil service by 

adequate competition the small number of first class men and women 

we require in the administrative grade.” In the case of a competition 

held the previous year for appointments in External Affairs, he 

pointed out, “not one of the candidates was regarded as sufficiently 

qualified and we failed to fill the two vacancies offered.’’** The same 

complaint was made in 1934 when forty-three of the fifty-five candi- 

dates interviewed for junior administrative examination “‘failed to 

qualify in one or more parts of the competition.””* 

Boland put on record his view of the problem during his evidence 

to the Brennan Commission when he explicitly stated of the junior 

administrative officer class that 

... the original intention was not to resort to promotion at all to that 

grade. It was practically non-existent when the State started; and we had 

to begin by outside recruitment. . . 

The junior executive officer under the terms of his recruitment has no 

right to claim or expect promotion to the junior administrative officer 

grade. Where he has been allowed the opportunity of competing before a 

selection board for vacancies in the administrative class it has been entirely 

an act of grace on the part of the Minister for Finance, which was due 

merely to the fact that the number of people available for appointment 

from examination .. . were not available from the outside examination.*° 

But Boland’s concept of the junior administrative officers as a corps 

d’élite — which found expression in private dinner parties which he 

held for them in the Gresham Hotel*”? — was shattered by the pro- 

motions from the executive stream to the assistant principal grade; this 

contrasted with the British practice. 

How this happened is well illustrated by a 1934 minute, drawn up
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by the three assistant secretaries in Finance, which referred to the dif- 
ficulty of finding “‘sufficiently experienced personnel” to appoint to 
the grade of assistant principal. Promotions, the minute claimed, had 
“been very rapid” and it argued that “promotion of officials who 
entered only five or six years ago, involving a jump in scale from 
£,180— £500 to one of £550- £700 (married) must be accounted extra- 
ordinarily rapid, even in the administrative class, and, if repeated, 
liable to create unrest and jealousy in the service’, especially if the 
administrative experience of those promoted was limited to one 
section of the Department of Finance. This consideration, plus the 
view that “the present junior administrative officers in this office are, 
as a whole, not mature enough . . . for immediate promotion”’, caused 
the assistant secretaries to advise against such a course of action*® and a 
subsequent recommendation of Boland’s to appoint a higher executive 
officer from Posts and Telegraphs as an assistant principal in Finance 
was approved.°? 

Yet Boland was still anxious to retain the concept of the adminis- 
trative class as an élite. McElligott was not so sure: “we should 
normally look to the junior administrative officer line for the recruit- 
ment of assistant principals’, he wrote, “but we cannot, as you agree, 
apply that rule unwaveringly and it has been broken in the past. 711A! 
month later, Boland sent McElligott a formal note, ‘‘from the general 
establishment viewpoint”’, saying why he thought that line of recruit- 
ment desirable. 

Many promotions to administrative posts of persons of other than ad- 
ministrative origin have, of course, taken place in this department and 
elsewhere in the service. Such promotions have been more remarkable 
here because ours is, of all in the service, the Department where, from the 
outset, it has been recognised that the work, except in registry and record 
and accounting matters, is all administrative. But those promotions were a 
case of ‘needs must’. We had none of what might be called the normal 
administrative material to promote from. Now things are different. 
Nearly all the junior administrative posts here are filled by individuals 
who have been admitted to the grade by special competition (open or 
limited). That position has been attained with some difficulty. It has been 
the work of nine years, during which recruitment — not always as good 
as it should have been — has been encouraged by every possible induce- 
ment. Recruitment in no class in the service is, in my view, of the same 
importance as that of junior administrative officers, and in turn the train- 
ing of these officers after entry, and their promotion later on, as bearing 
on recruitment, are equally important... Such opportunity as presents
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itself should be taken to make clear that it is not the intention, in the 

future, to go on promoting from outside the administrative class itself to 

the highest posts in the class. For officials in the civil service who are not 

of administrative origin practically the whole service outside this Depart- 

ment is a field for promotion to higher posts, and there should be no need, even as a 

matter of recognising past service or individual merit to include the higher adminis- 

trative amongst the posts to which these officials can look for promotion. 

‘1(Author’s italics). 

Boland’s note — in particular, the italicised passage — is a clear 

expression of how strongly he at least was still committed to the 

British model, under changed circumstances in which the officers in 

the junior administrative grade in Finance were sufficiently experi- 

enced to be deemed ripe for promotion. Frequently, as we have seen, 

decisions on such matters would have been left to him — much of his 

additional authority as assistant secretary in charge of establishments 

was due to the fact that McElligott found establishment work uncon- 

genial. But, in this case which he obviously regarded as being of the 

first importance, Boland did not get his way. Following discussions 

with the Minister, Sean MacEntee, McElligott recommended the 

promotion of a higher executive officer, P. J. O Ceallaigh (then the 

staff clerk in the Department) to one of the assistant principal posts. 

The second vacancy, after a deferment of some six months and again 

on McElligott’s recommendation, was also filled by one of Finance’s 

higher executive officers, F. T. McHenry. Although McElligott 

minuted that the recommendations were “in accordance with the 

views of the assistant secretaries and the principals’, that Boland was 

uneasy about the failure to make the appointment from the ranks of 

the junior administrative officers was manifest. 

By 1935, then, the promotional route in the Department of Finance 

from higher executive officer to assistant principal had been firmly 

established: four of the six higher executive officers on the 1926 

organisation chart (Feeney, Redmond, Duff and Shanagher), together 

with the only other two higher executive officers appointed since 

1926 (O Ceallaigh and McHenry), had been so promoted. 

The other development in Finance which undermined the British 

principle of separation of administrative and executive classes was the 

admission of junior executive officers to the junior administrative 

grade. We have already noted the first example of this trend in 1927 

and Boland commented upon it more generally in a memorandum to 

the Secretary and Minister in April 1936. Boland began with the
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regulations for the junior administrative competition which prescribed 
that “candidates must possess an honours university degree or its 
equivalent or, in the case of candidates who are established civil ser- 
vants, educational qualifications of the standard of the secondary 
school Leaving Certificate.” He pointed out that when these regula- 
tions were drawn up — he was a member of the Civil Service 
Commission at the time — the established civil servants in question 
“were expected to be junior executive officers” but that 

...at that time the understanding was that future recruitment to the 
junior administrative grade would be confined to the open competition. 
The Commission had not in mind the likelihood that in years to come 
there would, on occasions, be a limited competition to get the best of the 
serving junior executives into the higher grade. The impression, in other 
words, was that the only chance a good junior executive had to become 
junior administrative was to pass the open examination. 

Boland pointed out that only five of the fifteen candidates who had 
qualified in the 1936 examination (and only two of the first nine) had 
taken an honours university course. Such a result, he said, “‘was never 
anticipated”’ and he went on to consider the relative merits of univer- 
sity and non-university candidates, in a passage which eloquently 
illustrates the nature of the problems experienced by Finance in its 
efforts to recruit an administrative élite from the universities. Boland 
thought it was 

. .. easy to understand why, in a competition in which over 55 per cent of 
the marks are allocated to interview, a candidate for this examination who 
has had a first-class university course and has obtained his degree with 
honours should not come out so successfully as a junior executive officer 
who has had some years grinding in a civil service office. The latter, with 

his greater knowledge of ‘outside’ life and more time to read about and 

discuss current public affairs, will at an interview coming at the time of 

this examination, seem to be a better candidate than a man with a first 

class university brain, the whole of whose time has been taken up in his 

study reading hard [sic] purely academic subjects for his degree. If a true 
comparison between the two classes of candidate had to be obtained, it 

would be necessary to give the university man first a run of office 

experience of the same, or less, duration than the junior executive has had. 

I think the judgement might then be different. We have had to point out 

frequently how the administrative class differs from all others in that what 

we look for is a man who, so far as can be judged at the examination 

stage, has in him the possibilities of ultimate development and attainment 

necessary to meet the calls of the highest administrative work of the
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service. One can only speak here in generalities but it is, I think, a reason- 

able view that a junior executive officer, who at a time in the early life of 

candidates is placed higher than an honours university graduate, would 

ultimately in the service fall behind the better educated man. If university 

education means anything, one must recognise that the one man has some- 

thing of value which the other has not.*? 

But the prospect of honours university graduates filling the highest 

administrative posts in Finance (or, a fortiori, in other government 

departments) was by now remote. The failure to attract such grad- 

uates in sufficiently large numbers was one reason; the reluctance to 

promote them in advance of higher executive officers senior to them 

in years and experience was another. 

Once more, Boland’s evidence to the Brennan Commission is of 

interest. The universities, when questioned about the careers followed 

by their best students suggested that there was ‘‘a very strong flow to 

professional appointments in Ireland” and that “the field of recruit- 

ment for this very important branch of the public service, after all 

these people are taken out, is a very small one’; Boland mentioned, 

too, ‘‘the limitation due to the requirement that Irish is compulsory”’.*° 

But not all officials in the Department of Finance attached the same 

importance to recruitment from the universities as Boland. W. F. 

Nally, for example, from whose written evidence to the Brennan 

Commission we have already quoted and who had been appointed 

as a principal in Finance after following the executive officer 

promotional route, told the Commission in the course of his oral 

evidence that he disputed the notion that a university education was 

essential for administrative appointees to the public service. “A man 

may be a genius and a nuisance at the same time”, he said, and he 

related his experiences in “‘a certain department” when “a few dis- 

gruntled people came to see him’”’ because they wanted “‘to have their 

academic qualifications recorded on their files and taken into con- 

sideration for promotion purposes.’ Nally rejected their request and 

replied “that if they wanted to go back to the heads of their sections 

and obtain from them certificates of their zeal, punctuality, efficiency 

and good conduct, I would file such documents. I mention this to 

exemplify my attitude in these matters. In fact, the particular officials I 

have in my mind were hopeless as officials.” 

The relative lack of experience of the junior administrative officer 

class, when the appointment of principals was under consideration, 

was crucial and may be demonstrated by a brief analysis of the eight
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principals serving in Finance in 1936. Three of the eight (Lynd, 
Hanna and Dagg) were former higher executive officers who appear 
as assistant principals on the 1926 organisation chart, but it was the 

promotion of the other five — every one of whom had also served as 

a higher executive officer — which was more significant. Four of 

these five were higher or junior executive officers in 1926 and all of 

them had been promoted in advance of the junior administrative 

officers then serving in the Department. Their experience must be 

contrasted with a situation in which no one who entered Finance as a 

junior administrative officer was made a principal until 1939, when 

Sarsfield Hogan was so promoted — sixteen years after he first 

entered the Department; and it was not until 1941 that the first of the 

officers who entered through the 1925 junior administrative examin- 

ation (Leon O Broin) was made a principal on a substantive basis. 

The experience of A. W. Bayne, the only Trinity graduate recruited 

to Finance in these years, is particularly instructive. Bayne, who came 

in through the first examination in 1925, became Brennan’s private 

secretary shortly before Brennan resigned from Finance. He then 

served as McElligott’s private secretary from 1927 to 1931 and 

McElligott formed a very high opinion of him* which resulted in his 

being made an assistant principal in December 1931 — the first of the 

1925 intake to be so promoted. Throughout the thirties he again 

worked closely with McElligott, who made him effectively respon- 

sible for much of the financial work arising out of the economic 

war. The next six years saw the five promotions to principal referred 

to above, all of which, as we have seen, went to officers drawn from 

the executive rather than from the administrative class. All these 

promotions were effectively decided on grounds of seniority and this 

procedure gave the older and longer-serving former higher executive 

officers, who were promoted as assistant principals before their junior 

administrative colleagues, a decided edge; the last such promotion of 

an acting principal on 1 January 1938 had gone to an officer appointed 

an assistant principal after the first of the junior administrative officers 

(Hogan) had been so appointed and in the same year as Bayne was 

appointed to the rank. This was the last straw for Bayne and, 

thoroughly disillusioned with his promotional prospects and with the 

prospects of administrative officers as a group, he resigned from the 

Department in November 1938.*° 

That Finance’s reluctance more rapidly to promote the early junior 

administrative recruits over the heads of older and more senior col-
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leagues was the crucial factor preventing the emergence of a univer- 

sity-educated administrative élite on the British model seems indis- 

putable. Two meetings of the Department's assistant secretaries and 

principals, called to discuss promotions to a principalship and to two 

assistants principalships vacant in 1936, for example, recorded that six 

years’ service as a junior administrative officer “might be regarded in 

normal circumstances as too short an apprenticeship for promotion’’.”” 

McElligott certainly thought so: “we are now getting down in this 

Department, as in others’, he wrote to the Minister, “‘to very 1m- 

mature material for promotion and this is an occasion of great con- 

cern to those of us here who make ourselves directly responsible for 

recommendations for promotion.’’** 

Boland, as assistant secretary for establishments, was much the most 

perturbed of Finance’s senior officers at the Department’s failure to 

attract more administrative talent from the universities, and his retire- 

ment from the Department in 1937 seems to have brought debate on 

this issue to an end, at least temporarily.” 

The Finance Differential 

One important consequence of the decision taken in the early years of 

the new state to introduce an administrative élite, based on the British 

model, in the Department of Finance was the parallel introduction of 

salary differentials between the Department of Finance and all other 

departments. The differentials originated with the creation of the 

Finance assistant principal scale in 1923, which “was never a scale 

which belonged to the administrative class: it was a scale, picked from 

the executive class, which was interposed between the entry grade 

and the first promotion grade of the administrative class.” Under the 

British system, the administrative class began with the assistant prin- 

cipal grade which, in 1914, carried a basic salary of £200—£/500; the 

principal grade (which the British conceived of as “the first pro- 

motion grade of the administrative class’) then carried a salary of 

£700—£900, while the next grade up the ladder on the then separate 
executive line carried the scale of £550-—£700.°%° But from 1923 
onwards officials of the Department of Finance who held the title of 

assistant principals were moved on to this latter scale. On 13 Septem- 
ber 1923, for example, W. T. Cosgrave and C. J. Gregg initialled a 

minute stating that John Leydon was “to be promoted” to this scale.” 

Assistant principal posts in outside departments on the other hand
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(other than in the Office of the Revenue Commissioners) were as- 
signed on a £500—£600 Scale from 1927 onwards. Comparable finan- 
cial benefits also accrued to officials serving in the Department of 
Finance at a higher level — namely principal, assistant secretary and 
secretary. 

The possibility of eliminating the anomalies inherent in the finance 
differential does not seem to have been formally considered until 
1936, when the provision in the 1936-37 estimates for a newly created 
acting assistant principal post occasioned a review of the differential 
within the Department, But, as McElligott minuted after discussing 
the matter with the assistant secretaries (Boland, Codling and 

Doolin), “it was unanimously agreed that no change should be made, 
for the present at any rate.’ 

The next comparable discussion of the differential did not take 
place until 1959 when the Association of Higher Civil Servants 
entered a claim for parity between the pay scales of principals in other 

departments and the pay scale of principals in the Department of 

Finance. A comprehensive review of the differential was undertaken 

within the Department over the next twelve months and it was only 

after “prolonged consideration” that a meeting of the secretary and 

assistant secretaries on 23 April 1960 once more decided “That the ex- 

isting system should be continued’’.*? 
The arguments adduced in defence of the continuation of the system 

were principally based on the special role that the Department had to 

play in relation to other departments. It was pointed out, for instance, 

that “Department of Finance staff spend a great deal of their time 

examining proposals from other departments” and it was argued that 

this work demanded skills of a higher order than was called for in 

other departments. The examination of other departments’ proposals, 

it was suggested, could only be carried out by officials ““with a wide 

overview of financial, economic and social necessities and priorities 

[and] it follows that, grade for grade, the work in Finance is of higher 

quality than outside.” This special relationship between Finance and 

other departments was illustrated with reference to the fact that, “‘in 

practice, assistant principals in the Department of Finance make many 

of their contacts at principal level outside while Finance principals are 

frequently in touch with assistant secretaries in other departments.” 

An additional argument was that, “unlike outside departments, 

Finance draws all (or practically all) its material from the adminis- 

trative officer grade (of which it employs about 70 per cent, at any
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one time) and that, consequently, it 1s not illogical that its grade struc- 

ture in the promotion levels should be different from that of outside 

departments. ee 

The survival of the Finance differential is, then, a striking example 

of the strength of endurance of decisions taken when the adminis- 

trative institutions of the state were first established and, in this con- 

text, it is instructive to compare what the man most responsible for 

those early decisions, C. J. Gregg, wrote in 1923 with the arguments 

of his successors in the latter-day Department. “All the Irish Depart- 

ments, with the exception of the Castle, were treated as departments 

of the executive type in which the administrative grade should not be 

employed, with the exception of the Chief Secretary's Office, which 

... had special administrative responsibilities’, wrote Gregg of the 

civil service system under British rule. It was his opinion that “we 

must leave alone for the present any question of introducing the 

administrative class into the general departments of the Free State. It is 

felt, however, that in the Finance Ministry, which is a new Ministry 

and has, in particular, the control of expenditure of all other depart- 

ments, we should introduce the administrative recruit’? — a point of 

view uncannily echoing the defence of the Finance differential put 

forward nearly forty years on. 

Staffing in the Emergency 

Sean Moynihan succeeded Boland as assistant secretary in charge of 

the establishment division on 1 March 1937, having been transferred 

from the Department of the President of the Executive Council. His 

appointment was not followed by any changes in the promotional 

patterns described above — it was over his name in fact that the office 

notices showing the critical promotions of 1937-38 were circulated. 

Soon, however, problems of recruitment and promotion were pushed 

aside because of the outbreak of World War II and the major crisis 

which the Emergency posed for the establishment division, Just what 

that crisis meant to Finance as regards its staffing and internal 

organisation is revealed by a table prepared by the Department show- 

ing the number of officers on loan from one department to another at 

the “‘peak-point” of the Emergency, 1 January 1943, when twenty 

officers from Finance were on loan to other government departments 

— nine to the new Department of Supplies, four to Defence, three to 

Justice and one each to Industry and Commerce, External Affairs, the
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Paymaster General’s Office and the Taoiseach’s Department. No 
fewer than twenty-seven officers, on the other hand, were then on 
loan to Finance from other departments — eight from the Revenue 
Commissioners, six from Industry and Commerce, five from Posts 
and Telegraphs, three from the Land Commission and one each from 
the Taoiseach’s Department, the Oireachtas, the Office of Public 
Works, Justice and the Valuation Office.™ 

Finance’s higher-ranking officers, moreover, were most in demand: 

the organisation chart of the Department in August 1942 shows that a 
principal, an assistant principal and six junior administrative officers 
were then on loan to the Department of Supplies and that an assistant 

principal, a junior administrative officer and a higher executive officer 
were on loan to Defence, apart from four other higher executive 

officers and two junior administrative officers on loan to other depart- 

ments. As a result of some of these changes, certain officers who began 

their public service careers in Finance achieved major promotions in 

outside departments. D. P. Shanagher and J. C. B. MacCarthy, for 
example, sent on loan to the Department of Supplies, went to 

Industry and Commerce on permanent transfer in 1945 and both sub- 

sequently served as secretaries of that department. Leon O Broin and 

J. A. Scannell were similarly transferred to Posts and Telegraphs and 

both succeeded to the secretaryship of that department in due course. 

T. J. Morris moved from Finance to become Commissioner of Public 

Works and, in 1946, P. S. O Muireadhaigh transferred to Local 

Government and Public Health and was eventually made secretary of 

the Department of Health.* 

Although these developments naturally enhanced promotional 

opportunities within Finance, the Emergency saw few major changes 

at the highest levels of the Department. J. E. Hanna, who came 

originally from the executive side, had been made assistant secretary 

in charge of the supply division when Walter Doolin died in 1939, 

but the next such promotion did not take place until 1944 when 

Arthur Codling retired and was succeeded as assistant secretary of the 

Finance division by O. J. Redmond, who also came from the 

executive side and whose appointment was strictly in accordance with 

the principle of seniority. 

Post-War Reorganisation 

But more radical organisational changes, marking the beginning of 

the emergence of the contemporary Department, began only in the
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post-war years and it was November 1947 before discussions between 

minister, secretary and assistant secretaries concerning the reorganis- 

ation of the finance division were brought to a conclusion. The 

objects of the reorganisation, minuted Sean Moynihan were: 

(a) to enable the division to cope with the increase in the volume and dif- 

ficulty of the work of the foreign exchange section arising from the 

growth in the demand for foreign currencies, on the one hand, and the 

need for more rigorous restriction of Irish claims on the pool of dollars 

and “‘hard” currencies generally, on the other; (b) to provide for atten- 

dance at international conferences on financial and economic questions 

and for the work arising out of such conferences.*° 

The reorganisation necessitated the creation of two additional posts: 

a substantive deputy assistant secretaryship (filled by Sarstield Hogan) 

and an acting principalship (filled by Sean O Muireadhaigh). It was 

also at this time that T. K. Whitaker was promoted to acting prin- 

cipal. 
But the additional appointments did not meet the exigencies of the 

post-war world and, less than a year later, Moynihan noted that 

_.. the demands of the USA are so detailed in connection with the Euro- 

pean Recovery Programme service that it is impossible for the exchange 

control [section] in its present form to cope with them. Involving as they 

do programming and documentation on a massive scale, they give rise to 

a series of administrative problems which can be dealt with only by 

experienced higher staft.°’ 

The appointment of an additional principal and two additional as- 

sistant principals was accordingly approved. In the following year, 

1949, the rest of the Department witnessed comparable expansion 

when additional principalships in the establishment and supply 

divisions were approved. 

It was not until 1950, however, that the momentum for more 

sweeping changes in departmental organisation seems to have become 

irresistible. A special memorandum from T. K Whitaker to the 

Secretary, McElligott (at the latter’s request) is illustrative both of the 

genesis of that transition and of Whitaker’s remarkable and growing 

influence within the Department, and it merits extensive quotation on 

both counts. “‘When stressing recently the need for an improved 

organisation of the Department, and, in particular, for a sort of gen- 

eral staff’, Whitaker began,
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I referred to the fact that in the future, as never before, we shall have to 
rely on our powers of exposition and persuasion if we are to have any real 
influence on financial policy because normal checks, such as the difficulty 
of raising finance for current and capital outlay will be in abeyance so 
long as counterpart millions and boom conditions last. I referred to the 
enormous development in capital expenditure, marked this year by the 
innovation of a capital budget for £34 million, which has outpaced our 
administrative capacity to give it its due attention. I pointed out that it 
was a new category of public expenditure, as important as the cost of 
administration, yet, while we had a division attending to establishment 
matters, we hadn’t a single officer concentrating whole-time on capital 
expenditure. There is evidence that if we don’t move in time, this impor- 
tant sector of public finance will be removed from our immediate juris- 
diction and become the province of a cabinet sub-committee. I said that 
we must equip ourselves to pursue consistently a coherent and enlightened 
policy, based on reliable and well-sifted statistics and on a convincing 
analysis of the economic and financial situation in the terms now under- 
stood i.e. in terms of national output, savings, investment... and the 
inflationary (or deflationary) gap. The budget speech represented a first 
attempt to present the situation in these terms. The risks were those 
indicated. This must be followed up by continuous review and we must 
be able to take the initiative in directing the government’s attention to the 
emergence of any undesirable consequences of its policy. 

I had in mind the establishment of a secretariat to look after the fol- 
lowing matters: 

(1) General economic, financial and monetary policy; 
(11) Financial business, including preparation of Minister’s speeches on 

Votes on Account, budget and other financial measures and 
problems; 

(iii) Capital budget, including examination and approval of ‘below 
the line’ capital expenditure; 

(iv) Financing of all capital expenditure, including ‘above the line’ 

capital services; Hotation and redemption of national loans, negot- 

iations with banks, guarantees, etc.; 

(v) Settlement of lending terms; 

(vi) Small savings; 

(vii) Reports on monetary and financial topics and supply, collation 

and study of economic and statistical information; 
(viii) Matters relating to banking, currency, trustee investments, 

insurance, stock exchange, etc.%8 

Whitaker went on to say that McElligott had already “expressed a 
reluctance to set up any new division or secretariat” and had asked
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him rather to consider “how these proposals could best be integrated 

with the functions of the existing divisions”. But Whitaker reiterated 

his preference for the more radical change by emphasising that “‘the 

idea of a secretariat, or general staff, was inspired by the consideration 

that it would be concerned with matters of central Departmental 

interest and policy and would have to survey the field of battle as a 

whole.” He also conceded, however, that such functions were “the 

true essence of finance division work” which could be effectively dis- 

charged by a strengthened and reorganised finance division along lines 

he proceeded to sketch out. 

Whitaker’s minute was considered at “‘several meetings’ between 

McElligott and the assistant secretaries and “‘after prolonged con- 

sideration” it was decided 

that the adoption by the government of a programme of capital expen- 

diture far bigger than anything... contemplated in the past, the resultant 

large-scale borrowing, the need for better provision for the examination 

of monetary and economic problems generally and the demands on the 

Department in connection with international conferences on economic 

and financial questions made a reorganisation on the lines suggested... a 

matter of necessity.’ 

It was consequently agreed that a deputy assistant secretaryship 

should be created in the finance division and that Whitaker should be 

promoted to fill it. But Finance still seemed reluctant fully to accept 

that the kind of developments which necessitated such a change 

would prove a permanent feature of the post-war era: the post was a 

temporary one and Whitaker’s appointment was “in an acting 

capacity and subject to the condition that it will not affect Mr 

Whitaker’s position on the seniority list and, in particular, will not 

give him seniority over the existing substantive principals.” A similar 

attitude had been evident in 1948 when Sarsfield Hogan had been 

promoted from the rank of deputy assistant secretary to an additional 

assistant secretaryship only on the understanding, as McElligott 

minuted, that it “would be on an acting basis and would disappear at 

the time Marshall aid came to an end, if not sooner.’ 

But, whatever the strength of conviction behind such declarations, 

Whitaker’s new appointment afforded him a unique opportunity to 

direct the development of Finance in the nineteen fifties. That such 

was the intention of the appointment, moreover, is evident from his 

own assessment of his future role as expressed in his seminal minute to
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McElligott. The details of his plan of reorganisation would, he wrote, 

relieve him “‘of a considerable amount of day-to-day work”’ and 
allow him to “give... more time to attend to broader questions of 

finance and to those quasi-personal duties which cling to me however 

much I try to shake them into someone else’s tray.”” Whitaker could 

thus “‘become, in a sense, the ‘spare rib’” that McElligott had said he 

‘‘was intended to be’. Whitaker had suggested that 

... the new section should be as compact and self-contained as possible. I 

suggest — with some modest reluctance — that my experience and 

capacity could be used with greater all-round benefit . . . if — subject to 

Mr Redmond — I were given charge of a general section... and the 

general duty of assisting the head of the division [Redmond] and yourself 

in any problems you might set me. 

What I suggest entails merely the creation of one new senior post in the 

finance division, yet I am confident that it would meet, in large measure, 

the need for a stronger organisation which I stressed when putting for- 

ward the idea of a secretariat. It would be an integral part of the finance 

division and should afford sufficient relief to the higher personnel to 

enable the division to cope with the greatly enlarged duties imposed upon 

it by the government’s investment and financial policy. It would give me 

time and resources to tackle more effectively the many important 

economic and monetary problems that arise and to prepare (rather than 

scamp) the drafts of ministerial speeches on the budget, etc."! 

Whitaker’s special section included a principal, two assistant prin- 

cipals and two administrative officers. The principal was John 

O’Donovan, formerly Whitaker’s assistant principal, and for whom 

the latter had specifically asked because of his “outstanding economic 

qualifications’. O’Donovan’s promotion, too, was in breach of the 

seniority principle but McElligott and the assistant secretaries con- 

ceded ‘“‘that no redistribution of posts would make it possible, consis- 

tently with the interests of the Department, to avoid the proposed 

departure from the order of seniority.”’ The officer then appointed 

assistant principal in O’Donovan’s place must also be mentioned — 

Dr B. P. Menton, then an acting assistant principal at the Central 

Statistics Office. The minute of McElligott and the assistant secretaries 

concluded that Menton possessed “‘in a special degree the experience 

and qualifications required” and reference was made to his member- 

ship of “‘the inter-departmental ERP committee and... the foreign 

trade committee’’ as well as to the fact that, with Whitaker (whom he 

had already “‘assisted . . . in the investigation of national income”), he
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had ‘“‘been a member of working parties appointed by these commit- 

tees’. Such reasons for appointment would have been inconceivable 

in the pre-war Department of Finance and the very language in 

which they are framed is indicative of the changing climate of 

opinion within the Department. Menton’s appointment symbolises the 

new priorities of the post-war world and, in as much as it is the first 

occasion when the Department decided in effect to appoint an 

economist qua economist, it 1s something of a landmark, more par- 

ticularly as Menton became in due course the director of the 

economic service in the Department. 

The Whitaker reorganisation of 1950 was arguably the most impor- 

tant change of direction of its kind since the Department’s foundation 

— certainly the most significant such change to occur in McElligott’s 

long tenure of office as Secretary, and the latter’s role in encouraging 

and supporting such a new departure should not be forgotten. It laid 

the groundwork for the changes of the fifties which culminated in the 

1961 reorganisation of the Department into four divisions. 

The 1961 Reorganisation 

The 1961 reorganisation, the relevant office notice to the officers of 

the Department declared,” inaugurated an organisation of four divi- 

sions: finance, development, supply and establishment and so redistri- 

buted the work of the old finance and supply divisions “‘as to bring 

together under the new development division not only economic 

promotion generally but also the normal work coming to the Depart- 

ment of Finance from the principal departments promoting economic 

activities’, viz., Agriculture, Industry and Commerce, Transport and 

Power and Lands. The reorganisation was intended to draw together 

‘so far as is practicable work of a similar nature’ and abolished the 

old distinction ‘‘between ‘finance work’ and ‘supply work’ on a given 

item”’: it was laid down, for example, that ‘‘State aid by way of loan 

will, where practicable, be dealt with by the section which deals with 

State grants for the same or similar purposes”. The following was the 

“brief” description of the work of the new divisions: 

(1) The Finance Division, which includes the accounts branch, deals with 

a) the raising and provision of money for State purposes by way of 

taxation and borrowing, including the annual budget and finance legis- 

lation; b) international trade and payments; c) banking and credit 

generally; and d) the study of economic trends.
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(2) The Development Division a) seeks out ways and means of advancing 
economic growth and develops ideas and projects to the point at which 
they can be placed with the appropriate department or agency; b) con- 
trols the expenditure of the departments mainly concerned with economic 
activities; and c) deals with certain State-sponsored bodies whose work is 
important to economic development. 

(3) The Supply Division deals with a) the control of the expenditures of 
the departments noi dealt with by the development division except that 

the pay of personnel other than teachers, Army and Garda is controlled by 
the establishments division; b) State-sponsored bodies associated with 

these departments; c) the Local Loans Fund, the Social Insurance Fund and 

the Road Fund; and d) superannuation and pensions. 

(4) The Establishments Division a) controls the numbers of staff employed 
and their remuneration and conditions of service; b) controls recruitment 

to the civil service; c) operates the machinery of conciliation and arbi- 
tration for the civil service, including the general council and depart- 

mental councils; and d) concentrates on the improvement of departmental 
organisation and methods by way of inspection, training schemes and 

work studies.© 

Under the new arrangements, the economic development branch, 

set up in September 1959 after the publication of Economic Development 
under C. H. Murray (to whom Dr Louden Ryan of Trinity College 
worked directly as economic consultant) was integrated in the deve- 
lopment division now established under Murray’s assistant secretary- 
ship — this was the team responsible for the preparation of the 

Second Programme for Economic Expansion in 1963—64. The general 

aim of the reorganisation, the office notice in question concluded, was 
to continue the process of delegating authority to other departments 

while leaving Finance officials “free to devote more attention to 

proposals involving sizeable expenditures, to the promotion of econ- 
omic development and to the study of the operation of existing 
schemes with a view to securing economies.” 

Another, less important reorganisation took place in 1966. This time 

the Department’s divisional structure remained fundamentally unal- 
tered; what was at issue was little more than a rationalisation and 

rearrangement of work loads of no great significance other than to the 

officials directly affected. It was now, however, that the Department's 

establishment division was retitled the “personnel division’. The 

Department’s personnel function was the subject of increasing debate 

in the following years and the matter lay at the centre of the next 

major organisational changes which occurred in the early seventies.
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The Post-Devlin Reorganisation 

The impact of the publication of the Devlin Report in 1969 upon the 

Department of Finance will be examined in the epilogue to this his- 

tory. Here we are concerned only with how these changes affected 

the Department’s organisation which, when surveyed by the Devlin 

group, was based on the quadripartite structure of finance, develop- 

ment, supply and personnel divisions inaugurated in 1961, to which 

had been added, in November 1968, an economic service, headed by 

Dr Brendan Menton, which was responsible for short-term economic 

forecasting and analysis and which worked directly to the Depart- 

ment’s Secretary — this work had been carried on in the Department 

for some time and the 1968 change merely represented an organ- 

isational change.™ 

The Devlin Report recommended two basic changes in this struc- 

ture: first, “‘that the personnel function aspects of the establishment 

function should be separated from the Department of Finance”’ and 

placed instead in a new Department of the Public Service; and, 

second, that Finance’s “organisation structure” should henceforth be 

based on “‘three operating units set up in such a way as to group all 

cognate functions together” — namely, a development division, a 

budget division and a monetary management division.® 

The ‘‘wider aspects” of the Department's organisation in the light 

of the proposed establishment of the Public Service Department 

formed the subject of a memorandum from the Secretary to the 

Minister for Finance on 9 October 1970. The memorandum argued 

for a change in the title and responsibilities of the development 

division: 

_..a more satisfactory arrangement would be for the division (a) to shed 

its ‘executive’ functions, (b) to concentrate on economic planning but (c) 

to incorporate the Economic Service... which at present operates as an 

autonomous unit. The division should be restyled the economic policy 

division and should be responsible for all economic planning, analysis and 

forecasting, including the initiation of the Third Programme reviews and 

bringing out the Fourth Programme. . . 

Apart from EEC activities, the remainder of development division’s 

work should be transferred to supply division which might be renamed 

the public expenditure division. 

These proposals formed the basis for the new structure of the 

Department of Finance established in the following year, 1971. The
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reallocation of responsibility for public expenditure was, perhaps, the 
most striking example of what this reorganisation meant in practice. 
Before 1971 this responsibility had been shared by the different divi- 
sions. Hence the finance division was responsible for expenditure from 
the Central Fund, the development division for the expenditure of 
government departments and state bodies whose role was seen as 
developmental, the personnel division for civil service pay and the 
supply division for everything else. Now, after 1971 (although the 
finance division retained control of Central Fund expenditure and the 
personnel division for civil service pay and for other expenditure later 
assigned to the Department of the Public Service), all other public 
expenditure incurred by departments and bodies financed by the 
Exchequer was made the responsibility of an enlarged public expen- 
diture division. 

The post-Devlin reorganisation led to the establishment on 1 
November 1973 of the Department of the Public Service when the 
“ministerial functions and departmental administration in relation to 
organisation and personnel matters’ previously discharged by the 
Minister for, and the Department of, Finance, were transferred to the 
Minister for, and the Department of, the Public Service. What this 
meant in effect was that the Minister for the Public Service replaced 
the Minister for Finance — although both offices were to be held by 
the one man (in the first instance, Richie Ryan) — in regard to 

(i) the terms and conditions (including superannuation) and numbers of 
civil servants 

(ii) automatic data processing in the public service 
(i11) the pay and allowances (other than emoluments in kind) of members 

of the defence forces 
) the terms and conditions of the Garda Siochana 

(v) the terms and conditions of teachers, civilian employees and indus- 
trial employees 

(vi) fees and remuneration generally, e.g., for consultants and members 
of the boards of state-sponsored bodies 

(vii) questions of organisation or personnel generally which were for- 
merly subject to approval by the Minister for Finance; the De- 

partment of the Public Service should also be consulted in ad- 
vance where departments are contemplating proposals with reper- 
cussions on organisation, structures or personnel in the public 

service.° 

This last category was sufficiently sensitive to demand a separate
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office notice distinguishing between the responsibilities of the public 

expenditure division of the Department of Finance (which was given 

the right to “initiate or process matters involving organisational 

change within the public service so long as... the end-product being 

achieved and the raison d’étre for the action are financial or budgetary 

in nature and the organisational change is a by-product of this”) and 

the responsibilities of the new organisation division of the Department 

of the Public Service in all other organisational matters affecting the 

public service.*” 
The establishment of the Department of the Public Service is 

arguably the most important single landmark in the organisational his- 

tory of the then fifty-year-old Department of Finance, if only because 

it reduced by almost 30 per cent the functions and numbers of the 

“old” Department. The authorised number of officials serving in the 

general service grades of Finance fell from 541 in 1973 to 371 in 1974 

when the personnel division was transferred to form the nucleus of the 

252 strong staff of the new department. Nor did the change merely 

reflect the intention to create a fully-fledged department out of what 

had formerly been a division; it also reflected an awareness of the sig- 

nificant increase which had taken place in the responsibilities of the old 

department and the manifold duties of the new department. 

The Budgetary Function 

In the popular mind, what has traditionally excited most attention 

about the activities of the Department of Finance 1s its responsibility 

for the budget, and a chapter of this history on the Department’s 

functions and organisation which made no specific reference to the 

budgetary function would seem strangely defective. Yet the history of 

budgetary policy since the foundation of the state is so large and com- 

plex a subject that it could justify a book to itself if it were to be 

treated comprehensively. All that will be attempted here, therefore, is 

to outline the major changes in budgetary policy during the period 

with which this history is concerned. 

For over two decades, from the early twenties to the late forties, 

there was no change of any significance in budgetary policy. Indeed, 

an assiduous reader of the budget speeches of successive Ministers for 

Finance in these years might be forgiven for suspecting that there lay 

in the innermost sanctuary of the Department of Finance a single 

transferable speech which they were called upon to proclaim as holy 
writ at annual intervals. The first tenet of the orthodox creed of
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public finance which informed these speeches was that the budget 
must be balanced; the second, that this balance must be struck at the 
lowest possible level and, by way of corollary, that state expenditure 
should be kept to a minimum and the expansion of the state’s activities 
resolutely resisted. 

“It is certainly time for us to consider whether the welfare of the 
country does not demand that we should now set a limit to the exten- 
sion of governmental activities, which otherwise threatens to continue 
indefinitely”, the Minister for Finance (Sean T. O'Kelly) told the 
Dail in a budget speech delivered as late as 1945 when he deprecated 
the growth, in numbers and cost, of the civil service: 

... it is the expansion of state activity itself rather than the growth of the 
civil service that causes me the greater concern. I look upon the restless 
activity of the state as the disease and the growth of the civil service, how- 
ever distressing, as merely one of the symptoms. . . 
Government policy has raised the tempo of activity in every department 

of state but, as deputies know, the rise had until 1939 been greatest in the 
departments concerned with economic affairs and the administration of 
social services. . . 

We cannot have more state services without more state servants. To 

think otherwise is a pure delusion, and those who... [are] in favour of 
additional measures of social security, guaranteed markets, guaranteed 
prices, minimum wages, further land division, extended afforestation and 
regulation of a hundred and one activities are all, in effect, advocates of a 

larger and more costly civil service, of what in other moods some of them 

would call a bigger bureaucracy. 
There are, I admit, spheres in which the extension of governmental 

activity was and is inevitable, in which the results aimed at are in the 

public interest and can be achieved only by the government, or can be 

much more effectively achieved by it than by any other agency. But are 
we sufficiently critical in judging whether this condition is fulfilled in 

each particular case? | am convinced that we are not, that, on the con- 

trary, most of us — and this is true of all parties in Dail and Seanad — 

whatever theories we may profess, show in practice a bias in favour of 
governmental action and against leaving desirable reforms to the initiative 

of persons and organisations outside the charmed circle formed by the 

Oireachtas and the government. . . 

We cannot continuously increase the power of the central government 

without restricting the freedom and undermining the morale and the self- 

reliance of the citizen. Those most hostile to totalitarianism are often the 

warmest and most persistent advocates of direct state activity in many 

spheres. State control carried far enough is totalitarianism.”
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Hence the obstacles to new departures in budgetary policy which 

necessitated more state intervention in, and management of, the 

economy were plainly formidable. Yet the war years, as we have seen 

in our account of the Department of Finance in the forties, afforded 

Finance officials an opportunity to absorb the implications for Ireland 

of Keynesian economics. Political attitudes, too, were changing. In 

May 1948, for example, we find Sean Lemass, speaking in reply to the 

first budget introduced by the inter-party government, telling the 

Dail that a budget “‘is something more than a mere adjustment of the 

national finances, an arrangement for securing revenue to meet the 

estimated cost of state services. A budget is in modern times the most 

effective instrument in the hands of the government for the imple- 

mentation of its economic and social policies.” 

But the decisive change came in 1950. The budget that year was a 

milestone in the Department’s history. Here we need only briefly 

reiterate what has already been said in our earlier discussion of its 

origins and significance: that it was then that the concept of the capital 

budget was introduced separately and then that Keynesian economics 

received formal acceptance in a budget speech. It was the first oc- 

casion, too, when a wide-ranging ““economic survey’ was incor- 

porated as a separate and major section of the budget speech — the 

1951 budget saw the promotion of the “economic survey” from last 

to first place in the speech. The days were at an end when the budget 

was essentially an exercise in national housekeeping, an opportunity 

for the Minister for Finance to render an account of what had hap- 

pened in the past, and what he expected to happen in the next, finan- 

cial year. But the commitment to Keynes was not yet complete. The 

1952 budget — again, an event significant enough already to have 

been discussed in this work — reflected an austere return to 

pre-Keynesian conservatism — but the budget speech a year later of 

the same Minister for Finance, Sean MacEntee, reaffirmed the com- 

mitment to Keynes when he argued that 

...so far as the budget is expected to exert a positive influence on the 

level of economic activity and on employment, it is desirable that it 

should do so in a direct and useful way, through a large and balanced 

programme of state capital works, rather than by diverting capital re- 

sources to serve consumption needs whether public or private. 

That is my answer to the charge that in fiscal matters the government 

have been pursuing an out-moded and ultra-conservative policy. 

This was a budget, concluded MacEntee, designed to “look for-
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ward with assurance to the continuance of a well-ordered and sound 
programme of productive capital investment ...a budget which is 
designed to achieve stability of prices and money values, to foster 
increased productive effort and to afford a firm basis for continued 
economic and social progress.’’”° 

That same budget speech of 1953 also contained a passage which is 
of interest in the context of the other major change in budgetary 
policy: the emergence of deficit financing in the early seventies. “The 
simple rule of health — that current expenses should be met out of 

current revenue — retains all its old validity”, declared MacEntee, 

and was “all the more binding because of the size of our capital prog- 
ramme and the strain it will put upon current and past savings.”’”’ This 
was the conventional wisdom for the best part of the next two 

decades until George Colley, the Minister for Finance who intro- 
duced the supplementary budget of 28 October 1970, admitted the 

possibility of change when he told the Dail that, 

...up to now, budgetary policy has aimed at balancing current expen- 
diture and current revenue rather than deliberately producing a surplus or 

a deficit. Over most of the last decade, a deliberate policy of deficit bud- 

geting would have been contrary to the requirements of our general 

economic situation, but some economists would argue that, in certain 

years, it would have been justifiable to aim at a surplus. To the extent that 

this could be achieved only by increasing taxation, however, it would be 

necessary to guard against the danger that the tax burden might dis- 
courage enterprise and retard the satisfactory rate of economic growth 

attained in the sixties. But the intense and growing inflation of recent 

years, and the extent to which money incomes have been racing ahead of 

national output, may make it necessary to reconsider our former attitude. 

While ...a surplus could not now be achieved in 1970-71 without 

severely disrupting the economy, this does not rule out the possibility that 

we shall in future aim at a surplus on current account in conditions of 

inflation or at a deficit when economic activity is depressed.” 

Depression was the hallmark of the years which followed, and 

deficit budgeting, admitted as a possibility in 1970, became an estab- 

lished fact with the budget speech presented to the Dail (again by 

George Colley) on 18 May 1972. Having first referred to what he had 

said in October 1970 and having pointed out that economic circum- 

stances were characterised by high price increases, a weak balance of 

payments position and severe inflation (especially in labour costs), he 

acknowledged
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_.. that the budget should be directed at containing inflationary pressures 

or, at least, not adding to them. 

On the other hand, the economy is, for the third year in succession, 

running at well below capacity. Unemployment is high. We lack the 

economic buoyancy required to tackle quickly and effectively the adap- 

tation which membership of the EEC will demand. If priority were given 

to these factors, budgetary policy should be primarily directed at improv- 

ing the growth performance of the economy. Faced with these competing 

requirements, the government have opted for growth rather than stability. 

The level of government expenditure this year will, therefore, be deter- 

mined by reference to our economic requirements and will not be cut 

back to the estimated yield of revenue. There will not be any increase in 

taxation, and the resultant deficit in the current budget will be financed 

mainly by borrowing.” 

Growth rather than stability, deficits in the current budget to be 

financed by borrowing — it is instructive to compare the sentiments 

voiced in these budget speeches of the early seventies with what 

Hilton Young had to say on the subject in the work that served for so 

long as the bible of Finance officials. He was writing about what he 

called the “elementary principles” of national finance: 

that revenue and expenditure should balance year by year is the golden 

rule of economy. It is even an absolute essential of solvency. Bankruptcy 

is the port towards which a state steers that allows its debts to accumulate. 

To obscure the fact that they are being allowed to accumulate by raising 

loans to pay them off temporarily can only prolong the journey.” 

The times, indeed, had changed. 

Il: The “Finance Attitude” 

Its Opponents and the Brennan Commission 

What, asked Dr Whitaker in a 1953 address entitled ““The Finance 

Attitude”, can a Finance official say about “the obstructionism of 
Finance, its inverted Micawberism, its slowness to see the merits of a 

case, its maddening questions, its dilatoriness, its blind devotion to 

precedent, the ‘dead hand’ with which it stifles every initiative?’’””> The 

question is no less relevant for the historian of Finance, more partic- 

ularly when the relationship between Finance and other government 
departments is being scrutinised. ““That the effective responsibility for 

the general organisation and regulation of the Civil Service is vested 

in the Minister for Finance” (in the words of the Brennan Commis-
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sion Report)’® was the key factor governing that relationship. Finance’s 
unique powers vis-d vis other departments — powers conferred by the 
Ministers and Secretaries Act in the first instance — enabled it to 
control in large measure the expenditure of, and appointments in, 
other departments. No other government department has ever 
enjoyed a remotely comparable right of intervention in the affairs of 
its fellow departments; it is consequently hardly surprising that no 
other department has inspired so much hostility and resentment. 
Finance’s role, other departments have frequently maintained, has 
been to play “Big Brother” and a niggling Big Brother at that. 

The kind of animus inspired by Finance is well-illustrated by Luke 
Duffy’s Brennan Commission minority report, which was based on 

the premise that the government should resist the enlargement of 

Finance’s powers over the civil service — a move favoured by a 
majority of the Commission. In Britain, Duffy wrote, 

...the Treasury stands over the civil service administration as a watch- 

dog and there is in this country a desire, even a resolve, to place the 

Department of Finance in a position corresponding to that of the Treasury 
in Great Britain. There are those who seem to visualise the Department of 

Finance or, more correctly, the establishment branch of that department, 

as an inspired guardian of public administration with power to direct the 

energies and curtail the activities of every department of state and of the 

ministers in charge of departments. To accept this view of the functions of 

the Department of Finance is to elevate into an oligarchy a particular sec- 

tion of the administrative machine. . . 

Unhappily wherever ‘Finance’ has secured for itself the power to deter- 

mine the destiny of mankind, in the banking system, in the state, or in the 

community it has developed a stranglehold on initiative and on liberty. 

‘Regarding experiments with suspicion it stands for the status quo. The 

Treasury is not an originating mind, it can state the case against innova- 

tions with force and clarity, and starting from the basis that certain truths 

are fundamental it rejects whatever involves additional expenditure with- 

out adverting to ultimate gain; it 1s slow and cumbersome and hates 

taking decisions which involve the alteration of a rule or the expenditure 

of a penny.’ It has... all the qualities needed by a good administrator 

except flexibility and imagination. These attributes are not peculiar to our 

Department of Finance; they are international in character and eternal in 

their persistence. Finance officials everywhere develop a techmique of their 

own which expresses itself in maximising safeguards against the inroads of 

an enterprising government on the established traditions of the service. 

Colloquially this technique has come to be known as ‘red tape’.””
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For these and other reasons, Duffy questioned the wisdom of 

“entrusting unlimited power to the department of state which is 

traditionally the most reactionary” or of “conferring on that depart- 

ment the sole responsibility for the control of the civil service’, and 

drew attention to the evidence submitted to the Commission which 

attested to the rest of the public service’s discontent with Finance. 

Finance officials were always sensible of the hostility provoked by 

their function of regulation and control and none more so than H. P. 

Boland who, as assistant secretary in charge of the Department’s 

establishment division, bore the brunt of such hostility for much of 

the twenties and thirties and whose office made him the most impor- 

tant witness to be called to give evidence to the Brennan Commis- 

sion. In the course of his evidence under cross-examination, Boland 

argued that the Minister for Finance was 

...in a position different from that of other Ministers. The Minister for 

Agriculture is dealing with agriculture, the Minister for Education with 

education and so on. No other minister interferes with him or disputes 

whether or not a thing proposed to be done is good. But the Minister for 

Finance has to intervene in what every other minister is doing if it costs 

money. He has every other minister, so to speak, against him. Every 

minister or his department is looking for something which, at one time or 

another, the Minister for Finance or his Department must suggest ought 

not to be agreed to. In that way a constant contention 1s set up and is in 

existence all the year round and every year between the Minister for 

Finance and other ministers.” 

Boland had made the same point in a rather different form when 

giving evidence to the Commission a year before, when he de- 

cribed Finance as “‘a general service department’’, very different 

from other departments and so defended the existence in the Depart- 

ment of no fewer than nineteen different grades of officer. Finance, he 

pointed out, received “‘every day from every department of state, 

proposals that affect every sort of activity of the government’? — 

proposals which related “‘not to one thing but everything” and which 
had to be examined by the Department’s officers “in the light of 

decisions given previously by the Minister, indicating his policy or his 

views upon them.”’ ”? The significance of the distinction was acknow- 

ledged by a former Secretary of Industry and Commerce, Lord 

Glenavy, who observed that “if you call the Department of Finance 
an administrative department the others would be primarily executive 
departments; that is a broad distinction between their functions. . .
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The Department of Finance is very largely concerned with reviewing 
the executive intentions of other departments.’’*° 

The gulf dividing Boland’s from Dufty’s view was most starkly 
revealed in an exchange between them on 3 February 1933 when 

Boland metaphorically likened the role of the Minister for Finance to 
that of “the man on the sluice gate of a canal” where “many waters 

are coming down’’. It was the Minister for Finance’s job, argued 
Boland, “to cut the country’s coat according to the cloth available. It 

all comes into a pool but, in the process of coming in, there is 
review’ and that, in Boland’s opinion, “is what the Department of 

Finance very largely exists for — detailed review to see whether the 

cost can be reasonably reduced in the case of things put forward as 
urgent or necessary.” When pressed on whether Finance should not 

allow for a certain permanent and annual expenditure — “rivers will 

have to be drained and lands will have to be planted’”’ expostulated 

Duffy — Boland simply retorted that ‘“we cannot go on for ever 

doing that continuously. The civil service goes on for ever.’™! 

The same philosophy is apparent in Boland’s discussion of criticisms 

which had been directed at heads of other departments for their 

alleged weakness in dealing with Finance on establishment matters; he 

described such cavils as ‘‘one of the ways officials whose self-esteem 1s 

above their merit have of explaining to themselves their own 

failures.” In one respect he saw such criticisms as “amusing, because 

they suggest that the relations between a secretary and Finance are a 

mere trial of force and not of reason and argument’’ and he felt that 

“the part of a staff that gives tongue in this way is the rotten and 

generally the incompetent part.” Boland evidently saw such obloquy 

as an inevitable concomitant of his position as the head of Finance’s 

establishment division. ““When I took up my job”, he wrote, 

I was often told by individuals what a harsh and unconscionable rogue my 

predecessor [Gregg] was. When they began to find me out the tune 

changed and he was quoted against me. It will be so all over again when, 

as the statutes have it, I ‘die, resign or am removed for misconduct or 

incapacity’. These attempts to damn superiors trying to do their duties 

according to their lights must be ignored. Looked at personally or of- 

ficially, they never lost me a moment's sleep.” 

Although the Brennan Commission served as a major occasion for 

airing grievances with Finance’s powers of control and regulation, its 

proceedings induced no change of heart in the Department. Reference



568 The Irish Department of Finance 1922-58 

has been made in an earlier chapter to the more general context 

within which the setting up of the Commission must be considered 

and, in particular, to the significance of Brennan’s appointment as 

chairman. We then saw how, for Finance, the key issue was the main- 

tenance of financial control. An exchange between Brennan and 

Boland before the Commission on 24 November 1933 revealed the 

heart of the matter. “To put the matter in an extreme form,” said 

Brennan, 

if an attempt were made to constitute, let us say, a separate Minister for 

the Civil Service, would the position not be that either the Minister for 

Finance would have to alienate to that minister the power of financial 

sanction as regards employment in the civil service, or if, on the other 

hand, the Minister for Finance were to retain to a material degree the 

power of sanction, it would be necessary for the exercise of it, as well as 

maintaining a Minister for the Civil Service with his own staff to do his 

own work, to have still in the Department of Finance an establishments 

division to deal with the Minister for Finance’s end of the applications for 

financial sanction? 

Boland endorsed Brennan’s view and argued that, wherever the 

ministerial function for the civil service rested, “the minister respon- 

sible there will still have to come to our Minister for financial sanc- 

tion.” Brennan then asked “‘whether the regulation of the civil service 

is of itself considered sufficiently important to justify the appointment 

of a minister separate and distinct from the Minister for Finance. The 

position at the moment is that the exercise of control over the civil 
service is itself one of the big elements in the sphere of the jurisdiction 

of the Minister for Finance.’ That, Boland concurred, was ““undoub- 

tedly ...the problem” and he saw no advantage in moving the 

control of the service elsewhere, especially because of the “high ratio 

that salaries in the civil service bear to the other items of national 

expenditure.’’*’ The conclusions were duly incorporated in the 

Commission’s majority report.** 

One other element of existing procedure which came under attack 

at the Brennan Commission’s sittings, and which Finance was es- 

pecially anxious to preserve, merits brief mention: the arbitration of 

disputes between the Minister for Finance and any of the civil service 

staffs. The nature of the staff’s complaint was summed up in the evi- 
dence of Archie Heron, the honorary secretary of the Civil Service 
Joint Committee, who spoke of the anomaly whereby the Minister 

for Finance “actually determines the conditions of employment in the
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service and if the service has a grievance in regard to conditions of 

employment and if they have no appeal beyond the Minister, it means 

they have to appeal to the authority responsible for the imposition of 
conditions to which they object.’’*> But the Brennan Commission 
recommended against Heron, and McElligott strongly urged upon his 
Minister that this recommendation “‘be accepted and insisted on. 

Members of the Executive Council who may think otherwise should, 

in this matter, surely defer to the opinions of the Minister who is not 
only in charge of the civil service but has to find the money to pay 
them.’’®° 

Although the Brennan Commission’s findings resulted in no dimin- 
ution of financial control, the pressure for such a change was suf- 
ficiently intense for Boland to observe in 1937 “how difficult in the 

past fourteen years it has been for Finance to maintain its status and 

authority — during times when the attitude of those even in the 

highest places was indicated by the interrogation “What is the need 

for a Department of Finance at all?’ ’’8’ The Brennan Report was not a 

year old — it was presented to the Oireachtas on 5 May 1936 — 

when the preparations for the new constitution of 1937 posed afresh 

the dangers, especially to financial control, of such questionings. 

The 1937 Constitution and Financial Control 

Since the Finance response to the more general questions posed by the 

1937 constitution have already been examined,** it remains only to 

look at how the new constitution affected financial control or other- 

wise impinged upon Finance’s relations with other departments. 

Finance was swift to seize the occasion of constitutional change to try 

to reinforce its primacy among government departments and, in its 

commentary upon the first draft of the constitution, the Department 

“urged that the Minister for Finance should in all cases hold the office 

of TAnaiste, in which event he would be ex officio a member of the 

Council of State. Alternatively, the Minister for Finance should in his 

own right be a member of the Council of State in view of the impor- 

tance of his special functions and of his general supervisory powers 

over state expenditure of all kinds.’’8? Finance’s proposal necessitated 

replacing the Comptroller and Auditor-General (who was included 

among the ex officio members in this first draft) with their own 

Minister, whose inclusion, Finance suggested, 

_.. would increase his prestige and his effectiveness as Minister and...
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would bring to the Council a fuller and more general knowledge of the 

work of administration and of the financial and economic affairs of the 

State than any of the [other] ex-officio members . . . with the exception of 

the Taoiseach, could possess. His special experience of the conduct of 

parliamentary business and especially of money bills make him a more 

suitable ex-officio member of the Council of State than the Comptroller 

and Auditor-General.” 

Finance’s representations merely had the effect of causing the 

Comptroller and Auditor-General to be removed from the list of ex 
officio members; the suggestions that the Minister for Finance should 

be Tanaiste or, failing that, that he should be entitled to a place on the 

Council of State in his own right were not accepted. But Finance 

again pressed both suggestions when they considered the revised draft 

of the constitution, arguing that all other members of the government, 

except the Taoiseach, 

...can have only a very incomplete and, therefore, unbalanced know- 

ledge of the work of government departments as a whole and [are], 

therefore, essentially less fitted to act as deputy for the Taoiseach; whereas 

the Minister for Finance has, by virtue of his office, to obtain a general 
knowledge of the work of every department of state and, in particular, a 

full acquaintance with the work of the central Department.” 

But this plea, too, was in vain. 

The articles of the new constitution which dealt with the repeal of 

the 1922 constitution and with the continuance of laws, also caused 

Finance especial concern and led them to propose that “the powers, 

functions, rights and prerogatives of ministers’’ in the Saorstat govern- 

ment should be “‘declared to belong to the corresponding ministers 
comprising the Government of Eire”. They felt this was “highly 
desirable” for all ministers but 

... particularly so in the case of the Department of Finance in relation to 
the many matters in which the powers and functions it has exercised since 
1922 have been derived traditionally from Treasury practice through the 

channel of the Transfer of Functions Order of 31st March 1922.% 

...Many regulations in full force and observance in the service 
departments have their origins in old decisions of the Treasury whose 
accepted successor is the Department of Finance. The draft constitution 
should, in some express way if possible, provide support for the contin- 
uance of all this Treasury practice and tradition.” 

In the event no such express declaration was forthcoming although, 
here too, Finance reiterated its objections.”



The Department of Finance from Within and Without 571 

Another article about which Finance was particularly apprehensive 
was that relating to “the organisation of, and distribution of business 
amongst, departments of state’? which, it was proposed, “‘shall be 
regulated in accordance with law’’. Finance feared that this article 
(Art. 28, 12 as enacted) would “involve the re-enactment of some 
measure corresponding to the existing Ministers and Secretaries Acts” 
and doubted whether this would be, “‘on general principles, desirable, 
as it may involve the upsetting of inter-departmental relations which 
are at present, on the whole, working smoothly.’”*> Yet again Finance 
was unable to obtain any substantive change in the article in question. 
McElligott, however, regarded this particular issue as of such moment 
that he raised it in discussion with MacEntee. His minute of their talk 
says that he urged on his minister “‘the necessity for making as little 
change as possible in the status quo. Ministries were numerous enough 
and the existing division of functions had worked reasonably well.” 
McElligott accordingly “‘expressed the hope that no substantial alter- 
ation was intended, particularly anything affecting the financial 
control exercisable by the Department of Finance.’’ His minute 
records that MacEntee reassured him and “‘said he was not aware of 
any such proposal being contemplated.” 

Nor, in the event, were any alterations of the kind feared by 

McElligott implemented. On balance, then, the 1937 constitution did 

nothing to undermine financial control, or otherwise to diminish 

Finance’s prestige vis-d-vis other government departments, even if it 

did not afford them the opportunity which they sought further to 

increase that prestige. Perhaps the clearest indication of how success- 

fully the status quo was upheld may be gained from a comparative 

inspection of the financial articles of the 1922 and 1937 constitutions. 

The 1937 articles — Arts. 17 (1 and 2), 28 (4, 3), 11 and 33 — for the 

most part followed almost verbatim the corresponding 1922 articles 

— (Arts. 36, 37, 54, 61 and 62). Such changes as were made, more- 

over, were carried out at the instance of Finance who took the oppor- 

tunity to propose amendments “‘on some points of detail” since they 

recognised “‘that in matters of phraseology some of the [1922] Articles 

are not in every respect consistent with one another and that their 

meaning is occasionally doubtful or obscure.”””’ 

Collective Responsibility and the Department of Finance 

Both the 1922 constitution (in Article 54) and the 1937 constitution 

(in Article 28, 4, 2) incorporate the doctrine of collective responsi-.
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bility: “the government shall meet and act as a collective authority”’, 

proclaims the latter, ‘‘and shall be collectively responsible for the 

departments of state administered by the members of the govern- 

ment.” The doctrine is, therefore, at the very centre of inter-depart- 

mental relations in the Irish (as in the British) system of government 

and it is of particular significance in Finance’s relations with other 

departments in so far as it commonly falls to the Minister for Finance 

to introduce more legislative measures of an unpopular and austere 

nature than any of his colleagues in government. The onus for defend- 

ing such measures, arising from the necessity for collective respon- 

sibility in financial as in all other matters, posed major and sensitive 

questions about Finance’s dealings with other government depart- 

ments, so it is hardly surprising that such questions should have 

provoked a trenchant debate within the Department in the late 

twenties. 

The debate began in 1928 when John Leydon (then a principal 

officer in Finance) suggested that a draft circular should be sent to all 

departments reminding them of the doctrine of collective responsi- 

bility and pointing out that the Minister for Finance 

...has observed with growing concern a disposition which manifests 

itself on the part of certain other departments to dissociate themselves 

from decisions of the Minister for Finance on proposals involving expen- 

diture from public funds. It has frequently been brought to the Minister’s 

notice that an individual or body interested in or affected by a proposal 

which the Minister finds himself unable to sanction was informed that the 

proposal had been submitted to the Minister for Finance and that the latter 

was responsible for its rejection. Cases have even occurred in which 

interested parties have been referred to this Department with the sug- 

gestion that representations should be made to the Minister for Finance 

with a view to securing a modification or reversal of the decision. . . 

When the Minister for Finance arrives at a final decision on any 

proposal submitted to him he does so after full consideration of all 

relevant circumstances known to him, including in particular the revenue 

position and the commitments of the Exchequer, and his decision must be 

regarded as the reflection of the financial policy of the Executive Council. 

It therefore appears that the Executive Council is collectively responsible 

for that decision and that it is the duty of each member of the Council to 

defend it. The Minister regards it as being contrary to the spirit (if not to 

the letter) of Article 54 of the Constitution that the department of another 

minister or any officer of such a department should indicate disagreement 

with the application of the government's financial policy in a particular
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instance. Such decisions must... be defended where necessary by any 
department of state concerned in the same manner as decisions of the 
government or of the minister from whose department the proposal 
emanates. . . 

Instances have also arisen in which departments inform parties interested 
in particular proposals that [they] had been... submitted to the Minister 
for Finance and the parties concerned were accordingly referred to this 
Department. It has in fact on several occasions occurred that interested 
parties. .. have been encouraged to make representations to this Depart- 
ment before the proposal in question was received. . . 

The Minister . . . has instructed all officers of this Department to decline 

in future to discuss with any member of the public proposals submitted by 
a department of state and to refer any interested party who may make 
inquiries to the administrative department concerned.” 

Leydon’s draft circular, he pointed out in a covering minute, should 

be brought to the attention of ministers as well as departmental 

officials, since ministers, he felt, had also ‘frequently shown that they 

are ready and anxious to use the Department of Finance as ‘whipping 

boy’.”’ 

Such a proposal, suggesting (in the words of another Finance 

official) that “the civil service ought to issue a circular which has an 

implied application to the action of ministers’’ was clearly controver- 

sial and, whether any such directive should be issued and, if so, in 

what form and through which channel, were questions which were 

comprehensively discussed in Finance during the next eighteen 

months. Some Finance officials felt that such a directive might do 

more harm than good. “We are not altogether popular with some 

departments’, minuted J. L. Lynd, 

and it is possible that these departments might avail of the opportunity of 

rubbing in our sins of omission and commission. They might also take the 

line that we were asking them to defend decisions of this Department 

which they considered indefensible and which we are not able to detend 

ourselves on any reasonable grounds. 

No Department of Finance will ever be popular with outside depart- 

ments, if it does its duty. Our Department does not claim to be pertect, 

though, even if it were perfect, it could not please everyone.... 

The best way to abolish existing abuses is to cultivate better relations 

with outside departments. This...can be done by closer personal re- 

lationships, by giving of prompt decisions and by giving, whenever 

possible, the reasons actuating us in refusing to approve of the proposals of 

other departments.”
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Leydon, however, pointed out that such close personal relationships 

‘‘with responsible officers” in other departments had “the disadvan- 

tage that adverse decisions of the Department of Finance are less likely 

to be accepted where such relationships exist and a great deal of time 

is likely to be wasted in fruitless discussions’ a comment which as- 

sumes an added interest in the light of his apponintment as Secretary 

of Industry and Commerce in 19327 

The debate continued for a year, after which the main issues were 

summarised in a memorandum of 24 October 1929 which stressed the 

need for a circular to be issued on the subject: ““we are constantly 

coming up against cases in which departments do not bother to supply 

any reason for refusing to accede to applications involving expen- 

diture other than that the Department of Finance stands in the way.” 

The memorandum doubted, however, “the extent to which we can 

prohibit the disclosure by heads of departments of the fact that an 

adverse decision has been given by the Minister for Finance” on the 

grounds that “under the British administration certain Irish depart- 

ments had developed the habit of explaining their inability to do 

things for which there was public demand by telling people that the 

Treasury would not agree.”!! 

H.P. Boland doubted “whether an official or even semi-official 

letter was the right means for getting our views to departments. It 

would be much better in the first instance anyhow, to communicate 

personally with heads of departments at a meeting. Misunderstandings 

will be less liable to arise: and our viewpoint can really be better 

conveyed in this way.” His suggestion had the added advantage that 

the Minister for Finance was going to attend the next such meeting — 

on 24 March 1930. In fact the Minister did not attend the meeting but 

McElligott informed him that he was going to report Finance's views 

at the meeting (which he duly did) and the Minister “promised to 

bring the matter to the notice of his colleagues on the Executive 

Council.”’’? McElligott made his statement at the end of the meeting 

when, as he explained to the Minister, he ‘“was unable to allow any 

time for its discussion’’;! nor was the matter discussed at the next 

meeting of heads of departments on 22 May 1930, when McElligott 

told his colleagues “that he was not at present prepared to resume this 

subject, not having had an opportunity of ascertaining how far the 

Minister for Finance had taken the matter up with his colleagues on 
the Executive Council.’ 

McElligott’s handling of the issue reflects Finance’s caution and
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hesitancy in broaching so delicate a subject and, some months later, 
McElligott decided that they need do nothing further until such time 
as they had accumulated additional evidence of instances when the 
doctrine of collective responsibility had been breached.!% Although 
Finance officials occasionally recorded such evidence in the course of 
the next four years, the debate was effectively at an end — the 1932 
change of government made it still less opportune for Finance to con- 
template issuing a further directive on the subject. One last Finance 
minute deserves attention, however, in so far as it well illustrates the 
air of philosophic resignation with which the Department sometimes 
viewed the odium which attaches to it. The minute argues that 

...it is inevitable, and in fact useful enough from the public point of 
view, that departments should to some extent shelter behind this Depart- 
ment. They are closer to the public than we are and have to, or should, 
aim at keeping up friendly relations in that quarter. To keep up the latter 
and repeatedly refuse requests is impossible, so that it is necessary that 
somebody or something be set up to take the blame. It is really well that 
one department should be established as a scapegoat if thereby the depart- 
ments are enabled to avoid alienating the public and hence to function 
more smoothly. . . 

Forcing, by circular or otherwise, of this and all the other departments 

into a Quatre Bras square, which would unitedly keep up towards the 
public that Treasury attitude which is so necessary but which has inciden- 
tally made us so unpopular with the public and Departments, would be a 

great mistake.' 

The Problem of Staffing 

The Minister for Finance’s powers of regulation and control over the 
civil service nowhere more markedly influenced the nature of the 
relationship between his Department and the other departments of 
state than in respect of his powers of appointment and promotion of 
staff throughout the Irish civil service — the powers contained within 
what the Devlin Report has described as “the personnel function 
aspects of the establishment function”’ of the Department of Finance.'°’ 

be) 

“It is not wrong”, however, T. K. Whitaker has publicly argued, 

that the attitude of the Department of Finance to proposals for new 

expenditure should be predominantly negative. In the division of govern- 

mental functions, it is the job of other departments to formulate proposals 

for carrying out the functions entrusted to them, and in this to be realistic 

and constructive, and it is the job of the Department of Finance to give a
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dispassionate hearing to the proposals of the others, criticising them 

patiently and intelligently. It is all part of a system of checks and balances, 

the layman examining the expert, the enthusiast being confronted by the 

cynic, the man who thinks he has seen the light being exposed to a greater 

illumination.!% 

Although Dr Whitaker specifically rejected the implication that “this 

piece of rhetoric” implied “any attitude of superiority or any exclu- 

sive preoccupation with criticism in the Department of Finance’, he 

readily conceded that “‘the kind of questions” asked by Finance 

officials, together with the way they were asked “and the comment 

that sounds like pontification, have often caused exasperation. ’’!” 

‘“Exasperation’’, the outside observer might feel, is too mild a word 

to do justice to the reactions of officials in other departments whose 

initiatives have been thwarted by the “Finance attitude”. Such 

initiatives, and the proper exercise of what spending departments 

would regard (and Dr Whitaker would acknowledge) as their right- 

ful, constructive role, usually required promotions within, and new 

appointments to, the staff needed to implement them, and would, no 

less frequently, break down if Finance denied the required sanction. It 

is hardly surprising, then, that the powers which Finance has exercised 

over matters so critical to the operation of all government depart- 

ments, have so frequently been resented and resisted. The opposing, 

“‘anti-Finance attitude” has been principally nourished by two con- 

siderations: first, the individual awareness of every Irish civil servant, 

whatever his department and however humble or exalted his rank, of 

Finance’s potential power critically to determine his own career; and, 

second, the collective awareness of all other departments that they were 

not masters in their own houses in as much as their considered opinion 

of how they might best manage their own affairs (in regard, for 

example, to matters as important as the organisation, numbers and 

grading of their staff) was subject to the sanction of Finance. The dis- 

putes which inevitably ensued have been as varied as they have 

been numerous: they ranged from the mild irritation of a department 

which sought marginally to improve the quality of its internal 

postal arrangements, only to be frustrated by Finance’s denying sanc- 

tion for the appointment of an additional messenger; to the more 

serious concern of, say, the Department of Agriculture if it were con- 

strained to abandon a campaign against crop diseases because Finance 

refused to authorise the employment of expert advisers; to the dismay 

of the Department of External Affairs if it felt the national interest
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had been irreparably damaged by Finance’s successful opposition to a 
proposal to establish an Irish embassy in a state where no such mission 
had hitherto existed. 

These few instances alone suffice to indicate the scale and com- 
plexity of the subject. But, while it cannot be treated in the depth it 
deserves, it is a matter so fundamental to an understanding of what we 
have called the “‘anti-Finance attitude’’ and therefore to the nature of 
the relationship between Finance and the other departments, that to 

say no more about it would be to run the risk of serious distortion. It 
is hoped that such a risk will be avoided by the following brief survey 
of how controversies about staffing caused conflict between Finance 
and other departments. One general and two particular examples have 

been selected at random. The first deals with Finance’s mounting con- 

cern in the thirties and afterwards with the increase in cost and 

numbers of the public service as a whole; the second is a dispute 

between Finance and the Department of Posts and Telegraphs in the 
twenties, and the third a similar dispute with the Department of 

Health at the end of the forties. 
Finance’s concern at the expansion of the civil service first became 

apparent some months after the 1932 change of government when 

H. P. Boland, in a memorandum to his Minister, observed that 

... the numbers and cost of the service have been growing rapidly during 

the last few months and further considerable demands for increases are in 

sight. You are already aware of the difficulty there is in bringing about 

any economies in reducing staffs already created. The only real possi- 

bilities of economy at the moment are in preventing the growth of staffs. 

Our efforts in this direction departmentally will meet with very little suc- 

cess because of the attitude of heads of departments which in ordinary 

course determines the attitude of their ministers, and unless something is 

done at once to bring before ministers generally what is happening in 

their departments, I fear that nothing effective can be done to control 

these demands for additions which are always represented as being of the 

most vital urgency. It is axiomatic in civil service establishment practice 

that permanent staff once created, can never be reduced and it is not 

realised that the creation of one additional clerk fastens on the taxpayer a 

charge in perpetuity represented by the means of that clerk’s salary.'' 

Boland’s remarks are characteristic of the apprehension which 

normally marks the Finance official’s response to the growth of the 

service. Twenty years later, one of the most notable of the next
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generation of Finance officials, T. K. Whitaker, wrote in very similar 

terms: 

Once a new service is undertaken it is practically impossible to get rid of 

it whether it continues to be necessary or not. It is strange how unfashion- 

able, almost outmoded, is the idea of retrenchment. Part, at least, of the 

failure of past economy drives must be ascribed to a belief that room was 

merely being made for other and, perhaps, less useful forms of expen- 

diture. Not only is expenditure irreversible but the impossibility of put- 

ting a standstill on departmental activities inevitably forces it upwards. 

Who shall say how many ingenious ideas are born merely of a subcon- 

scious desire to justify a department's existence ?!!! 

Boland’s earlier, more specific variation on the same theme caused 

MacEntee to agree that Finance should send a memorandum to the 

Executive Council on the subject, and it was subsequently decided, 

“with a view to keeping appointments of additional staffs at a mini- 

mum, that ministers should communicate to the Minister for Finance 

the names of junior officers in their departments who are qualified for 

transfer.’”!!2 But this was not much more than a sop to the Finance 

viewpoint and did little to reduce the dimensions of the problem 

which the Department raised again in a further memorandum “‘for the 

information of the Executive Council” on 15 July 1935. This noted 

that between March 1932 and the end of May 1935 a net total of 2,345 

additional posts had been created, representing ‘‘an increase of over 10 

per cent to the civil service as a whole”’; this had led to an increased 

annual cost of £576,000 exclusive of pension liability. What par- 

ticularly concerned Finance was that if the increase was related only 

to those departments whose numbers had risen, “it 1s found that the 

staffs of these departments have increased by almost 21 per cent in a 

period of a little over two years.” This striking discrepancy was 

accounted for by the fact that, of the total civil service stafts of 23,396 

persons in 1932, approximately half were employed in the Depart- 

ment of Posts and Telegraphs and there had since been a net decrease of 

fifty posts in that department.” 

It must be remembered, moreover, that no comparable growth in 

numbers occurred in the nineteen twenties. The staffs employed on 

1 April 1922, when the provisional government took over the admini- 
strative functions of the state, numbered 21,035. Finance’s claim — in 

its general memorandum on the civil service, submitted in evidence to 

the Brennan Commission — that “considering the fluctuations and
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developments in work of the service there has been little variation in 

the total strength for a number of years” is abundantly borne out by 
the figures: 22,708 in 1927, increasing slowly to the 1932 total of 

23,396; in two successive years, indeed, 1930 and 1931, the total 

actually fell slightly.'" 
In 1936 the Minister for Finance wrote to the President of the 

Executive Council and again remarked on the continued expansion of 

numbers which had taken place in the previous twelve months. He 

compared it with the increase in numbers in the British civil service 

for the same period and noted that in Britain “most of the additions 

were in industrial and unestablished grades, with the result that when 

occasion arises they can be dismissed, whereas in the case of our 

increases practically all the officers concerned are taken on in an estab- 

lished and permanent capacity with the possibility of serious reactions 

at a later stage if there is any substantial shrinkage or reduction of 

service. 115 

But the Sisyphean nature of Finance’s efforts to restrict the growth 

of civil service numbers at a time of increased governmental activity 

emerges less clearly from their formal representations to the Executive 

Council than from the discussions of the leading Departmental 

officials (McElligott and Boland) with the heads of the other depart- 

ments. A meeting of heads of departments held on 15 March 1935 dis- 

cussed in some detail the “subject of possible reductions in serving 

staffs’’ and provides an interesting illustration in microcosm of the 

tension between the Finance and “‘anti-Finance”’ attitudes, consequent 

upon staffing problems. McElligott, as chairman, opened the meeting 

by saying that the estimated annual cost of the additional posts created 

since March 1932 was over £600,000 and, while he admitted “that 

this big expansion is largely attributable to new orientations in 

government policy and follows inevitably, in fact, from it’, he 

declared that ‘the government itself is becoming apprehensive at the 

abnormal expansions that have taken place” and had decided “‘that 

ministers should take counsel with the secretaries of their respective 

departments . . . with a view to seeing what economies can be effected 

in the coming financial year.” This in effect meant ‘that ministers 

will be consulting the secretaries of their departments as to... 

economies... in the matter of staff.’ 

McElligott’s appeal struck no responsive chord in his colleagues. 

The Secretary of Posts and Telegraphs, P. S. O’Hegarty, was the first 

vigorously to oppose him. McElligott’s remarks, he said, were
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...enough to make any head of a department despair. I think it is most 

disquieting and most unfair to think that after every civil service depart- 

ment has been struggling on year after year, since 1922, with insufficient 

staff, forcing its members to work at top pitch, that there should now be a 

suggestion made in 1935 to reduce staff... There is really no force in my 

opinion in the suggestion that the rank and file of the civil service here 

can be reduced unless the government reduces its services. Every new 

legislation demands new civil servants to administer it. I think the best 

way to keep your civil service down is to keep your government’s energy 

down; there is no other way of doing it; you can’t have your cake and eat 

1t. 

The representatives of the Exchequer and Audit Office and of the 

Irish Land Commission echoed O’Hegarty’s sentiments with specific 

references, under McElligott’s cross-examination, to the work of their 

respective departments. J. P. Walshe, on the other hand, as Secretary 
of External Affairs, found it “really difficult to discuss (his) depart- 
ment at all under the heading of increased staff’ since his greatest 

problem was “finding men”’. External Affairs, he argued, was “still in 

a state of slow evolution” and would have to increase its staff 

“gradually” and “carefully” for the next few years. Indeed, when 
McElligott suggested that External Affairs seemed “‘to be pursuing a 

policy of nationalism and internationalism’’ which he described as 

‘‘somewhat contradictory” and asked whether some economies in staft 

might not be effected, Walshe retorted that such a step might only be 
possible after “fifteen or twenty years’’. 

When the head of the Valuation Office, and the Chairman of the 

Revenue Commissioners, William O’Brien, also argued that their 

staffs’ workload had been increased because of new government 

policies — “if you go into the Castle Yard any night you will see the 
top row — the Customs place — in full swing’, testified O’Brien — 

McElligott acknowledged that there appeared to be 

... complete unanimity that the existing staffs are insufficient to discharge 

the work they are engaged on. They are all working hard — many too 
hard — and there will have to be further increases in staff in some offices 

and my own conclusion is that increases in staff are largely the result of 
government policy and the further increases spoken of are foreshadowed 

because of further instalments of government policy and that, unless 

government policy changes, there is no hope of effecting economies. 

McElligott’s opinion was powerfully reinforced by the Secretary of 

the Department of Agriculture, Daniel Twomey, who anticipated
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“being obliged to make demands for more and more staff’ and who 
gave specific examples of how government policy had caused staffing 
problems in his department: staff increases to date, he said, were 
mainly due to three causes: 

(1) 

(2) 

intensification of the ordinary work of the department (... the 
agricultural educational and agricultural development work); 
work arising out of the economic war in connection with the opera- 

tion of the quota regulations with the British authorities and also the 

payment of bounties — all that involved a good deal of extra staff; 

and 

... the new legislation which has been passed in the last two years. 
We have had a regular spate of it and got something like fourteen or 

fifteen bills through in the last two years and practically every one 
... meant additions to our staff. The most disquieting thing . . . is that 

the seasoned staff are now so diluted that it is next to impossible to get 

work done and... work is being done in rather a perfunctory way 
that would make old civil servants turn in their graves. All over the 

place we have clerical officers doing work that is really junior 

executive grade and junior executives doing higher executive work 

and so on right up to the top. ... Then, too, the quality of our staff, 

of course, is not nearly as good as it was. We have a very huge 

increase in the writing assistant grade, for example, but I would not 

mind if they were experienced writing assistants for the particular 

work they have to do; but if you stand in the hall at half past nine in 

the morning you would think you had wandered by mistake into 

Loreto College on Stephen’s Green. . . The danger really is that at the 

present time work is being done in connection with the ordinary 

work of the department as well as the administration of acts in such a 

way as is bound to bring discredit on the department and the govern- 

ment and that is really our constant fear. 

Nor did Twomey accept McElligott’s suggestion that matters might 

be improved if an order of priorities were drawn up — McElligott 

felt much of what Twomey described as his department’s ‘‘old work”’ 

had been “conditioned largely by having a very large export trade in 

agricultural products and cattle” and he asked whether “‘activities in 
these old directions”’ might not be suspended since this was no longer 
“the ‘be all and end all’ of Irish agriculture’. Twomey countered this 

by arguing that “even the diminished export market is still of great 

importance’, notwithstanding McElligott’s suggestion that his depart- 

ment was ‘‘pursuing two divergent policies at the same time’. 

The testimony of the head of the other major spending department,
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John Leydon of Industry and Commerce, was ‘substantially the same 

as that of other heads of departments. We are in the hands of the 

government; new services mean additional staff and I have had to 

have a very considerable increase in staff on account of additional 

functions imposed on my department”, so much so that he already 

found himself in what he described as ‘“‘the humiliating position” of 

putting up proposals for additional staff to Finance and then having to 

seek still more staff even before the first proposals had been sanc- 

tioned. Leydon also said that he had discussed the matter with his 

minister and had mentioned some “five or six possibilities to him 

(some of them meant big savings, some small) but the minister was 

not prepared to entertain them”’ and, without ‘economy in services’, 

he saw no point “in asking heads of departments to economise in 

staff ’’. 

Finance were clearly unable to enforce reductions of staff in such 

circumstances and information they obtained some days after the 

meeting, about the probability of a surplus on the 1935-36 budget, 

made this still more apparent. Yet “the meeting on the subject was in 

one respect perhaps not a waste of time”, Boland minuted to 

McElligott: “‘it showed that the attitude of departments is what it has 

always been in the past and is likely to be in the future — even if a 

real need for economy arises. Looking to the unanimity of view ex- 

pressed it is clear that only increased and increasing expenditure... 

and not a glimmer of reduction is what lies before us.’""”” McElligott 

concurred, although he did urge his minister carefully to study the 

report of the meeting since “it shows how completely government 

policy determines expansion or contraction of expenditure’; more- 

over, he added, whatever good results Finance’s “exhortations to 

economy might produce will be neutralised by the rosy glow of 

optimism shed by recent ministerial utterances on the financial posi- 

tion, 78 

Political exigencies and the marked lack of success in reversing the 

growth in civil service numbers in 1934-35 seem to have deterred 

Finance from taking the matter up again until 1939 when they sent a 
further memorandum to the government. This memorandum showed 

“that between January 1932 and January 1939 the number of staff 

serving in government offices increased by 4,982 while the annual cost 

increased by £1,245,210”, excluding pension liability, overtime and 

other miscellaneous expenses. Increases were heaviest in the Depart- 
ments of Industry and Commerce, Posts and Telegraphs, Agriculture,
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Lands and the Office of the Revenue Commissioners. The memo- 

randum, for which McElligott had obtained the approval of the 

Taoiseach as well as of his own minister, stated that the increases 
‘cannot be viewed otherwise than with grave concern, having regard 

particularly to present economic and financial conditions’ and that 

the Minister for Finance felt the gravity of the situation was not “‘suf- 

ficiently appreciated’. The Minister desired, the memorandum con- 

cluded, “to urge strongly that the time has come to effect a reduction 

of the present swollen establishments and with a view to securing 

some effective measures in this direction he suggests that each minister 

should instruct the secretary of his department to examine the existing 

departmental establishment with a view to the elimination of unneces- 

sary posts’. In fact, however, this last proposal, while more stringent 

than its 1934-35 precursors, had been substantially amended by the 
Taoiseach, who felt that McElligott’s original draft was too draconian 

in its wish to impose a total ban on all new schemes requiring govern- 

mental expenditure.'”” 

But the coming of war in Europe greatly strengthened Finance’s 

hand in establishment matters and the same government meeting of 

5 September 1939, which approved the Minister for Finance’s pro- 

posal that all departmental establishments should be scrutinised, also 

gave the head of the establishment division in Finance control of 

the transfer of civil servants to the new Emergency services. But 

further Finance memoranda to the government in July 1940 and 

January 1942 bore witness both to the continued expansion of civil 

service staffs and to Finance’s renewed efforts to stem the tide.’”° 

The matter was again discussed at a meeting of heads of depart- 

ments on 18 February 1944 when the Minister for Finance voiced 

‘‘considerable anxiety”’ in a preliminary note to the meeting's partici- 

pants. The Finance note recognised that “‘this growth is due to Emer- 

gency conditions and to the creation of new or the expansion of old 

services’; in an effort to counteract these factors “by economies in the 

use of staff’, it suggested that all heads of departments and offices 

“should arrange for frequent and regular inspections of their staff with 

a view to the elimination of unnecessary work, the improvement of 

methods and the achievement of the maximum output per officer.” 

The note also urged the “removal of any elements of rigidity in 

organisation” and “the removal of staff from one section to another 

according to the requirements of the work’’. But Finance’s most con- 

troversial proposal was the arrangement of “more frequent visits to
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departments by inspecting officers from the Department of Finance” 

in addition to the internal inspections carried out by the departments 

themselves. It was envisaged that the Finance officials would “‘confine 

themselves in the main to ‘spot’ inspections and to discussion with the 

establishment officers or other higher officials of the departments 

visited of matters which come to their notice during such inspections, 

or which may be raised as a result of the internal inspections.’ 

McElligott elaborated upon why Finance considered such pro- 

cedures necessary when, as chairman, he opened the discussion at 

the meeting of the heads of departments. Although he began by 

suggesting that the government was largely responsible for the 

growth of the civil service, he went on to say that 

... when one sees the multitude of civil servants, it is difficult to imagine, 

with the limited size of the country, that they all can be really busy and 

putting in a full and hard day’s work. The number of civil servants has 

grown alarmingly. In 1943 the number employed was 29,081 showing an 

increase of 334 per cent since 1932. The annual cost has gone up from 

£,4,000,000 in 1932 to £6,865,000 in 1943 i.e. an increase of 55 per 

cent... . Allowing for the additional work thrown on departments of 

state by reason of legislation and emergency services, I think it is possible 

that there may be a certain amount of slackness in various government 

departments. It is difficult to imagine that all these thousands of civil 

servants that one sees pouring out of government offices every day are all 

fully occupied. . . . In the [civil] service, we tend to stick to old fashioned 

methods of doing business and to ignore modern methods, for example, in 

substituting the telephone for the elaborate writing of minutes... you 

very often find people addressing minutes to a man sitting next door or, 

possibly, in the same room.'” 

Although Leydon, who was, of course, an ex-Finance official 

himself, agreed with most of what McElligott said, the great majority 

of the other heads of departments present were markedly less recep- 

tive. They particularly resented McElligott’s revelation — made at a 

later stage of the meeting — that his original idea had been to 

... send out, from Finance, inspectors who would have power to go into 

any section of any office and sit down alongside any officer and say to 
that officer ‘What have you done today?’ Make him go through his 
day’s work. It might be a clerical officer, it might be a writing assistant, a 

shorthand typist or a superintending officer. It would be a surprise 
inspection; it would be made towards the end of the day and the office 

might be selected at random.
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Twomey of Agriculture immediately voiced his strong objection to 
McElligott’s remarks, as did Connolly, the head of the Office of 
Public Works, who suggested that they demonstrated a lack of trust in 
the officers in charge of other departments. Others, such as Lieutenant 
General MacMahon of Defence, emphasised that they were “‘not 
against inspection from Finance... provided it is the usual type of 
inspection” but argued that such radical innovations in the form of 
inspections as McElligott had put forward “‘would result in a big 
increase in staff”’ because the apprehensions induced by the prospect of 
such inspections would reduce the effectiveness and productivity of 
many of the staff. MacMahon made the point that “young 
enthusiastic’? civil servants were not thinking of how they were 

spending their time but were “simply getting through the work as it 

comes along”; if such a civil servant, he argued, “‘believes this 

inspector is going to come along and say ‘What are you doing all 
day?’, he would take at least half an hour before he could think what 
he did.’ Another head of department, Hurson of Local Government 

and Public Health, welcomed the prospect of “‘more adequate 

inspection”’ from Finance since it would help him to get the extra staff 

he required, which, as Sean Moynihan drily replied, was not what 

Finance were looking for! 

The chairman’s summing-up was inconclusive and illustrated the 

gulf dividing the Finance approach from that of their senior col- 

leagues in other departments. The “general view’’, observed Mc- 

Elligott, was that 

...the departments are pretty well discharging their responsibilities in 

this matter by frequent inspection of their staff. I think there is something 

to be said all the same for putting more drive into these inspections and 

carrying them out more frequently and more thoroughly; not necessarily 

at regular intervals but irregular intervals. There seems also to be a 

general welcome of the idea of Finance inspection. Mr Moynihan has 

asked me to say that there is no intention of reflecting on departments, or 

suggesting that they were lax in performing their duties, or that the civil 

service as a whole is growing to be lazy.... The larger an organisation 

grows the more sluggish it tends to become and the closer the supervision 

has to be. I do think there is a good deal of slackness in the civil service 

amongst what I might describe as middle-aged people, people who have 

little or no prospect of promotion, people who try to get by with as little 

work as possible. 

And there the matter rested. The discussion serves as an interesting
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testament both to Finance’s perennial anxiety to exhort other 

departments to reduce the number of their staff and their ultimate 

incapacity to implement their own exhortations in the absence of a 

firm political consensus within the government that they should do so. 

The dilemma was no nearer solution ten years later as the following 

extracts from a special note prepared by Whitaker for McElligott, 

which form a fitting conclusion for this present discussion of the 

subject, well illustrate. Whitaker began by suggesting that “a request 

for discovery of redundancies, indication of unnecessary activities, 

suggestions for greater efficiency in working methods would bear 

fruit if those who had to answer it, many of them holding only acting 

appointments, were guaranteed that they personally would suffer no 

loss in salary or status as a result.” He also argued that “the goodwill 

of heads of departments is essential’”’ in such circumstances since “‘they, 

in general, carry almost undue influence with their immediate 

subordinates. Individual ministers would have to satisfy themselves 

that all suggestions emanating from the less senior officers as well as 

from senior officers had received full weight and that the heads of 

departments had shown no propensity to empire-building or 

empire-holding.”” Whitaker believed that 

... the immediate aim should be the stabilisation of staffs at their present 

numbers. A lot will have been achieved if further expansion is prevented, 

granted the tendency for the State to interfere more and more with 

private activities. If the growth is halted, that in itself will tend towards a 

more deliberate and critical attitude on the part of the civil service, and 

indirectly of ministers, towards the undertaking of new services. 

For these reasons, I would not rule out the arbitrary cut idea, provided 

it were expressed as a somewhat longer-term objective, the immediate 

objective being a stabilisation. If we were working towards a 25 per cent 

cut, say, in three years time, we might have a better chance of keeping the 

numbers to their present level at most... 

It is, I think, important that every entrant to the civil service, no matter 

how junior, should be given plenty to do from the start. There is nothing 

more demoralising than any attempt, however well-intentioned, to 

‘temper the wind to the shorn lamb.’ Once you have enjoyed an easy 

time for a while, you feel aggrieved at being expected to do a decent 
day’s work.'” 

This 1953 discussion of the problem reveals another important limi- 

tation upon Finance’s power to control developments in this area: the 
natural reluctance of their own minister to incur the displeasure of his
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fellow-ministers. The then Minister, MacEntee, reacted strongly to a 

long draft memorandum prepared for the government. Such a memo- 
randum, minuted MacEntee to the Secretary, “‘if it is to be effective 
with the government, should be more concise and should avoid the 
appearance of telling other ministers how to run their departments’’; 
much of it, he wrote, would come better from the Secretary in ad- 

dressing the heads of departments than from himself to his colleagues 

in government; and “phrases such as ‘The Minister for Finance is 
satisfied that if ministers encourage . . .’ should be omitted.”!** But, as 

we have already seen, Finance officials’ difficulty about such a 
procedure was that heads of departments were unlikely to respond 
favourably to their appeals unless their own ministers were prepared to 
accept the contingent restriction upon the expansion of departmental 

services. 
It now remains to look at the two random examples of specific dis- 

putes between Finance and other departments about the control of 
staffing. The dispute with Posts and Telegraphs began towards the 

end of 1926 when H. P. Boland wrote to the Secretary of Posts and 

Telegraphs, P. S. O’Hegarty, drawing his attention to a Finance cir- 

cular of 1922 (No. E 7) on Finance sanctions for promotions. The key 
section of the circular laid down the need for “sanction from this 

ministry for new or increased charges on public funds and particularly 

for any appointments, promotions or alterations of status or remunera- 

tion of any officer in the Irish public service.” Boland’s first letter on 

the matter was semi-official; it pointed out that the circular had been 

intended to apply to all departments “‘but in practice for some reason 

... has not been observed in the case of your department”, and 

sought O’Hegarty’s views on the matter before official action was 

taken.!25 O’Hegarty took the line that, when the circular was issued in 

1922, he had written to Gregg (who was then in charge of establish- 

ments) saying that he assumed “‘that what the Treasury [sic] desire to 

be consulted about is as to whether it is necessary to fill a vacancy and 

that it does not expect to be consulted about personnel’”’ and that, 

since then, his department had acted accordingly. O’Hegarty further 

argued that the circular did not apply to personnel, as he understood 

Boland (from his letter and in conversation) was suggesting, and he 

put forward 

... the strongest objection to any suggestion that if the Minister [for Posts 

and Telegraphs] has a vacancy, say, for a higher executive officer and 

regards A. B., a junior executive officer, as the deserving man, he should
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go to the Minister for Finance and ask for permission to promote A. B. 

You are entitled to be consulted as to whether the vacant post can be 

retrenched, but not as to the particular officer to be promoted to it when 

the need for its continuance has been admitted.'”° 

Boland’s reply, which followed further conversation on the subject 

between himself and O’Hegarty, was unyielding and listed the fol- 

lowing reasons why the circular “should apply to the promotion of 

personnel” in his department. 

The wording of the circular requires sanction for promotions, etc., ‘of any 

officer in the Irish public service . 

The circular is being applied to and observed in that sense by all depart- 

ments except the Post Office and one other!?’ which we expect will now 

fall in with the general practice. 

We anticipate that as the service now stands officers of the general ser- 

vice grades in some departments may be faced by a complete block of 

promotions, while men who are their juniors, and possibly considerably 

their juniors, in other departments may be obtaining promotion. . . 

We know that promotions in the service of poor personnel have been 

made which should not have been made. 

The State has instituted machinery for ensuring in the closest possible 

manner that justice will be done as between one man and another in 

regard to appointments in the service. In the face of that policy a system, 

which would give the entire control of every civil servant’s fate after 

appointment into the hands of practically one individual, would be dif- 

ficult to defend.!* 

Boland also declared, notwithstanding the fullness of this statement 

which was designed to enable Posts.and Telegraphs “‘to help out in 

this matter”, that it was clear ‘‘that the onus is not on us to show why 

the requirement should be applied to your department but on you to 

show why it should not.” But O’Hegarty remained unpersuaded and 

promised ‘‘a considered reply” since he regarded “‘the implications 

raised by this question to be fundamental and vital, and not to be dis- 

posed of in the slender way”’ in which, he said, Boland had presented 

them.!”? Just as Boland’s letter stands as a classic expression of a par- 

ticular Finance attitude, so O’Hegarty’s reply may be seen as a classic 

expression of the opponents of that attitude. 
He began by saying that the onus was not on him to show why “a 

non-existing regulation” should be applied to his department, but on 
Boland to “shew cause why a new and reactionary and totally un- 
justifiable Mussolini-like regulation should be introduced into the ser-
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vice’. After recapitulating his earlier arguments, O’Hegarty asserted 
“that Gregg, who drafted the circular, never meant it to apply to per- 
sonnel”, that “William O’Brien, who signed it, and who was then 
Secretary to Finance, was of the same opinion” and that promotions 
made since then in his department had been made “without any 
reference to Finance save as regards the propriety of filling the vacant 
post.” The Comptroller and Auditor-General, moreover, O’Hegarty 
stressed, had “never raised the slightest question about the propriety 
of the procedure (he may do so now, of course, after you have given 
him a nod or a wink, but he cannot do so with propriety).”’ 
O’Hegarty also referred to the particular circumstances of the time 
when the circular in question had been issued: 

Here was a government in power, two months after a revolution, uncer- 
tain what organisation it would adopt for its civil service, but aware that 
the existing organisation was not ideal and that many changes and altera- 
tions would be needed. . . It was obviously necessary to prevent promo- 
tions on the existing authorised establishments being made without their 
relation to the general policy being considered, and the only thing to do 
was to provide that before a post was filled the facts should be represented 
and special authority sought... What was in the minds of Finance at the 
time was expenditure and not personnel, and the circular cannot reason- 
ably be interpreted as applying to personnel. 

O’Hegarty was no less emphatic in his rejection of Boland’s argu- 
ment about the inequity of promoting you. ger men in some depart- 
ments, at a time when their seniors might be blocked from promotion 
in others. Such a circumstance, he argued, was 

... partly the fortunes of war and partly ilie survival of the fittest. . . It is 
in the best interests of the service, and of the men themselves, that promo- 
tion should be assured to no man, but that he should prove himself fit for 
it by work and effort and forethought. If he gets into a department in 
which the prospects of promotion are small, and lies on his oar som- 
nolently for years as so many do, I would object very strongly to a benev- 
olent Department of Finance rousing him out of his sleep and dumping 
him down in some department where he would be expected to work and 
cutting out another officer who had not been asleep but who had the mis- 
fortune to be born a little later than Rip Van Winkle. . . I deny that the 
State is bound to find employment for anybody, or to find food for any- 
body. I deny even more emphatically that it is bound to find promotion 
for anybody. What you propose to do is to put a premium on somnol- 
ence, indifference, lack of forethought and lack of enterprise.
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O’Hegarty also rejected the implication “that heads of departments 

are not fit to make promotions” and argued that Boland’s proposals, 

much more than the previous practice in Posts and Telegraphs, 

“would give the entire control of every civil servant’s fate after 

appointment into the hands of practically one individual.” Under 

Boland’s system that individual would not vary from department to 

department and he was strongly of the opinion that nobody could 

know “whether a particular officer in any department but your own 

is pulling his weight or not.” Boland’s system “would actually place 

the whole machinery of promotion in the hands of the establishment 

officer of the Department of Finance”’ who could not be as well in- 

formed as the head of the department in question, “who could not 

possibly determine the comparative efficiency, apart from mechanical 

seniority, of civil servants, and who is, and is likely to be, at the very 

least as fallible as any head of a department, and is completely without 

supervision of any sort in establishment matters.’ Such a system 

would, moreover, abolish all safeguards and raised the question of quis 

custodiet ipsos custodes? 

But O’Hegarty’s principal objection to Boland’s system stemmed 

from his conviction that it was but part of what he saw as Finance’s 

imperial ambitions to increase and consolidate their predominance 

over all other government departments; and his statement of that case 

well illustrates the kind of charges which have been levelled at 

Finance’s exercise of its establishment function by its more trenchant 

critics over the years. The ‘attempted interference with promotions’’, 

wrote O’Hegarty, was 

. a point of a general concerted policy, a policy which looks upon 

heads of departments as hostile persons, whose powers must be pared 

away, whose control over departments must be weakened, whose every 

proposal must be examined through a microscope with a squint. The 

whole energies of Finance are bent upon obtaining, in the guise of control 

of expenditure, a control of departmental policy. Every circular Finance 

issues is a weakening or a cutting away of some power hitherto entrusted 

to heads of departments. That policy is wrong and mischievous. If you 

cripple the power and responsibility of the heads of departments you 

cripple and enfeeble the whole civil service. You cannot run the whole 

civil service from Finance, and you should not try to, and the effect of the 

constant worry and attack to which departmental responsibilities are 

being subjected will inevitably be the weakening of the will to work in 

heads of departments. The time of officers of the Finance Department is
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disproportionately occupied in considering matters of which they know 
nothing and which ought to be decided departmentally, and the reser- 
vation of which to Finance does not increase Finance supervision over 
expenditure. The policy can only be justified on the assumption that heads 
of departments are either incompetent or untrustworthy, either lacking in 
ability or in public spirit. Maybe they are. But if they are the remedy is to 
shift them and get others, not to scrap the whole principle of placing the 
responsibility for staff efficiency upon the person who has to see that the 
work is done... 
The establishment officer in the Department of Finance has already far 

too much power and is not, in my opinion, using it wisely... He is in 
complete and unfettered control over the civil service establishment. He is 
also, for all practical purposes, the Civil Service Commission and the 
Comptroller and Auditor-General. As establishment officer he writes to a 
department and says that the Civil Service Commissioners will require to 
be satisfied about this that and the other. Then, as Civil Service Commis- 
sioner he decides this, that or the other — because on establishment 
matters what he says goes — and causes a letter to be written back to 
himself, or to the departmental head, announcing that the Civil Service 
Commissioners “are unable ... etc.” Similarly he says that the Comp- 
troller and Auditor-General will probably question the propriety of this, 
that or the other, and the Comptroller and Auditor-General duly does so, 
having received a nod or a wink to do so. You propose to add to all this 
the unrestricted power to make any promotions he likes in any depart- 
ment. It is a monstrous and indefensible proposal ... and I am not 
prepared to entertain it.... 

You will not of course forget that although I have spoken of the depart- 
mental heads, their authority is only such as is devolved upon them by the 
ministers, and your proposal is really an attempt to curtail the prerogative 
of ministers. You may take it that my minister will not accept it.!°° 

O’Hegarty’s stance is all the more noteworthy since, in many other 

respects, he was regarded as being sympathetic to the Finance view- 
point.’*! His stout defence of C. J. Gregg’s key role in the Department 

of Finance under the provisional government and afterward is, per- 

haps, the most striking example of this.'** He also shared Finance’s 

high regard for the British civil service as the best model on which to 

base the Irish service. Indeed his philippic, from which we have just 

quoted at length, also contains a passage critical of BoJand for expli- 

citly disregarding British practice on the issue in question and argues 

that ““we could not do better than take the British experience and 

tradition and adapt them to our own special circumstances. They have 
evolved, after all, the best civil service that exists.””’? O’Hegarty also
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evinced sympathy for Finance’s concern to eliminate bias or prejudice 

from civil service recommendations for promotion in the difficult and 

sensitive political circumstances pertaining in the first decades after 

independence, as we can see from a letter he wrote Boland on this 

subject in the mid-thirties: 

Circumstances here have lifted out men from the rank and file and placed 

them in positions of authority and responsibility which in the ordinary 

way they could never have reached, and for which, according to British 

standards, they in the ordinary way would never have been regarded as 

qualified. When they have to pass judgement on men, as they have, with 

whom over a long stretch of years they have worked and played, and 

whom they left behind because we had a revolution here, they find it dif- 

ficult wholly to divest themselves of their human feelings, which a civil 

servant considering a promotion must do if he is to do his duty. And it is 

very desirable that there should be vested in the civil service head [of 

department] the power to make his own choice, even though that choice 

should not coincide with a majority opinion of his senior officers. !*4 

O’Hegarty, in short, 1s of special interest as a man who, while 

generally sympathetic to Finance, vehemently opposed what he saw as 

the abuse of the establishment function. 

Our last example of the kind of controversy which could spring 

from staffing disputes took place in the Department of Health in 

1948-49. Health had only become a department in its own right, 

independent of Local Government, in 1947 and the dispute in question 

arose from the radical and expansionist policies of its new Minister, 

Dr Noel Browne, under the first inter-party government. In October 

1948 the new services based upon these policies caused Browne to 

look for, what was by previous standards, an enormous increase in the 

higher establishment of his department: namely, one principal and one 

assistant principal; four higher executive officers; three junior 

executive officers and two clerical officers. Finance was sceptical of 

the need for any such increase, as Sean Moynihan made clear. The 

Minister for Health, he wrote, 

... is very dissatisfied at the rate of progress of the various schemes which 

he has on hands [sic] and in prospect. . . He is disposed to attribute what 

he regards as the slowness of pace to shortage of staff. In my view the true 

cause is rather the effort which the Minister’s department is making to 

press forward with too many projects, and some of them over-ambitious 

projects; and, at a time when the construction of new hospitals etc. or the 

reconstruction of old ones is involved, there are difficulties created by



The Department of Finance from Within and Without 593 

shortages of materials, of labour and of professional skill, and by the fact 
that there are a great many other projects, such as the building of houses 
and schools competing for the same resources, material and personnel. If 
the Minister for Health had the entire civil service at his disposal, he could 
not overcome these difficulties; in fact he might easily add to them the 
confusion resulting from still more schemes hatched in a larger number of 
brains.!%° 

Finance replied that they were only prepared to sanction the ap- 
pointment of a temporary principal and a temporary assistant princi- 
pal. 
Browne refused to accept this decision and referred the matter to 

the government, requesting that it be reversed and that his additional 
staff “‘be sanctioned in full and on a permanent basis’’;!°° and he ex- 
pressed his own view of the matter in two memoranda to the govern- 
ment, both dated 16 February 1949. “The present Minister for 
Health”, the key passage began, 

... did not enter public life because of his interest in politics. He did so 
because he was satisfied that our health services were scandalously inade- 
quate and during the course of the general election he strongly criticised 
the late government for their failure to improve these services. In these 
circumstances, he would not agree to, or be responsible for, the accep- 
tance or implementation of a policy which was determined solely or 
mainly by financial considerations or which was in effect no more than a 
moderate advance on that of the late government. 

On economic grounds alone the case for the provision of adequate 
health services is overwhelming. Incalculable loss has been suffered by the 
community in the past through the neglect of effective measures to pre- 
vent and control disease.'%” 

The other memorandum was longer and more extreme: it de- 
scribed, for example, the counter-memorandum in which Finance had 
formally presented its case to the government!” as “an irresponsible 
and thoroughly objectionable effusion” and denounced the “‘quite 
abnormal, totally insensitive and extra-human approach to the health 
and sickness problems of our people which has dominated the outlook 
and actions of the Department of Finance’s officialdom in the last 
twenty-five years and which has borne the fruits we now see around 

” us. 139 

Finance reacted strongly to these attacks. If Browne’s description of 

the Finance memorandum to the government “as ‘aggressive’, ‘face- 

tious’, ‘impertinent’, ‘misleading’ and ‘thoroughly objectionable
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was accepted, Moynihan minuted to his Minister, Patrick McGilligan, 

the “‘logical consequence” should be his own [Moynihan’s] dismissal; 

he was confident, however, that ‘‘any impartial and competent judge 

would find that the Minister’s description 1s as unwarranted as it is 

intemperate.’ The issue, wrote Moynihan, raised 

_a grave question of principle: what in future 1s to be the role of a civil 

servant in this state when advising his minister? Is he to say what he 

believes to be true or what he thinks his Minister, or another interested 

minister, would like to hear? If, as has hitherto been the tradition of our 

service, he pursues the former course, is he in constant danger of being 

held up to odium before the government as a person guilty of discredit- 

able conduct? The example set by the Minister for Health, if followed by 

other ministers, would certainly in time make the civil service (in its 

higher grades at least) a place for trimmers; honest men would shun it and 

the high standards which it has maintained till now would quickly disap- 

pear. It is not too much to say that the interests of national freedom, as 

well as those of good administration, require that nothing should be done 

to discourage civil servants from preaching frankness and honesty in 

advising their ministers.'*° 

It was not the first time that a Finance official had posed such a 

question for his minister,'*’ but McGilligan seemed in little doubt of 

the kind of answer demanded of him. “‘I should like it to be under- 

stood quite clearly’, he minuted, “that... I do not accept any of the 

censorious adjectives used by the Minister for Health — they are 

unjustified in their entirety’; and, having expressed the “hope the 

officials responsible for the impugned minute will continue to advise 

with the frankness and honesty which mark that minute’, he con- 

cluded by saying that, while he could not “‘insure statf against intem- 

perate comment”’, he could insure ‘‘that such comment will not have 

any prejudicial effect.”!” 

The dispute followed less turbulent channels thereafter and the 

cabinet committee on estimates (where it had been referred by a 

government decision of 18 February) decided to grant the additional 

staff sought by Health “‘on the understanding that the staff will be 

provided by means of transfers from other departments, any conse- 

quential vacancies to remain unfilled’’.'4° Browne’s subsequent repre- 

sentations that he had made it clear that he had wanted the appoint- 

ments in question made from within his own department was rejected 

by McGilligan because of the general principle involved. The com- 

promise enabled both sides to salvage something from a remarkably
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heated dispute: Health got the additional staff it had originally sought, 
while Finance escaped the necessity of being compelled to add to the 

permanent, higher establishment of the civil service, by being per- 
mitted to rob Peter to pay Paul. 

These three examples of staffing problems demonstrate the kind of 

friction which Finance’s powers to promote and appoint staffs through- 
out the public service could cause in its relations with other depart- 
ments. For the most part, however, Finance officials seem to have 

traditionally treated the opprobrium they have thus incurred in a 

spirit of resignation rather than resentment. It may not be without 

significance, for example, that a study, undertaken early in the sixties, 

of the attitude of the Irish civil service to its public relations revealed 

that while some nine government departments plus the Revenue 

Commissioners spent a grand total of about £140,000 on special 

information services, the Department of Finance was not among 

them.'*** A fine disregard for the Department’s image, a willingness to 

court unpopularity — these are among the hallmarks of the Depart- 

ment of Finance and we can hardly improve, in ending our discussion 

of Finance’s relations with other departments, upon that quotation 

from an ex-Secretary of the Treasury with which Dr Whitaker con- 

cluded his study of “The Finance Attitude’: “if at any moment it 

should become popular the fact itself would be conclusive proof that 

it was not properly fulfilling the purpose for which it exists.’!* 

*More recently, however, since 1970, an information officer has 

been appointed in the Department. His function is to assist the Mini- 

ster and departmental officials in dealing with requests from the media 

and the public.



Epilogue 

After Economic Development 

“T think it is true to say’”’, Sean Lemass told a conference organised by 
the Institute of Public Administration in Killarney in April 1961,' 

that in some government departments there is still a tendency to wait for 
new ideas to walk in through the door. It is, perhaps, the normal attitude 
of an administrative department of government to be passive rather than 
active, to await proposals from outside, to react mainly to criticism or to 
pressure of public demand, to avoid the risks of experimentation and 
innovation and to confine themselves to vetting and improving proposals 
brought to them by private interests and individuals rather than to gen- 
erate new ideas themselves. I think it is also true to say, however, that this 
tendency is a great deal less evident now than it was some years ago and 
mainly I believe because of the change which has taken place in the 
attitude of the heads of the civil service to national development possibili- 
ties. In the administration of any government in any country the mood 
and attitude of the Finance Department is reflected throughout the whole 
administrative body. If it is hyper-critical of development proposals the 
effect is to discourage the formulation and presentation of new ideas. If 
the Finance Department is itself seeking to stimulate and encourage new 
thinking, the whole approach to the problems of all Departments is 
altered for the better. At this time, the positive, stimulating attitude of our 
Department of Finance is a very important factor in the building up of the 
widely deployed development effort which is now evident. 

Generous praise indeed, and acknowledged as such by the then Sec- 
retary of the Department of Finance in his own address to the same 
conference,’ from a Taoiseach who was never himself a Minister for 
Finance and much of whose ministerial career bore witness to a 
marked antipathy for what has been described as the Finance attitude; 
and praise, too, which reveals something of the gulf which divides the 
Department, whose history has been traced up to the publication of 

596
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Economic: Development in 1958, from the Department as it has since 

evolved. 

The history of the post-1958 Department of Finance falls outside the 

compass of the present work. It is a history which demands, perhaps, 

another book, certainly, another volume, and the time to write that 

volume is not yet. The primary reason for this is historical perspec- 

tive. Historians of twentieth-century Ireland have long been crippled 

in their endeavours by the inaccessibility of the primary source 

material in government archives — despite the government's recent 

decision to make the government and cabinet minutes for 1922-44 

available to historians? — to the extent where it has been impossible 

for them to essay anything in the nature of a definitive interpretation 

of Irish history since the foundation of the state. While the present 

writer has not, of course, been curbed by such constraints, the very 

freedom of access to the Department’s archives which alone has made 

possible this book has at the same time, and above all in the more 

recent period, posed major problems. 

These problems may be best considered in relation to the difficulty 

of deciding upon a terminal date for this history as a work of histori- 

cal scholarship based upon the vast quantities of primary source 

material in the Department’s archives. One possible date, consonant 

with the thirty-year rule commonly accepted in many western coun- 

tries as governing historians’ rights of access to state archives, would 

have been 1945 or the end of World War II. But such a choice, as we 

have seen already, would have made little sense in a history of the 

premier department of Irish government; nor 1s it a significant land- 

mark in any wider historical sense. Such cannot be said of the choice 

of the publication of Ecomomic Development in 1958 as the closing 

point: first, because it enables us to complete the historical account of 

what for this purpose may fairly be described as the “‘old’’ Depart- 

ment of Finance, while at the same time allowing us to trace the 

origins of the present-day Department, and, second, because of its 

broader significance as a landmark for historians who have variously 

described it as the moment when “‘with dramatic suddenness the state 

lurched into the middle of the twentieth century’’,’ as the herald of 

“‘the dawn that slowly broke over... dismal night’’> and “‘as a water- 

shed in the modern economic history of the country ’’.° 

But if the historical significance of Economic Development is now 

commonly recognised — although it was first published “with so 

little fuss that two of the three national daily papers ignored it com-
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pletely, while the third confined itself to quoting from the proposal 

put to the government in December, 1957, giving no information 

whatever as to the contents of the document!’’”? — what can one say of 

the significance of the events which followed in its wake? 

The events of the nineteen sixties, to say nothing of the early seven- 

ties, whether within or without the Department of Finance, are not 

yet amenable to objective historical analysis and assessment of the kind 

attempted in the preceding part of this book: a cursory inspection of 

some of the files relating to these events, files in some cases still receiv- 

ing attention from the Department’s officials, suggest that they belong 
to a kind of historical limbo, resting uneasily between the Depart- 

ment’s present and past existence. In the perennial debate among his- 
torians as to where history ends and current affairs begins, many 

would say that it is only after fifty years that definitive historical 
interpretation may properly be attempted; more might say thirty 
years, some, twenty years but few scholars would try to justify a 
shorter limit, particularly in Ireland where historians have until so 
very recently been denied any access to government archives. 

The professional historian’s objection to endeavouring to treat of 

the history of the Department in the sixties or seventies in the same 
way as its earlier history is reinforced by other, more mundane con- 

siderations: such treatment, in brief, given the resources presently 

available to Irish scholars and archivists, is not merely historically 
undesirable but physically impossible. The sheer volume of documen- 
tary material in the- Department’s records, which have grown 
dramatically over the last twenty years because of the no less dramatic 
growth in the Department’s national and international commitments; 

the fact that none of the Department’s records have been arranged by a 
professional archivist; the near-impossibility of discriminating be- 
tween historically relevant material and the ephemera produced in 
reams by the Department’s officers in the course of their everyday 
work on files which may still be of immediate relevance to the De- 
partment today; problems of confidentiality which become increas- 
ingly acute in direct ratio to the diminishing age of the documents 
concerned; the insuperable difficulty of treating of issues in the very 
recent past which still occasion public debate and, perhaps, party poli- 
tical differences — these are but some of the more important factors 
dictating a different approach to the Department’s recent history. 

What follows, then, is not and was never intended to be the same 
kind of history as that which forms the main body of this work. All
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that is here intended is the merest outline of what, for the moment at 
least, seem among the more significant events since the publication of 
Economic Development. 

The preoccupation with planning, which lay at the core of Economic 

Development, was, perhaps, the outstanding characteristic of the De- 

partment in the sixties. Finance’s new-found concern to chart the 

future led to a change in the “‘Finance attitude”. This change, es- 

sentially, saw a movement away from the predominantly passive, 
laissez-faire philosophy characteristic of the Department for much the 

greater part of its previous history, towards a positive, interventionist 

approach to the problems of the national economy. The scale of this 
shift may be well portrayed by a comparison between two of the 

public pronouncements of the man who did more than anyone else to 
bring it about, T. K. Whitaker; namely, his article, ‘“The Finance 

Attitude”’, discussed earlier in this work at some length and which has 

been since described as ‘‘as perfect an expression of the ‘neo-classical’ 

[view] as you are likely to find anywhere” and one which “revealed 

little appreciation of the role of the state (or of the Department as its 

instrument) in stimulating and guiding growth or as an architect of 

community welfare’’; and his article, eight years later in 1961, entitled 

“The Civil Service and Development” which proclaimed that 

... the Department of Finance has now, as an integral part of its organisa- 

tion, a special division whose responsibility is to seek out ways and means 

of advancing means of economic growth and to develop ideas and 

projects to the point at which they can be placed with the appropriate 

department or agency. While the Department is as keen as ever on secur- 

ing efficiency and economy in public services and must still eye critically 

all proposals for new expenditure, its broader concern is with the pro- 

blems involved in the management of the economy in the interests of 

steady and rapid national progress. This evolution is an example of a de- 

partment adapting its organisation and outlook to a new concept of its 

functions.® 

The Evolution of Planning 

“While planning in a rigid sense is not useful in our circumstances’, 

ran one of the opening passages of Economic Development, 

there can be no doubt about the wisdom of looking ahead and trying to 

direct national policy along the most productive lines. A year is too re- 

stricted a frame of reference for policy decisions. .. An attempt should be 

made to secure a more general coordination of financial and economic
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policy with a view to the maximum progress being made in the years 
ahead. . . 

In the context of a programme of economic development extending 

over five years or longer, it would be easier not only to avoid incon- 

sistencies between individual decisions but also to secure acceptance of 

decisions which, presented in isolation, might arouse strong opposition. It 

would be more apparent to all sections of the community that certain 

adjustments of present policy were necessary and it would be less difficult 
to have efforts made and sacrifices borne if they were seen to be a neces- 

sary contribution to national welfare and were not in danger of being 
nullified by neglect or extravagance elsewhere.’ 

This was the philosophy underlying the Programmes for Economic 
Expansion, the first of which — introduced in 1958 and covering the 
years 1959-63 —— was essentially a by-product of the work on Economic 
Development and outlined economic policy objectives in agriculture, 
industry and tourism. 

The Second Programme, however, published in two parts in 1963 

and 1964 and covering the years 1964-70, was the work of the newly 

established development division (set up in 1961) and of its special 
economic consultant, Louden Ryan of Trinity College, Dublin. It 
was much more ambitious than the First Programme “‘in that it set out 
detailed projections for the expected increases in resources during the 
programme period and the way in which they would be used.”” An- 
other difference was that the views of various national economic 
interests were invited, an approach given institutional form by the 
government’s setting up of the National Industrial Economic Council 
(NIEC) in 1963 under Whitaker’s chairmanship and with a secretariat 
drawn from the Department of Finance, whose fifth report!? — on 
Results of Discussions with Industry on the Second Programme 
Targets — has been termed the third part of the Second Programme. 
It was the Second Programme, too, which provided a definition of 
just what was meant by the term “programme ’’: “‘an attempt to apply 
to the management of the nation’s economic affairs the same foresight, 
organisation, and determination as a competent and prudent person 

applies to the management of his own household or business’; an 
attempt which, “‘in a democracy ... cannot be authoritarian. It 
proceeds on the assumption that there is widespread public agreement 
on making as much economic progress as possible and on the means 
by which such progress is to be achieved.’”! 

Such sensitivity about terminology, evidenced, too, by the
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preference for the term “programme” as opposed to “‘plan”’, reflects a 
recognition of how radical a change of direction was being attempted 
by the Department of Finance. This impression is markedly reinforced 
by what Whitaker was saying publicly in his efforts to educate public 
opinion about the merits of planning. “If the term ‘planning’ still 

offends some ears — and I think they are becoming fewer’’, he said in 

March 1964, “‘it is because of its association with rigid authoritarian 

methods such as characterised Stalin’s Russia.’ He went on to argue 

that the kind of plan he envisaged was not 

. a rigid framework imposed on the community by an authoritarian 

government, rather does it arise from a recognition by the modern de- 

mocratic community of the need to organise development systematically, 

to provide an increasing number of better-paid jobs for an increasing 

number of better-qualified workers; to rationalise the system of produc- 

tion in preparation for the more difficult conditions ahead. A modern 

community is concerned. with collective as well as private spending; with 

the structure of education and its adequacy in relation to the world of 

tomorrow and with the provision made for other social needs such as 

housing, health, social welfare and communications.!? 

This concern to make a better “‘world of tomorrow” — the raison 

d’étre of planning — characterises the optimism which imbued the 

Department of Finance in the sixties and which so clearly set it apart 

from the Department of earlier decades: the “‘world of tomorrow”’ 

had not, to say the least, loomed large in the minds of Brennan, 

McElligott and their senior colleagues. 

In 1967 Whitaker returned to the theme of the importance of plan- 

ning, in language which indicated a growing confidence in the num- 

ber of converts already made to the cause. “We now know — or 

ought to know”, he said, 

both that economic life is not governed by forces over which we have no 

control and that a policy of laissez-faire will not ensure the greatest good 

of the community. Yet we still hear objections to government planning, 

cries of protest about ‘intervention’, ‘direction’, ‘controls’ and wistful re- 

call of the days of rustic simplicity when the state confined its activities to 

the provision of essential services, the maintenance of law and order and 

the collection of the necessary taxes for the purpose. . . 

Economic planning cannot be regarded as a fashion to be discarded at 

will. It is essential in a civilised community. ... To throw it aside would 

mean stepping backwards into an out-moded environment which the 

majority have long since repudiated. While our efforts at planning need
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improvement, there is no comfort to be gained by harking back to de- 

funct doctrine. To expect laissez-faire to solve our problems is like seeking 

a return to the eighteenth-century sedan chair as a solution for the pro- 

blems caused by the motor car. To plan or not to plan is not the question 

of our time. The real issue is the achievement of the required degree of 

planning and its development and improvement. 

So far, then, had the Department of Finance’s commitment to plan- 

ning advanced less than ten years after the publication of Economic 

Development. The extent of the development division’s responsibility 

for the planning function was highlighted in the Devlin Report of 
1969, which traced its origins back to “‘the nucleus of staff’? who 

prepared Economic Development and which had become the “‘main 
planning agency in the national economic field ... organised to 

stimulate and coordinate development in all sectors of the com- 

munity.””' 
The Devlin Report, hailed as “‘a milestone and the first real mile- 

stone, for nearly half a century in Irish public administration’’,'® was, 

of course, initiated by the Minister for Finance and, as its terms of re- 

ference made clear,!’ it was asked to make recommendations on the 

organisation of the public service so as the better to equip it to cope 

with the problems of planning and development. In this context what 

Whitaker (as Secretary of the Department of Finance) and C. H. 
Murray (as assistant secretary in charge of the development division) 
said to the Public Service Organisation Review Group on the subject 
of national planning is of particular interest. 

Whitaker described the Department’s future “essential role’, a role 
which he saw as “managerial rather than executive’, as the pro- 
gramming of “‘the future course of economic and social development 
in relation to resources . . . It is concerned with drawing up a four or 
five year programme and also with ensuring that demand is managed 
from month to month so as to conform to the longer-term objec- 
tives.’’ He felt that the Department should “remain small — concern- 
ing itself with policy formation, coordination and management — 
and should not take on any functions which could be delegated.” 
Planning was, he felt, “the most obvious way of determining future 

objectives”, but he also insisted that planning ‘cannot be rigid”’, cit- 
ing in this respect some critics of the Second Programme. He argued, 
too, that there could not be “steady progress towards objectives” 
unless the Department of Finance, which bore ‘‘the main responsi- 
bility for setting these objectives, also has responsibility for the day to
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day adjustments necessary to ensure that trends are kept in line with 
goals... . Medium term planning should not be divorced from day to 
day management of economic activity.” It was also the Department of 
Finance’s task to agree upon “goals”? with other departments 

... by a process of discussion and dialogue. .. Each department naturally 
puts its own priorities first and a sort of bargaining position is taken up. 
Each department knows that its plans have to fit in with the overall plan 
for development and tries to get up on the priority scale. It is the job of 
the Department of Finance to see that the priorities are right.'® 

C. H. Murray on the other hand, dwelt upon some of the inherent 
difficulties of this process as it had worked in the past when, he ob- 
served, other departments had given 

... the general impression that economic planning has not meant a great 
deal to them. Their attitude at best could be described as one of passivity. 
For example, when the Department of Finance was preparing the Third 

Programme, it sent a document suggesting the broad outlines of the Pro- 
gramme to departments for their views. There was no sign of interest in 
the document as a whole; comment was reserved to aspects of it which 

affected particular activities of departments. A number of factors lie 

behind this attitude, not least of which is that, in general, the interest of a 

minister and his department is confined to actions under their control. 

This results in what might be described as a rather parochial attitude by 

departments to aspects of programmes which affect their own areas. It also 

leads to the existence of as many pressure groups as departments and to the 

fragmentation of pressures for change.’ 

Murray expressed the hope that the solution to this problem, which, 

he acknowledged, was not peculiar to Ireland, might be found in “the 

development of public capital appraisal’’, the extension of the newly 

inaugurated Planning Programming Budgeting System (PPBS) and 
“the establishment of development units”’ in other departments. These 

factors should, he thought, 

. involve departments more closely in the planning process. It could 

lead to a common language and, hopefully, to a common approach to 

problems. These developments would have to be supplemented by a more 

positive effort by the Department of Finance to inform other departments 

of its role in planning; at the moment, only a handful of individuals in the 

other departments are fully aware of this role. The Department would 

like to arrange for special transfer of personnel between it and the other 

departments for this purpose.
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Thus while Murray believed that economic planning would be- 

come still more important in Finance, he also looked forward to “get- 

ting other departments more involved in medium-term planning’; 

like Whitaker, he deprecated the prospect of the Department becom- 

ing ‘“‘an executive department” or some kind of ‘executive planning 

agency”. Such an outcome, he felt, “could lead to a very big depart- 

ment doing everything ... [and] would be a contradiction of the 

concept of planning.” He was not, on the other hand, “too dis- 

satisfied” with what had been achieved so far, since he felt that econo- 

mic planning had only really got under way with the Second Pro- 

gramme, the First Programme being “relatively simple” in com- 

parison.”” 

The similarity between Whitaker’s and Murray’s views and the 

Devlin Report’s recommendations both on planning and on the most 

appropriate future role for the Department of Finance is striking and 

suggests that, in these respects at least, calls upon the Minister for 

Finance to implement the Devlin proposals as soon as possible were 

favourably received.”! 

It remains to look briefly at the Third Programme (published like 

the Devlin Report in 1969) which covered the years 1969-72 and 

which was prepared against the background of the NIEC’s report on 

full employment. It was less detailed than the Second Programme and 

focussed upon the strategy rather than the detail of future develop- 

ment. Its most interesting feature, perhaps, was that it was designated 

as a programme for social as well as economic development. This 

emphasis on social development, the Third Programme stated, 

_.. does not mean that an acceptable level of national prosperity has been 

achieved, but rather that the stage has now been reached where more 

thought must be given to how the fruits of progress are to be used. We 

must avoid a situation where the pursuit of material progress becomes the 

exclusive goal of economic endeavour. 

As a nation, we have particular responsibilities at our present stage of 

economic development. Not only have we an obligation to ensure that all 

members of society share in economic progress; by extension, we incur 

with progress an obligation towards the under-developed countries of the 

world. We also have, by reason of Ireland’s late entry on the path of 

industrial development, an opportunity of learning from the lessons of 

other nations. The cost of economic growth — in terms of air and water 

pollution, traffic congestion, noise, dereliction of cities, destruction of 

visual amenity and natural life, not to mention the unquantifiable human
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costs of social and technological change — are only too apparent in the 
developed industrial countries. We must take care that in fostering tne 
industrial development that is the key to our future prosperity we do not 
unwittingly destroy the advantages — some of them increasingly scarce in 
Western Europe — with which we start. We must distinguish carefully 
between increases in gross national product and improvements in the 
quality of life of the nation. An advance in one does not necassarily mean 
an advance in the other; it may even mean the contrary.”” 

Such language is a worthy monument to the Third Programme’s 
place in the history of planning in Ireland. Written in the late evening 
of the sixties but before the dawning of the seventies, it reflects that 
easy if courageous assumption of material progress which so charac- 
terised the optimisin of the former together with that urgent environ- 
mental concern which is a hallmark of the latter. 

There has not yet been a Fourth Programme. Planning in the sixties 
depended on the assumption of reasonable stability in the rate of price 
increase, growth in world trade and on the acceptability of an as- 
sumed pattern of income distribution. The growing dependence on 
external trade for growth and the emergence of uncertainties engen- 
dered by accelerating world inflation, the oil crisis and the world re- 
cession ensured that the plans of the sixties were deemed unsuitable 
for the seventies. Furthermore, the increase in the population and the 
reversal in the early seventies of the emigration pattern of previous 
decades has also to be taken into account in assessing the appropriate 
form of planning. Past plans, dealing essentially with the need to in- 
crease incomes and employment tended to assume that the consequen- 
tial increase in government expenditure could be readily financed, 
but, as the Minister for Finance in his budget speech in June 1975, 
stated: ““Any future plan will have to be firmly grounded on realistic 
assessments of resources and on realistic programmes of public expen- 
diture, both current and capital. It will also have to deal explicitly 

with the inflationary side effects.’ 
More was revealed of the likely shape of such a plan in the course 

of the next budget speech, on 28 January 1976, which confirmed that 

the Department of Finance was engaged upon “‘the preparation of a 
new medium-term economic and social programme’ with “two 
essential elements.” The first concerned the overriding importance of 
competitiveness in the determination of incomes and the vital role of 

investment to achieve export led growth. The second concerned the
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allocation of income to investment not only for competitive purposes 

but also to provide for an expanding population and labour force.”* 

In September 1976, a government Green Paper set out to analyse 

the country’s economic problems and the conditions necessary for 

their solution. But, while the paper 

_. . indicates the broad lines of policy which the country should follow it 

does not contain a detailed blueprint for action over the next five years. 

That must await acceptance by the broadest sections of the community of 

the necessary disciplines and dedication to future growth without which 

the prospect of full employment must recede into the indefinite future.” 

External Economic Relations 

Economic planning, however, was only one of the three principal 

components in what the Department of Finance in the sixties 

envisioned as an “‘overall economic strategy directed towards promot- 

ing a high and stable rate of economic growth”. The other elements 

were external trade policy generally and, in particular, the question of 

accession to the European Communities. Although each is here 

treated separately, all three were seen ‘as integral parts of a total 

policy which had as its basic objective the stimulation by the State of 

private enterprise through improving and enlarging capacity in terms 

of investment and productivity.” The relationship between this kind 

of economic planning and an external economic policy was seen in 

turn as dependent upon accepting that 

(a) economic growth must be export-led; 

(b) the rapid and sustained expansion of exports — particularly indus- 

trial exports — depended on our capacity to raise the level of our 

competitive efficiency to that obtaining among our trading part- 

ners; 

(c) the gap in terms of competitive efficiency could not be closed with- 

out the gradual dismantling of protection.” 

But free trade, as T. K. Whitaker has pointed out, “was not univer- 

sally welcome and the original impetus towards it ran the risk of run- 

ning into the sands of frustrated isolation.””’’ The task of sustaining that 

impetus rested largely upon the Department of Finance and the early, 

critical phase of the free trade versus protection debate provides us 

with an example of how the new and more positive Finance approach 
worked in the post-1958 era.
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The process whereby Ireland moved from protection to free trade 
and Sean Lemass’s key role in that evolution has been charted in a 
recent article by T.K. Whitaker?® and needs no elaboration here 
other than to indicate how tenaciously Whitaker himself argued the 
anti-protectionist case in correspondence with the secretaries of the 
other economic departments and with the Governor of the Central 
Bank. It is of interest, too, to remark that McElligott (who then held 
the last-named post) was much the most fervent free trader of these 
correspondents and he at one point taxed Whitaker with seeming not 
to contemplate the need to reduce high tariffs unless forced to do so 
“by outside developments” — a charge the latter rejected out of 
hand”? — but then McElligott, on behalf of the board of the Central 
Bank, had gone on record as early as 1957 in favour of Ireland’s join- 
ine EFT A: 

In the last analysis, however, Whitaker saw the matter not as ‘‘one 
of economic theory but one that bears directly on our hopes of future 
development’’; and, rather than dwelling on the difficulties inherent 
in dismantling protection, he looked towards “the undoubtedly 
adverse consequences of being left stranded on a high and narrow 
protectionist plateau on which acceptable living standards could be 
provided only temporarily and for a diminishing number of our 
people.’*' For the protagonists of free trade in the Department of 
Finance, what was at issue was nothing less than the basic philosophic 
assumption underpinning Economic Development, which was outlined in 
a passage in its opening chapter: 

Sooner or later, protection will have to go and the challenge of free trade 

be accepted. There is really no other choice for a country wishing to keep 
pace materially with the rest of Europe. It would be a policy of despair to 
accept that our costs of production must permanently be higher than those 

of other European countries, either in industry or in agriculture. Our 

level of real incomes depends upon our competitive efficiency. If that 

must be lower than in the rest of Europe we should have to be content 

with relatively low living standards. With the alternative of emigration 
available we are unlikely, either as a community or as individuals, to 

accept such a situation for long unless it is seen as an essential part of a 

programme of national regeneration. The effect of any policy entailing 

relatively low living standards here for all time would be to sustain and 

stimulate the outflow of emigrants and in the end jeopardise our economic 

independence. Any little benefit obtained in terms of employment in 
protected non-competitive industries would be outweighed by losses
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through emigration and general economic impoverishment. If we do not 

expand production on a competitive basis, we shall fail to provide the 

basis necessary for the economic independence and material progress of 

the community. 

This quest for “the economic independence and material progress of 

the community”, the main theme of Economic Development, explains 

the emphasis upon the dismantling of protection and the evolution of 

an external economic policy. “One of the paradoxes of Irish life’, 

James Meenan has argued, “has been the coupling of insistence on 

political separation from Great Britain with the greatest reluctance to 

develop contacts outside these islands.’”>? We have already seen some- 

thing of the first weakening of that reluctance in the post-war years 

and its continued erosion now became a major preoccupation of the 

Department of Finance. 

The dismantling of protection was seen in the Department not only 

as an end in itself but as an opportunity to negotiate reciprocal conces- 

sions from other countries which would improve Irish marketing 

opportunities abroad. Hence the multilateral negotiations within the 

framework of the General Agreement on Tariffs and Trade (GATT) 

which led to Ireland’s becoming a contracting party to that agree- 

ment; hence also two major series of bilateral negotiations, first, with 

the United Kingdom (culminating in the Anglo-Irish Free Trade Area 

Agreement of 1965) and, second; with the European Communities 

(culminating in Ireland’s accession to the EEC in January 1973). 

Finance had argued for Irish participation in the GATT since July 

1960 because it was increasingly concerned with the kind of trading 

problems which obstructed the expansion of those Irish exports which 

were central to economic development: first, the problem of gaining 

favourable access for Irish agricultural exports to industrialised coun- 

tries which favoured protectionist policies and which might be eased 

by the GATT’s examination of the general question of quantitative 

restrictions on agricultural international trade; and, second, the eftect 

on all Irish exports of the setting up of the Communities and the 

EFTA, since all the members of both groupings (except Portugal) 

were parties to the GATT and thus subject to its provisions on the 

establishment of customs unions and free trade areas by members. But 

Irish accession was deferred until 1967 because of difficulties arising 

from Irish preferential arrangements with Britain and because of the 

ultimate failure of the initial British and Irish applications of 1961 to 

join the Communities.
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Ireland’s unilateral reduction in protective tariffs in 1963 and, again, 
in 1964 similarly derived from Finance’s conviction that continuous 
progress towards free trade was a sine qua non of economic develop- 
ment. The reductions originated in a proposal made by Whitaker to 
Industry and Commerce in July 1962 for a unilateral, across-the-board 
reduction of 10-15 per cent on imported goods. Whitaker argued that 
“there was a need to maintain a psychological impetus towards rapid 
adjustment to EEC conditions”’; that, regardless of whether the Irish 
application to join the EEC was successful, the greater industrial 
efficiency consequent upon increased competition was urgently neces- 
sary for Irish exporters; that “‘procrastination in making tariff reduc- 
tions would merely result in a faster rate of reduction on joining the 
EEC”’; that unilateral reductions “would provide an earnest of our 
determination to adapt ourselves to EEC conditions ... [which] 
would be evidence not only of our realism but of our expectation that 

we would be admitted to membership”’; and that the other countries 

then seeking admission to the EEC had already, “as members of 

EFTA”, significantly reduced their tariffs.°° 

These unilateral tariff reductions served as a launching-pad for the 

Anglo-Irish negotiations of 1963-64 in which Finance officials played 
a prominent part. The Irish objective throughout was to achieve an 

agreement which would facilitate the expansion of Irish exports on 

the scale envisaged in the Second Programme and which would be 

consistent with the eventual participation of both countries in an 

enlarged Community. Stress was laid upon the need to improve the 

Irish right of access to the British market for agricultural exports (then 
running at some 60 per cent of total exports and of particular signi- 

ficance in the context of the balance of payments), since access to the 
EEC market was no longer an immediate prospect. Both aims were 

largely achieved in the London agreement of 14 December 1965. 

The Department of Finance, “‘because of its central position in the 

administration and its prime responsibility for future economic de- 

velopment’, also initiated the debate on the broader issue of whether 

or not Ireland should join the EEC, which began in earnest in Nov- 

ember 1960 when the Taoiseach approved Whitaker’s suggestion that 

it should form the subject of a departmental review. This review, 

which assumed Britain would not join the EEC, concluded that 

. it did not seem that association in any form with the EEC, even if it 

included full integration of Irish agriculture in the Common Market with 

long-term price stability at a fairly high level, would afford as good a
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basis for the expansion of Irish agricultural production as would similar 

arrangements with the United Kingdom. It concluded that it seemed pru- 

dent to defer any decision on seeking association with the Six until it was 

possible to obtain all the benefits of such association without jeopardising 

the basic advantages Ireland possessed in the UK market.** 

But it soon became apparent that Britain might apply to join the 

EEC and, early in May 1961, another study — this time on the 

assumption of participation of both Britain and Ireland in the 

Communities — was prepared on the three alternatives which would 

then be open to Ireland: remaining out, full membership or associate 

membership. Remaining out was rejected as leading to ‘the inevitable 

loss of the British market’; as between full and associate membership, 

it was argued “that the undoubted balance of advantage for agricul- 

ture would lie in full membership. The determining factor would be 

industry’s ability to survive the dismantling of the existing tariff 

arrangements. Only by entering negotiations for full membership 

would it be possible to decide where the balance of advantage lay.” 

This opinion was endorsed at a series of inter-departmental meet- 

ings in early June 1961 and, on 30 June, the government published a 

White Paper,” prepared in the Department of Finance, setting out the 

case for an Irish application for full membership of the EEC. The fate 

of that application (when the negotiations were indefinitely adjourned 

after de Gaulle’s veto of British entry in January 1963) is well-known 

and the events preceding it need no recapitulation here. 

The mid-sixties saw, perforce, a redirection in the main thrust of 

the Finance initiative in external trade policy which now focussed, 

first, upon Anglo-Irish trading relations and, second, upon a reactiva- 

tion of the Irish application to the GATT. While the hope that 

Ireland might become a member of the EEC was never abandoned, 

Finance stressed the need to come to an interim arrangement with the 

British which would boost economic expansion by improving the 

British market for Irish agricultural products while reducing tariffs 

against Irish industrial goods. Mention has already been made of the 

Anglo-Irish negotiations of 1963-64 which went hand-in-hand with 

discussions with the GATT secretariat on how to reconcile accession 

to the GATT with Irish preferential obligations under the Anglo-Irish 

Trade Agreements. The GATT negotiations were protracted, how- 

ever, because of disagreement among the contracting parties about 

_procedures whereby new members might be admitted and by delays 

in the “Kennedy Round’’—negotiations then in progress in which
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Ireland participated on a “‘pre-entry’” basis; and, by the time the 

‘Kennedy Round” was formally concluded on 30 June 1967, the 

preferential problem had been disposed of under the terms of the 

Anglo-Irish Free Trade Agreement of 14 December 1965.°° 

The story of the second round of EEC negotiations, which began 

in September 1966 when the Ministers for Finance and External 

Affairs met members of the Commission in Brussels and discussed the 

continuing Irish interest in membership, does not concern us here. 

These negotiations, culminating in the signing of the Treaty of Acces- 

sion to the EEC on 22 January 1972, are described in the govern- 

ment’s White Paper.*’ The “responsibility for the negotiations was 

shared by the Departments of Finance and Foreign Affairs, the De- 

partment of Finance concerning itself with coordinating the prepara- 

tion of detailed material, chairing interdepartmental committees etc. 

and the Department of Foreign Affairs, in the main, leading discus- 

sions in Brussels.’’**® 

Ireland did not finally become a member of the EEC until 1 

January 1973 — Dr Whitaker has written of the economic advantages 

of the twelve year delay?? — and Finance has since become deeply 

involved in Community affairs. The Minister for Finance is a mem- 

ber of the Council of Economic and Finance Ministers and within a 

year of Ireland’s accession the then Minister, Richie Ryan, was chair- 

man of the Council; more recently, in 1977, the Secretary of the 

Department, Michael Murphy, became President of the Community's 

Court of Auditors and was succeeded as Secretary by Tomas F. O 

Cofaigh. 

The Years of Expansion 

A continuous expansion of the interests and responsibilities of the 

Department of Finance in the sixties and early seventies is, perhaps, 

what most clearly distinguishes developments in these years from the 

Department’s earlier history. The Department of Finance of, say, 

1955, was, for most intents and purposes, the Department of Finance 

of 1925; the Department of Finance of 1965 (still less the Department 

of 1975) was not. The necessity to embrace expansionist attitudes as 

never before is, then, a hallmark of the Department’s immediate past. 

Such expansion sometimes meant that the Department had to take on 

wholly new interests and responsibilities — accession to the EEC is a 

case in point; sometimes it has been rather a case of old interests 

taking on a novel and quite different hue — the Department’s role in
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underpinning the gilt-edged market is one such example.*” Expansion 

could thus lead either to new and onerous duties or to old responsi- 

bilities appearing in a new and more challenging guise or, more 
simply, to a vast quantitative increase of responsibilities which had 
always fallen to the Department — the growth of the work required 

in the preparation of budgets is one obvious instance. While it would 

be beyond the scope of this epilogue to chart such a pattern of growth 
in its full complexity, we can briefly indicate its impact in three policy 
areas with which the Department had always been closely concerned: 
financing of government expenditure, monetary policy (including 
banking) and fiscal policy.*! 

Financing of Government Expenditure 

The rapid growth of government borrowing over the last twenty 

years was one major problem engaging the attention of the Depart- 

ment’s officials in the finance division. Until the late fifties, govern- 

ment borrowing was largely limited to small savings subscribed by 

the public and to periodic national loans, issued annually after 1950. 

The introduction of the public capital programme (the implications of 

which will shortly be examined in more detail) gave the initial 
impetus to this increase in borrowing and led to the introduction of 

such sources of finance as exchequer bills and other new savings 

schemes — prize bonds, for instance. The sterling deutsche mark 

issue of 1966 which was followed, particularly after 1969, by many 

public issues and private placements in other cur encies, meant that 

the Department’s officials had to acquire the expertise necessary to 

raise loans on international markets. One statistic suffices to indicate 

the scale of growth: the government’s foreign debt, which in 1960 

had been limited to a Marshall Aid commitment of some £43 million, 

had grown to £560 million (at current exchange rates) by 31 Decem- 
ber 1975, 

The growth in government borrowing was mirrored by a corres- 

ponding growth of the gilt-edged market as a source for this borrow- 

ing. The Department played an active part in the development of a 
more sophisticated gilt-edged market, following the presentation, in 
1968, of a Central Bank report on what might be achieved by a 
money market in which government stocks were fully marketable and 
which might lead to the repatriation of Irish funds invested abroad 
and to investment in government securities by major Irish financial 
institutions. The use of Departmental funds to purchase and sell stocks



Epilogue 613 

made possible a policy “whereby the Central Bank, in the short-term 

stocks, and the Department in all others, engaged in much larger 

transactions than hitherto and gradually instilled confidence by sup- 

porting the market.” After 1971, this policy was supplemented “by a 

system of creating tranches of existing stocks as a method of ensuring 

a wide range of securities of various interest rates, prices and maturi- 

ties for all investors.”’ Flexibility was again the aim of the decision to 

issue the annual national loan (no longer as important as hitherto 

under the new system) as an “open ended” loan after 1971. One statis- 

tic again adequately reveals the scale of growth: the amount of out- 

standing government securities grew from £183 million in 1960 to 

£500 million in 1970, to £1,400 million in early 1976, with corres- 

ponding increases in the net sales of government securities and the 

turnover of gilt-edged stocks. 

Increased borrowing requirements also led, in 1970, to a decision to 

establish a new section in the Department’s finance division ‘to moni- 

tor the overall financial resources of the Exchequer and to prepare 

forecasts on an annual and multi-annual basis of tax revenue, non-tax 

revenue and Exchequer capital resources’, to forecast expenditure and 

to monitor receipts and expenditure on Central Fund Services. 

Monetary Policy and Banking 

Monetary and credit policy increasingly demanded the attention of 

the Department’s officials after 1960 because of the rapid expansion of 

the economy and, later, because of problems of inflation, both of 

which focussed attention “‘on the role of the money supply and the 

availability, distribution and cost of credit’. Consideration of these 

problems led to close cooperation between Finance and the Central 

Bank and to a continuing expansion of the latter’s functions. In 1965, 

for the first time, the Bank laid down guidelines on domestic credit 

creation to the associated banks; again, in 1968-69, the bulk of the 

associated banks’ external assets were transferred to the Central Bank, 

giving it effective control of the country’s external reserves other than 

those held privately. 

These years also saw the expansion and rationalisation of the Irish 

banking system: new banks were set up and foreign banks opened 

Irish branches. The Department of Finance became increasingly 

preoccupied with the question of the control and supervision of banks 

and the result was the drafting and enactment of the Central Bank 

Bill 1971, which gave powers to the Central Bank to licence and
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supervise banks and increased its powers to regulate credit and the 

money supply. The Department was also anxious at this time “to 
promote the consolidation of the domestic banks into larger units able 

to withstand foreign competition and develop a more dynamic ap- 

proach to banking in tune with the needs of an expanding economy’; 

it therefore welcomed the Bank of Ireland’s takeover of the Hibernian 

Bank in 1958 and of the National Bank’s Irish business in 1966. In the 

same year, the Munster and Leinster Bank, Provincial Bank and Royal 

Bank of Ireland decided to amalgamate and form Allied Irish Banks. 

Finance was also the government department most intimately in- 
volved with the implementation of the government’s decision (an- 
nounced in the Minister for Finance’s budget speech in 1968) to 
introduce a decimal system of currency. The Irish Decimal Currency 

Board was established in June 1968, under the chairmanship of one of 

the Department’s assistant secretaries (S. F. Murray), to prepare for 
the formal changeover on 15 February 1971. 

But the rapid changes in monetary policy were not confined to the 
domestic arena: Irish membership of the World Bank and of the Inter- 
national Monetary Fund, since 1957 in both instances, had weighty 
implications for the decade ahead. The quest for financial aid from the 
World Bank was not vigorously pursued by the Department until the 
nineteen sixties when external capital was needed to help finance the 
growing public capital programme. But it was 1969 before the Bank 
made its first loan, since when it has made seven loans totalling $122.5 
million, for Irish projects relating to electricity generation, educa- 
tional development and industrial and agricultural credit. More re- 
cently, however, the Bank has been concentrating upon loans to de- 
veloping countries in the Third World and, in 1973, Ireland trans- 
ferred from Part II to Part I membership of the International Develop- 
ment Association (the World Bank agency which makes loans on 
preferential terms to the developing countries) — a transfer which 
meant in effect that Ireland chose to be grouped with the economic- 
ally more advanced, as opposed to the developing countries, and one 
which entailed an additional commitment to contribute to the Inter- 
national Development Association’s resources. 

Irish membership of the IMF has similarly led to significant changes 
in monetary policy, the implementation of which engaged the atten- 
tion of the Department’s officials. One such change, in 1961, “‘in- 
volved making Irish currency freely convertible for current transac- 
tions and the avoidance of restrictions on current payments.” Ireland
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borrowed $22.5 million from the IMF in 1966 and later participated in 

its special drawing rights scheme to supplement reserve assets. Depart- 

mental officials have since served in the IMF and, in September 1977, 

the Minister for Finance, George Colley, presided at its annual 
general meeting. 

Fiscal Policy and the Role of the Budget 

Fiscal policy expanded rapidly after 1960 and the budget’s role 

“evolved far beyond the original housekeeping one of balancing 

expenditure against income’’; it was seen instead “as a major instru- 

ment for regulating economic activity and influencing the allocation 

of resources”. The budget’s redistributive role has also grown: when 

Jack Lynch was Minister for Finance, for example, he described his 

budget of 1965 as “a social services budget’’; and, between 1960 and 

1975, current government expenditure on the social services grew 

from £50 million to over £500 million. Major changes in the taxa- 

tion system have included the introduction of PAYE and VAT, and 

changes have also occurred in the areas of company taxation, death 

duties, farming, capital taxation, mining and offshore petroleum and 

the extension of double taxation agreements. A unique feature of 

Charles J. Haughey’s term of office as Minister for Finance was his 

interest in culture and the arts which found expression in the provi- 

sion — in the 1969 Finance Act — for relief from income tax in 

respect of certain earnings from original and creative works of 

writers, composers, painters and sculptors. 

Entry into the EEC has also entailed budgetary changes, since the 

Commission requires a budgetary statement in a new format and 

monthly returns of budgetary developments, while the Council of 

Finance Ministers adopts budgetary guidelines in advance. Another 

consequence of EEC membership which threw a heavy burden upon 

the Department’s officials, was the decision to bring the Irish financial 

year into line with the original six member-states of the EEC; this 

entailed a change in 1975 from the traditional April—March basis to 

the calendar year for the exchequer and local authorities. 

Appraisal of the Public Capital Programme 

In June 1967, the heavy and rapidly growing demands on resources to 

finance the First Public Capital Programme caused the government to 

authorise the Minister for Finance to carry out an appraisal of the
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Programme “by considering the cost of each of the constituent items 

of the Programme in relation to the economic and social benefits 

which it yields or may be expected to yield to the community.” This 

appraisal generated new ideas with regard to the planning and budg- 
eting functions in the Department of Finance, if not in the public 
service at large. 

A working group to carry out the appraisal was set up in the De- 
partment under the chairmanship of the assistant secretary in charge of 
the finance division, Sean F. Murray. It drew its members from gov- 
ernment departments and state bodies, as well as from outside the 
public service; Dr Martin O’Donoghue of Trinity College was con- 
sultant to the group.* The group divided the Public Capital Pro- 
gramme into fifty different areas of investment and, within about two 

years from the start of this process in early 1968, completed twenty- 
seven individual reports covering the costs and economic and social 
benefits of almost all of these areas. 

In November 1968, their interim report to the Minister for Finance 

pointed out that they had been “‘particularly struck by the number of 
instances in which there was no precise definition of the aim of the 
expenditure, the objectives by which it was to be achieved or of the 
total costs and total benefits expected.’’ The report argued that what 
was needed was the introduction of the programme budgeting system, 

then being developed elsewhere, notably in the United States, and 

already under investigation in the Department.*? The theory of pro- 
gramme budgeting is well documented elsewhere;** suffice it to say 

here that the system sought to emphasise, “in all areas of public 
expenditure ...the definition of objectives; the identification and 
quantification of expected costs and benefits; the projection of costs 
and benefits, annually and globally and for a reasonable period ahead, 
and the continuous review and updating of plans.’’** Less than three 
months after the presentation of the interim report, both Whitaker 

and C. H. Murray urged the advantages of the system on the Devlin 
Group* and it duly received prominent mention both in the Devlin 
Report and in the Third Programme. 

Thereafter, the introduction of programme budgeting rapidly 
gained momentum. The technical demands of the system and the 
shortage of skilled personnel led the Department to promote the de- 

*Dr O'Donoghue became Minister for Economic Planning and Develop- 

ment after the 1977 change of government.
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velopment of analysis and management accounting and, in a matter of 
a few years, to secure the appointment of management accountants to 
some eight departments with no previous tradition of management 
accounting. By 1975, all departments were able to present multi- 
annual expenditure proposals in a programme format. But, more re- 
cently, “constraints such as the absence of a medium-term macro- 
economic framework and lack of familiarity with programme con- 
cepts and material at different decision-making levels have resulted 
...in the replacement, as a short-term development target, of pro- 
gramme-oriented budgeting by multi-annual budgeting of a more tra- 
ditional kind.’’4* 

One noteworthy feature of this period of budgetary innovation was 
the wide range of contacts established by the Finance officials con- 
cerned with their counterparts in other national finance administra- 
tions — in Belgium, Canada, France, Norway, Sweden, the United 

Kingdom and the United States. These widespread and direct inter- 
national contacts were in striking contrast with the Department’s 
earlier history when its officials tended to rely almost exclusively on 
the British Treasury for advice and cooperation.*’ 

The Personnel Function 

Until 1 November 1973, when the Department of the Public Service 

was formally established, the personnel function of the Irish civil ser- 

vice remained the responsibility of the personnel (formerly the estab- 

lishment) division of the Department of Finance. The implications of 

that development for the structure and organisation of the Depart- 

ment have already been discussed and it now remains to trace how the 

rapid growth of the Department’s responsibilities affected the exercise 

of that function before 1973. 

In the nineteen sixties pay increases were widespread in the com- 

munity and the personnel division was continually preoccupied with 

the pay and conditions of civil servants. The Industrial Relations Act 

1969 brought industrial employees of departments within the ambit of 

the Labour Court for the first time. 

The personnel division was also becoming increasingly concerned 

with the pay and conditions of groups outside the civil service and in 

1971 responsibility for the pay of teachers, gardai and the army was 

transferred to the division. During this period there were four major 

investigations:
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1) the Quinn Tribunal, which reported in 1966 on the pay of 

clerical recruitment grades in the public sector, 

2) the Ryan Tribunal, which reported in 1968 on the pay of 

teachers, 

  3) the Conroy Commission, which reported in 1970 on the pay 

of gardai, and 

(4) the Review Body on Higher Remuneration in the Public 

Sector, which reported in 1972, having conducted a review 

covering members of the government, parliamentarians, the 

judiciary, top civil servants, top local authority and health 

board officials, and chief executives of state-sponsored bodies. 

Moreover, “the growing dependence on the exchequer of such 

bodies as universities, health authorities and voluntary or state- 

sponsored bodies meant that increases in salaries for staff in these areas 

had to be met by the exchequer although the grant of such increases 

was not under the direct control of the Department of Finance.” 

Government policy, formulated against the background of the 

Third Programme and the NIEC reports on the economy led to the 

establishment of the National Prices Commission and the 

Employer-Labour Conference and, ultimately, in December 1970, to 

the first national pay agreement. For the first time the government 

was represented in its capacity of employer on the general negotiating 

team of employers; the private sector and the state-sponsored bodies 

were the other participants. The personnel division also played an 

active part in the institutions set up by the Employer-Labour 

Conference — the steering committee, adjudication committees and 

interpretation committees — and this brought it face to face with 

problems of pay and industrial relations in the private sector and their 

possible impact on the public sector. 
Entry into the EEC involved negotiation on Irish staff quotas and 

acceptance of obligations in the employment field; these had largely 

been anticipated by the recommendations of the Commission on the 

Status of Women, on equal pay for women in the public service and 

the removal of the marriage bar.** 

Changes in Management and Business Methods 

New policies demanded new administrative and technical skills. An 

organisation and methods training section, established in the personnel
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division in 1960, provided training and courses on organisation and 

methods, and on automatic data processing. More than thirty weeks 

of training were provided in 1965 and, by 1971-72, this had increased 

to some seventy-five “management and role courses’. By 1970 the 

organisation and methods unit was advising the civil service as a 

whole on office machinery and equipment, the use of management 

consultants and the general development of organisation and methods 

techniques. The work of the automatic data processing unit ac- 

celerated when a computer system was installed in the office of the 

Revenue Commissioners in 1966 and this led to the establishment of 

the central data processing services unit which installed its own com- 

puter at the Public Service Computer Centre at Kilmainham in 1973. 

Another innovation was the establishment of a work survey unit in 

1968 to grapple with the ever-growing problem of expanding staff 

numbers. This in turn gave rise to the 1969 decision to encourage the 

application of management by objectives (MBO) in the civil service. 

MBO seminars and courses for senior officials, organised in conjunc- 

tion with the Institute of Public Administration were intended to 

produce greater managerial effectiveness, particularly in relation to 

programme budgeting.*” 

Problems of Recruitment 

Lack of competitive remuneration, the poor public image of the 

public service, excessive delays in recruitment, and the Irish language 

requirement were the four reasons adduced by the Devlin Report for 

a concern about recruitment, increasingly evident in the Department 

of Finance in the late sixties.°” The growth of the civil service (37.5 per 

cent during the decade) and the growth, in particular, of the 

specialised activities for which there was a paucity of qualified can- 

didates (combined with the increased tendency for school-leavers, 

who had formerly entered the civil service about the age of eighteen, 

to go to universities) further exacerbated the problem which occupied 

a significant place in what all three of the senior Finance officials said 

to the Devlin group. Whitaker, for example, argued that the civil ser- 

vice was “fighting a losing battle against other sources of employ- 

ment: it is no longer the principal or only avenue of employment for 

bright young school leavers’, and he thought, too, that competition 

from other sources militated against recruitment more than “‘image’’. 

He argued that
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_.. we have moved beyond the era of patronage and we are losing too 

much by insisting on the old protective procedures once necessary to safe- 

guard against the exercise of patronage. The idea that people so want to 

enter the civil service that they are prepared to sit for examinations and 

wait long periods for results is no longer valid. It is no longer necessary to 

recruit people permanently; young people today like to move from one 

job to another and the very idea of a civil service post as a permanent job 

is tending to work against us," 

C. H. Murray similarly looked forward to ‘‘a situation emerging in 

which, for special needs, the possibility could be held open for out- 

siders to come in for short periods, say, two years’, although he 

acknowledged that the Department of Finance’s past efforts on these 

lines had been discouraging. He referred, for example, to a special 

competition for economists in 1959 which got a very limited response; 

in a later competition only two of the six people chosen presented 

themselves; and the experience had raised doubts about the validity of 

such competitions for posts of this kind. 
‘In this small country”, Murray argued, 

it should be possible to rely, to some extent at least, on word of mouth to 

identify people suitable for short-term posts. There is something formal 

and off-putting about going through the Civil Service Commission or an 

interdepartmental competition for such posts. Our whole approach to re- 

cruitment is geared to 19th century thinking and to meet issues which 

were more relevant to that century than to the present. This is an area 

where a strong line will have to be taken. We cannot afford the luxury of 

an elaborate system of recruitment which does not get us the people we 

want. 

The official immediately responsible as the assistant secretary in charge 
of the personnel division, Seamus O Conaill, was also gloomy about 

recruitment prospects and, while elaborating in some detail upon the 

problem, spoke about the steps that had already been taken “to go 
direct to the universities, ‘sell’ a career in the civil service and be 

available for further consultations.’’>? 
Here, too, then, changes recommended by the Devlin Report re- 

flected a recognition of the need for a change in the higher reaches of 

Finance. The result was the establishment of a special recruitment sec- 

tion in the department’s personnel division in 1971 which was sub- 

sequently incorporated in the Department of the Public Service. Here 
rests responsibility for all recruitment questions, as well as for such
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matters as promotions by confined competitions and liaison with the 
EEC Commission on the employment of Irish nationals.%4 

Civil Service Numbers 

The seemingly unending increase in civil service numbers, which so 
exercised Finance officials in the thirties and, to a greater or lesser 
extent, ever afterwards, has posed still more acute problems in recent 
years. The dramatic growth of the establishment function may be seen 
from the attached table and, more simply, from the fact that the civil 
service increased by nearly 50 per cent in these years — from 28,000 
in 1960 to 41,000 in 1973. Most of the growth occurred towards the 
end of the period and this has been attributed to 

... the provision of new public services and the improvement of existing 
ones, particularly in the areas of education, social welfare, agriculture and 

posts and telecommunications....The staff of the Revenue Commis- 
sioners had to be expanded to handle the collection of the growing 

amount of revenue required to meet the cost of the expanding public ser- 

vices and the Department of Finance itself grew in size as it took on a 

more developmental role in the management of the economy... The 

preparatory work leading to Ireland’s entry to EEC called for more posts 
in most departments, particularly the economic departments and Foreign 
Affairs.* 

Seamus O Conaill echoed the lamentations of his predecessors 

when he told the Devlin group that, “while heads of departments 

would all agree that the functions of their departments should be 

carried out with the greatest economy of staff, in practice day-to-day 
pressures cause them to look for additional staff when a new service is 

added or an existing service enlarged.’”° 

The Personnel Function and the Restructuring of the Public Service 

The Devlin Report, Professors Lynch and Chubb have argued in 

their study of economic development and planning in Ireland, is “a 

document of such breadth and sweeping vision that it cannot but have 

a tremendous impact on the whole pattern of administration’; its re- 

commendations, if “far-reaching”’, are “in no sense radical. They are 

aimed at enabling the public service to deal with the problems of 

public administration that face any government in the second half of 

the twentieth century.’*” While the fate of one of the Report’s main 

elements — the recommended separation of policy-making from
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execution, by the creation of aireachts and executive units — is still 

unclear, something of that impact has already become apparent, and 

this is nowhere more true than in respect of the personnel function 

formally exercised by the Department of Finance. 

Growth in Total Civil Service Establishment 

Supervisory 

Minor and 

Administrative Manipulative 

Executive Staff Grades, 

and Officers Professional mainly 

Departmental and and Posts and 

At Total Related Clerical Technical Telegraph 

1 January Grades Grades Grades staft 

1960 25,000 2,850 6,300 2,300 13,500 

1961 28,108 2,900 6,350 2,300 13,600 

1962 28,910 25935 6,379 2,301 13,651 

1963 29,728 295 6,645 2,391 14,065 

1964 30,383 2,958 6,730 2,496 14,478 

1965 31,675 3,054 6,964 2,622 15,200 

1966 32,609 3,182 7,125 2,714 15,590 

1967 32,965 3,201 7,276 2,823 15,625 

1968 33,689 3,409 7,412 2,909 15,822 

1969 34,506 3.577 7,556 3,095 15;923 

1970 36,250 BPA!) 7,845 3,176 17,033 

1974 38,019 3,961 8,146 3,258 17,869 

1972 39,364 4,163 8,670 3,396 18,100 

1973 41,340 4,553 Wiley 3,562 18,797 

1974 44,749 4,892 10,501 3,686 20,116 

Notes: (a) Not all the categories of civil servant which go to make up the total establishment 

are shown in the four right-hand columns; only the principal groups are given. 

(b) The precise figures for the individual categories are not available for 1960 and 

1961: the figures in the four component columns for these two years are approx- 

imate. 

The personnel or establishment function has loomed large in this 

history: since the appointment of C. J. Gregg, throughout the years in 

office of his immediate successor, H. P. Boland, and afterwards, the 

establishment function was commonly regarded as intrinsic to the 

proper exercise of financial control which, in turn, was seen as the 

very heart of the Department’s raison d tre. Now that function has 
been removed from the Department and rests instead with the new
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Department of the Public Service. Notwithstanding the caveat 
entered earlier in this epilogue about the folly of attempting historical 
judgements after so short a space of time, it might seem that never 
before in its history has the Department of Finance suffered so great a 
diminution in its power and influence. A brief assessment of what the 
most senior officials in the contemporary Department thought about 
the personnel function would seem, therefore, as appropriate a point 
as any upon which to conclude this book. 

“The existing arrangement of having the personnel function in the 
Department of Finance has worked well enough in practice’, Seamus 
O Conaill told the Devlin group: 

The head of personnel division has always had a large measure of au- 
tonomy. The Secretary is normally involved only in major issues and par- 
ticularly in matters with significant Exchequer repercussions. The head of 
personnel division has direct access to the Minister but the Minister is not 
unduly burdened with personnel matters; he is concerned mainly with the 
broader issues and, of course, he is a court of appeal for other ministers 
whose departments have failed to get all of their way at official level. 

Where, O Conaill asked, if the arrangement were to be changed, 
would the personnel function be placed? One alternative was the 
Taoiseach’s Department but, in the Irish government system, the 

Taoiseach did not take on executive functions; “if personnel went to 
the Department of the Taoiseach, it could not expect a high priority”. 

Again, 

... if a parliamentary secretary were given responsibility for it, he would 

carry less weight than the Minister for Finance. If there was a separate 

department for personnel, it would be likely to be under a junior minister 

and again he would carry less weight.... No great advantage would 

appear to lie in having it under a statutory board, unless it had some re- 

porting relationship with the Department of Finance. A statutory board 

operating in isolation could easily get into conflict with ministers.” 

C. H. Murray told the Devlin group that 

.. it would, theoretically, be possible to take the personnel function 

away from the Department of Finance and put it in the Department of the 

Taoiseach. The difficulty here is that the Taoiseach might not want to get 

involved with such a specific activity. The Department of the Taoiseach 

would also have to get staff to undertake the function which could just as 

efficiently be undertaken by the Department of Finance. It knits in closely 

with the functions of the Department, and has the incidental but impor-
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tant advantage of providing it with a means of exerting some influence 

over the other departments.” 

Whitaker, too, acknowledged that 

. it is not absolutely essential chat the personnel function should be in 

the Department of Finance. However, if it was moved... it would either 

have to have a separate existence as in England or be put under either the 

Department of the Taoiseach or Labour. If it was a separate department, 

there is the danger that a junior minister might be put in charge if person- 

nel was not regarded as leading to a political future. The Taoiseach should 

not be bothered with administrative problems and the only real link the 

Department of Labour has with personnel is in the incomes policy aspect. 

He, also, stressed the virtual autonomy always enjoyed by the person- 

nel division within the Department of Finance.°° 

The Devlin Group did not contradict these arguments in substance, 

some of which, indeed, were adduced to support their recommenda- 

tion that “‘the organisation and personnel functions will always have 

regard to financial considerations and, to that extent, it is correct that 

they should continue to report to the Minister for Finance although 

enjoying the status of a separate department.” The weaknesses they 

discerned within the pre-1973 system derived “from the subordination 

of organisation and personnel to the budgetary function within the 

Department of Finance” rather than from any desire to question that 

ministerial responsibility for the personnel function should rest with 
the Minister for Finance.° 

Thus the inauguration of the Department of the Public Service was 

not necessarily antagonistic to the best interests of the Department of 

Finance as conceived by that Department’s senior officials; indeed, it 

might well be regarded rather as a natural extension and administra- 
tive rationalisation of the former system whereby, ever since the days 

of C. J. Gregg, the Department’s assistant secretary in charge of estab- 
lishment had enjoyed the right of direct access to the Minister for 

Finance. The inauguration of the new Department also reflects the 

more positive attitude of Finance officials to their role in government 

and administration, which has developed over the last decades. In 

considering the significance of the Devlin proposals for the Depart- 
ment of Finance, we should remember, finally, that this more positive 

role was vigorously endorsed. ‘““The finance function is inextricably 
intertwined with the economic planning function’’, declared the 
Report; “‘the budget is not only the summary of the national accounts;
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it is, perhaps, the main weapon in the Government’s economic 
arsenal.’’ It was for this reason that the Report accepted “‘unreservedly 
the present organisational arrangements whereby the economic plan- 
ning function on its creation, was attached to the Department of 
Finance.’ 

But if the Devlin Report must be placed in the context of an 
unwonted quest for new: directions manifest in the Department of 
Finance after Economic Development, it would be rash indeed to assume 
that the Department’s officials had not earlier addressed themselves to 
the larger problems it set out to solve. Change there may have been; 
continuity there certainly was. 

Are we, therefore, to infer that our institutions of parliamentary democ- 
racy, with ministeral control and a non-political civil service, provide a 
key to the solution of all conceivable problems of public administration? 
An affirmative answer would require much qualification as already there 
are many problems in sight which demand further progress in the de- 
velopment of administrative technique if we are to preserve the utility of 
representative institutions and, at the same time, secure executive effi- 
cency. The tasks of the State are continuing to spread to fields in which it 
becomes an ever-growing difficulty to devise methods which will be con- 

sistent with parliamentary democracy and, at the same time, adequate for 

the attainment of the new objects.” 

The problem was thus posed neither in this decade nor in the last, 
but some thirty years ago, by the founding father of the Department 
of Finance, Joseph Brennan. Perhaps, in the last analysis, the great 

questions compelling the Department’s attention may not have 
changed so very much. 

POSTSCRIPT 

The change of government consequent upon the general election of June 

1977 saw George Colley succeed Richie Ryan as Minister for Finance and 

Minister for the Public Service. The new government decided to establish a 

new department — the Department of Economic Planning and Develop- 

ment — with Martin O’Donoghue as Minister. As a result of this change 

the Department of Finance was reorganised into three divisions: the Finance, 

Central Budget and Public Expenditure divisions.
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The modern Department of Finance revealed in the Epilogue is, then, 

very different from the Department of Finance as it had endured for 

close on four decades, and it is to the history of the “‘old’’ Department 

that we must now, finally, return. The spirit of change and innova- 

tion, the rapid expansion of responsibilities, the growing participation 

in Europe and a wider world, and other such characteristics of the 

present-day Department, form no part of this earlier history. Perhaps, 

indeed, the single outstanding characteristic of the first thirty-five 

years of the Department’s history is the absence of change, a remark- 

able continuity reflected both in the Department’s organisation and 

personnel. Thus, in the first instance, the traditional tripartite structure 

of the Department’s finance, establishment and supply divisions re- 

mained until 1961; in the second, above all, in the person of J. J. 

McElligott, who became assistant secretary in 1923, was appointed 

Secretary in 1927 and continued to hold that post until 1953. So, too, 

with McElligott’s immediate successor, O. J. Redmond, who was one 

of the handful of officials transferred from the British civil service to 

serve in the provisional government's newly inaugurated Department 

of Finance in 1922 and whose first civil service appointment was back 

in 1906. 

Given such continuity in organisation and personnel, it is hardly 

surprising that there was a no less noteworthy continuity in policy. 

That the budget must balance annually was not seriously questioned as 

the first principle of budgetary policy until the introduction of the 

1950 capital budget; and the preoccupation with economy and re- 
trenchment was likewise reflected in the relatively slow increase in the 

public debt (from some £14 millions in 1926 to £81 millions in 1946, 

which must be compared with an eight-fold increase over the next 

twenty years). 
Critics of the Department of Finance have tended to equate this 

extraordinary continuity with stagnation, and, certainly, that Finance 
officials did not then conceive of their Department as an instrument 
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for change cannot be gainsaid. But, for them, continuity meant 

stability rather than stagnation. The passion for change which in- 

evitably accompanied the drive for growth, so prominent in shaping 

the climate of opinion of Ireland in the sixties, is a poor guide to the 

frame of mind of the men who had charge of the fortunes of the 

Department of Finance in earlier decades. It is a particularly poor 

guide if one seeks to understand the value those men placed upon 

stability. The key to such understanding lies rather in the circum- 

stances in which the Department of Finance was established in 1922 

when, after two years of chaos and disorder which accompanied the 

Anglo-Irish war, civil war threatened to tear the infant state apart. 

Brennan and Owen Redmond, let it be recalled, worked in Govern- 

ment Buildings in Merrion Street under heavy military guard, in 

what sometimes amounted to siege conditions, throughout the civil 

war which was still in progress when McElligott joined the Depart- 

ment. Nor should it be forgotten that the Department's first major 

retrenchment campaign, in the Department of Defence estimates, was 

followed by the so-called “Army Mutiny” of 1924. 

That the administrative institutions of the new state were set on a 

firm footing is, for the present generation, a matter of record. For 

Brennan, McElligott and their colleagues, however, it was the first 

goal they had to achieve. Ten years were to elapse, moreover, before 

it was clear that their achievement could survive a change of govern- 

ment or, indeed, that a change of government could take place in the 

new state by means both peaceful and democratic. 

Although the earliest chapters of this work have pointed to the con- 

clusion that the phase in the Department's history there described as 

“the search for stability” effectively ended in 1924, the stability then 

achieved was, at best, tenuous, not least in that the Finance officials 

largely responsible for it were unsure whether they would lose their 

jobs in the event of a change of government. Under such circum- 

stances, it is hardly surprising that the abiding impression left by the 

Department’s history from 1924 to 1932 is one of little or no change, a 

period with few clearly defined landmarks. 

Yet the very absence of landmarks, the lack of drama in these years, 

testified to the nature of an achievement greater than the most 

sanguine Finance official might have hoped for in the troubled days of 

1922-24, an achievement that was as unspectacular as it was sig- 

nificant: namely, that the financial administration and the civil service 

of the new state were working smoothly, quietly and in accordance
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with the principles and procedures laid down by the officials who had 

first established and who now controlled it. Today, when Irishmen 
tend to take for granted the exercise of an independence now enjoyed 
by their state for more than half a century, the significance of that 
achievement may be too easily underestimated. The Brennan/Mc- 
Elligott estimate of that same achievement was very different. 
Brennan’s early civil service career in the chief secretary’s office in 
Dublin Castle was blighted by an under-secretary, Sir John Taylor, 
who made no secret of his belief that Brennan, like all other Irish 

Catholics and nationalists, was untrustworthy and had no place in the 
administrative cadre of the civil service; Brennan had incurred further 

and particular opprobrium by his complaints about the British troops 

who ran amok in his home town of Bandon. McElligott had been dis- 

missed from the civil service for his part in the Easter Rising — a fate 

Brennan might well have shared, had his secret assistance to Michael 

Collins in preparing the Irish financial case during the Treaty nego- 

tiations become known to his then superiors in the Castle. 
Yet at the same time both men were wedded to the classic ortho- 

doxies of British financial administration and to the full rigours of 
Treasury control. The dichotomy is striking and, taken together with 
the traditional and facile assumption of twentieth-century Irish poli- 
tical life that the most patriotic Irishman is he who spurns all things 
British, helps explain why the quality of Brennan’s and McElligott’s 
patriotism has been called into question in some quarters. In fact, 
theirs was a patriotism which sought to prove that native Irish gov- 
ernment could be good government and to refute the classic Unionist 
objection to the Irish demand for independence: that the Irish were 
not fit to govern themselves. Again, fifty years on, refutation may 
seem gratuitous, but, when the first blossoms of independence had 
been shrivelled by the icy winds of civil war, whether good govern- 
ment and orderly administration could be established was an open 
question for Brennan and his colleagues in the Department of Finance. 
Nor should one underestimate the strength of their determination to 
prove, above all to their erstwhile civil service colleagues in London 
and Belfast, that proper procedures could be quickly established in 
Dublin. One notable example of the residual prejudice they en- 
countered was the marked reluctance of the Dublin bankers to give 
them the necessary financial support when they were investigating the 
prospects for the first national loan. McElligott’s London celebrations, 
once he knew the loan’s success was assured, became part of the De-
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partment’s early folklore and aptly symbolised a wholly justifiable 

sense of achievement. 

A certain pioneering spirit, none the less tangible for being 

nowhere explicitly recorded in the sober minutes of official files, 

attached to this sense of helping to build the foundations of the new 

state and was a factor in inducing men like Sarsfield Hogan and the 

talented group of successful candidates in the first junior administra- 

tive examination in the mid-twenties to join the Department. These 

were days, moreover, when much was done by few. The very small- 

ness of the Department enhanced its officials’ sense of belonging to an 

élite, and élitist sentiments were further fostered by the Department’s 

exercise of powers which in practice proved greater than the powers 

it has subsequently possessed. 

We are here speaking, not of the Department's powers as formally 

defined by constitution and statute, but of how those powers were 

circumscribed by the attitudes and actions, first, of the members of the 

government of the day and, second, of other government depart- 

ments. In this respect at least, the years 1924-32 may fairly be desig- 

nated the years of ascendancy of the Department of Finance, years 

when the Department’s authority was but rarely challenged and 

Finance policies rarely questioned. This ascendancy derived from the 

extraordinary confidence reposed in the leading Finance officials by 

the heads of government, Michael Collins and, above all, W. T. 

Cosgrave, both of whom held the Finance portfolio contemporan- 

eously with the first place in the government — not until 1966, when 

Jack Lynch became Taoiseach, was an Irish government again headed 

by a man who had served as Minister for Finance. Ascendancy fol- 

lowed, too, from the fact that the civil war and the concomitant cir- 

cumstances of the birth of the new state denied ministers the op- 

portunity of independently examining the financial and administrative 

policies proposed by Finance. That these ministers were erstwhile re- 

volutionaries with, in most cases, scant experience of such matters, 

contributed to the same result. Ministers, moreover, shared a common 

concern with their civil servants that the affairs of the new state 

should be conducted in accordance with proper procedure. That the 

Department of Finance was a new Department (unlike, say, the De- 

partment of Agriculture), and was established at the same time as a 

new government, cemented this bond. 

Similar factors explain the unsurpassed ascendancy over the officials 

of these other departments which Finance officials enjoyed during
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these years. Instances of other departments challenging the Finance 

attitude to the extent of making a separate submission to the govern- 

ment on matters under dispute are much rarer during the twenties 

than at any time subsequently. Few heads of other departments 
enjoyed the government’s collective confidence as did Brennan and 
McElligott and few had entered the government’s service in 1922 
with high reputations won elsewhere. Finance officials, indeed, were 
commonly considered to be of a higher calibre than their colleagues 
in other departments, the legatees of the British tradition that first 
division men were heavily concentrated in the Treasury offices. Nor 
had the practice yet been established whereby men who began their 
careers in Finance eventually rose to prominence as the heads of other 
departments — John Leydon and J. C. B. MacCarthy in Industry and 
Commerce, Maurice Moynihan in the Taoiseach’s Department, P. S. 

O Muireadaigh in Health and Sean O Broin in Agriculture are but 
some examples which come readily to mind. In later years financial 
and administrative policies emanating from Upper Merrion Street 
were more likely to fall foul of advice proffered to their ministers by 
the heads of other departments — the Leydon-Lemass versus 
McElligott-MacEntee confrontations of the thirties are notable early 
examples. 

Perhaps the most striking monument to the willingness of ministers 
to acquiesce in politically unpalatable financial policies was the 1924 
reduction in old-age pensions, but mention should also be made of the 
Shannon scheme controversy as the outstanding exception to the 
general rule of Finance ascendancy in the twenties. The unwonted 
acerbity of the exchanges it engendered between Minister and 
Secretary and the fact that it precipitated Brennan’s resignation from 
the Secretaryship revealed how unaccustomed leading Finance offi- 
cials were to having their advice on major issues rejected. 

The 1932 change of government ushered in an era when Finance’s 
star was no longer so clearly in the ascendant, even if its premier place 
among government departments was not in dispute. De Valera’s 
unique position in the new government, the fact that he was much 
more than primus inter pares, sufficiently explains why this was so. But 
there were other contributory reasons. Fianna Fail’s election platform 
— the annuities campaign, the economic policy of self-sufficiency and 
the pledge to inquire into civil service pay — all ran counter to the 
established order of things which Finance officials had played so 
prominent a part in setting up. The economic war and its conse-
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quences for agricultural and industrial policies seemed to threaten the 

overthrow of the old order. The harmony of Anglo-Irish financial 

relations, so carefully nurtured by Finance officials in the twenties, 

was totally, if temporarily, disrupted. The consequential economic 

policies were anathema to Finance orthodoxies and led to a marked 

increase in the number of civil servants. The big spending depart- 

ments, such as Industry and Commerce and Agriculture, enjoyed a 

new-found prestige vis-a-vis Finance. 

Yet, although much has been made of the significance of the 1932 

change of government as a watershed in the Department’s history, the 

strength of continuity binding the two decades cannot be lightly dis- 

missed. Whatever Finance officials may have thought about the 

unwisdom of many of the new policies, the institutions and adminis- 

trative procedures they had established remained essentially unaltered. 

So too — and this was crucial — did the system known as “‘finance 

control’: as we have seen, the financial articles of the 1937 constitu- 

tion were substantially the same as those of 1922. Thus we find that 

neither the Brennan Commission nor the Banking Commission sig- 

nificantly diminished the Department’s power or undermined the 

general scheme of things which Finance thought appropriate. It may, 

indeed, be argued that the publication of these reports at that par- 

ticular time enabled the Finance attitude to these questions to endure 

for longer than might otherwise have been the case. The strength of 

continuity is evident also in the smooth transition of 1932. The new 

Minister, Sean MacEntee, and his departmental officials seem to have 

experienced no difficulty in establishing a harmonious working re- 

lationship. While the political climate within which Finance policies 

were advanced had changed dramatically, the manner in which those 

policies were framed within Finance and put up to their minister had 

not. Finance officials, in short, advocated the same policies in the same 

way, even if those policies no longer won the same kind of govern- 

mental support to which they had become accustomed in the twenties. 

That the civil servants in the premier government department did 

not cut the coat of policy according to the political cloth of their new 

masters was a notable tribute to their integrity — without which the 

ideal of an independent civil service which would advise impartially 

all governments, whatever their political complexion, could not have 

been so firmly established. Here, too, the lapse of time may have 

blurred the significance of this achievement for later generations — 

an achievement which in 1932 could not be taken for granted and
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which the new government’s decision not to introduce a spoils system 

in public service appointments ensured. 

A passion for stability, it has been suggested, was the guiding 
principle of Finance officials throughout the early decades of the 

Department’s history. When World War II began in 1939, they 

might reasonably have been forgiven for fearing that stability was 

unattainable. Civil war and its aftermath, when the main opposition 
party refused to participate in the institutions of parliamentary democ- 

racy, was followed by the economic war, the end of which was 

now swiftly followed by world war with all that it implied for the 
exposed and vulnerable Irish economy. The Emergency, perforce, was 

a time of stagnation. Shortages of fuel and other vital supplies meant 

that it could not be otherwise. The severity of the international crisis 

highlighted the fact that the State was confronted with a battle for 

economic (if not, like many other countries, political) survival. The 
demands of that battle placed an increasing strain on Finance’s re- 

sources, especially in the first years of the war when much of the 

work of preparation to meet the contingency of invasion fell to its lot; 
the Department was closely involved, too, in setting up the new 

Department of Supplies to which many of its officials were seconded. 

Yet if the Emergency added to Finance’s day-to-day responsibilities, 
the sense of crisis which is the hallmark of these years was conducive 
to the Department’s bleak prescriptions falling upon more receptive 
ears. The Finance attitude was more nicely attuned to the siege men- 
tality of the forties than to the heady radicalism implicit in the new 
economic policies of the thirties. The Emergency supplementary 
budget of 1939 and the economy committee of 1939-40 were both 
proposed by Finance and were both accepted by the government 
without demur, as were the emergency powers orders put forward by 
the Department. The ready acceptance of these measures testifies not 
to any intrinsic change in the nature of the advice offered by Finance 
to the government, but to a willingness to implement policies during 
the Emergency which had previously been deemed unacceptable. 
Hairshirts were back in fashion. 

That international economic disruption and, in particular, critical 
shortages of vital supplies, inevitably continued for some years after 
the war had ended, effectively ensured that the Fianna Fail govern- 
ment’s new-found readiness to endorse Finance policies persisted 
throughout its term of office. But the Department of Finance did not 
view the election of 1948 as it had viewed the election of 1932. The
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wheel had turned full circle. The patina of sixteen years of office had 

conferred upon Fianna Fail the status of the established order, an order 

which Finance, as ever, sought to preserve. The threat to order 

seemed to come, as in 1932, from the opposition and in the shape, in 

particular, of the financial heterodoxies embedded in the programme 

of Sean MacBride’s Clann na Poblachta. 

This resemblance between the Department of Finance’s reaction to 

the 1932 and 1948 elections is not as strange as it might appear at first 

sight; at one level, indeed, it is a measure of how fully, in the ap- 

propriate civil service tradition, the Finance officials adapted to the 

role of advising the ministers who became their new masters in 1932. 

On another level, it is a product of the phenomenon whereby a 

natural sympathy often develops between ministers and officials 

working closely together over a long number of years. It is a product, 

too, of the multi-party system of government, whereby opposition 

parties traditionally put forward radical financial policies which may 

seem unorthodox and unwise to officials who always have access to 

the secrets of office. Finance ministries in such party systems the world 

over have a natural tendency, moreover, to distrust change in as much 

as the new policies which follow in the wake of change generally lead 

to increased public expenditure. 

Such distrust was amply justified in respect of the four changes of 

government which followed in quick succession between 1948 and 

1957 — twice as many as had occurred in the previous quarter of a 

century since McElligott joined the Department. The Secretaryship of 

the Department of Finance, which had changed hands only once 

before since 1923, similarly changed hands twice in the same period. 

Both sequences of change aptly characterise the fifties when the old, 

familiar landscape, so well known to the Department’s officials, began 

finally to dissolve. Marshall Aid, the introduction of the capital 

budget, the sterling and balance of payments crises and the report of 

the Capital Investment Advisory Committee were among other 

powerful instruments of change. 

Most decisive of all, perhaps, was the change in the political climate 

of opinion consequent upon the Republic of Ireland Act of 1949 and 

the unique sequence of four general elections within the space of nine 

years in which financial and economic policy was a major issue as 

never before. Whether, to return to the theme delineated earlier in 

this conclusion, the pool of Irish politics before 1948 be described as 

reassuringly tranquil or revoltingly stagnant, it was a pool in whose
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waters neither Irish politicians nor the Irish public had shown much 
aversion to bathing. To criticise officials of the Department of Finance 
for having failed to initiate radical and innovatory policies in the 
twenties, thirties or forties may make sense in the context of a present 
desire to build a new and better society. It makes little sense in histori- 
cal perspective. 

When, however, Irish political and public opinion was prepared to 
take a more positive attitude to financial and economic policy qua 
financial and economic policy (as opposed seeing it as a product of 
political aspirations), a positive response from the Department of 
Finance was not long in coming; indeed, it might be argued that in 
some respects the response anticipated a demand as yet incoherently 
voiced. “ ‘Sound’ finance may be right psychologically; but economi- 
cally it is a depressing influence’’, said John Maynard Keynes in 1932. 
The Irish experience in the nineteen fifties pointed to a somewhat dif- 
ferent conclusion: “sound” finance was as depressing psychologically 
as it was depressing economically — a phrase, indeed, which might 
well have served as a motto for the men who prepared Economic De- 
velopment in their endeavours to chart a course through new and more 
turbulent waters.
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Provisional Government: William T. Cosgrave 26.8.22 = 9.9.22 
Dail Ministry: William T. Cosgrave 26.8.22, =" 919.22 

3rd Dail: 

Provisional Government: William T. Cosgrave 99009 = 15:1020 
1st Executive Council: William T. Cosgrave 6.12.22 — 21.9.23 

4th Dail: 

2nd Executive Council: Ernest Blythe 21.9.23 — 23.6,27 

Sth Dail: 

3rd Executive Council: Ernest Blythe 23.6.27 — 12.10.27 

6th Dail: 

4th Executive Council: Ernest Blythe 12:10:27 = 23430 

5th Executive Council: Ernest Blythe 3.430» —- 9.332 

7th Dail: 

6th Executive Council: | Sean MacEntee 9332) 8233 

8th Dail: 

7th Executive Council: | Sean MacEntee 820.33 = 21737 
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9th Dail: 

8th Executive Council 

& 1st Government: 

10th Dail: 

2nd Government: 

11th Dail: 

3rd Government: 

12th Dail: 

4th Government: 

13th Dail: 

5th Government 

14th Dail: 

6th Government: 

15th Dail: 

7th Government: 

16th Dail: 

8th Government: 

9th Government: 

17th Dail: 

10th Government: 

18th Dail: 

11th Government: 

12th Government: 

19th Dail: 

13th Government: 

20th Dail: 

14th Government: 

21st Dail 

15th Government: 

Sean MacEntee 

Sean MacEntee 

Sean T. O Ceallaigh 

Sean T. O Ceallaigh 

Sean T. O Ceallaigh 

Frank Aiken 

Patrick McGilligan 

Sean MacEntee 

Gerard Sweetman 

James Ryan 

James Ryan 

James Ryan 

John Lynch 
Charles J. Haughey 

Charles J. Haughey 
George Colley 

Richie Ryan 

George Colley 

21.7.37 — 30.6.38 

30.6.38 — 16.9.39 

16.9.39' =" 257-48 

2.7.43 — 9.6.44 

9.6.44 — 14.6.45 

19.6.45 — 18.2.48 

18.2.48 -— 14.6.51 

14.6.51 — 210.54 

2.6.54 — 20.3.57 

20.3.57 — 24.6.59 

24.6.59 — 12.10.61 

12.10.61 — 21.4.65 

21.4.65 — 16.11.66 

16.11.66-— 2.7.69 

2.7.69» —4 16.570 

9°5.70 143 

14.3.73 — 5.7.77 

5.7.44 —



Appendix Two 

Secretaries of the Department of Finance 1922—77 

Name Period of Office 

William O’Brien Febs22 >=) 212,23 
Joseph Brennan 22.2.23 — 20.9.27 
James J. McElligott 21.927 = 31353 
Owen Joseph Redmond 1.4.53 — 29.5.56 
Thomas Kenneth Whitaker 30.5.56 — 28.2.69 
Charles Henry Murray 1309 129.276 
M. N. O Murcht Aso = 17 Lo 
Tomas F. O Cofaigh 18.10.77 — 
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Appendix Three 

Allocation of British Government 

Services to the Department of 

Finance as laid down in _ the 

Provisional Government’s notice of 

19 January 1922. 

Commissioners of Charitable 

Donations and Bequests! 

Office of Deputy Paymaster- 

General for Ireland and 

Treasury Assistant Secretary’ 

Teachers Pension Office? 

Office of the Treasury Solicitor’ 

Commissioner of Valuation and 

Boundary Survey’ 

Board of Public Works? 

Office of the Collector of Customs 

and Excise? 

Office of the Registrar of Friendly 

Societies? 

National Health Insurance Com- 

mission (Ireland)? 
National Insurance Audit De- 

partment? 

Office of the Regional Director, 

Ministry of Pensions (Ireland)? 

Quit Rent Office’ 

Office of the Public Trustees! 

Functions assigned to the Minis- 

try of Finance under the British 

Provisional Government (Transfer 

of Functions) Order, 1 April 1922 

The Treasury’ 

The Commissioners of Inland 

Revenue and Special Commis- 

sioners of Income Tax? 

The Commissioners of Customs 

and Excise? 

The Commissioners of Public 

Works in Ireland? 

The Irish Insurance Commissioners 

and National Insurance Audit 

Department’ 

The Commissioner of Valuation 

and Boundary Surveyor for 

Ireland? 

The Registrar of Friendly Societies’ 

The Registrar of Business Names 

The Registrar of Jointstock Com- 

panies° 

The Commissioners of Charitable 

Donations and Bequests for 

Ireland! 

The Paymaster-General and Deputy 

Paymaster for Ireland? 

The Treasury Solicitor for Ireland? 

The Superintendent of the 

Teachers Pension Office? 

The Civil Service Commission? 

The Stationery Office’ 

'___ formerly a department of the “Irish government”’ 

?__ formerly a Treasury department 

’ formerly a branch of a United Kingdom department functioning in 

Ireland 

688



N
O
I
S
I
A
I
G
 

FJONVWNIS 

H
O
I
V
T
I
V
H
O
V
Y
 
O
W
 

A
L
Y
V
O
 

d 
| 

J 
 
 

N
O
I
S
I
A
I
G
 
J
U
N
L
I
G
N
A
d
X
A
 

O
l
I
d
N
d
 

sotrej9199¢ 
yueysissy 

Ajndaq 

H
N
H
O
N
O
G
.
O
 

4 
A
T
I
I
A
U
N
 

W 
A
A
O
V
I
S
 

L 
 
 

N
O
I
S
I
A
I
G
 
A
O
I
T
O
d
 
O
I
W
O
N
O
O
T
 

N
O
F
H
O
L
N
O
W
 

Gd 
G
Y
Y
N
O
U
T
 

1 
N
a
I
N
O
U
D
 

§s 
 
 

 
 

  

—
—
—
—
 

| 
—
!
 

a
 

et 

S
O
T
I
E
I
B
I
N
I
S
 

J
U
P
I
S
I
S
S
Y
 

N
V
S
O
Y
O
H
 

W 
H
S
I
V
A
O
D
 

O 
d 

L 
q
T
A
O
d
 
I
W
 

ls 
| 

Aze9199¢ 

Q
H
O
Y
N
W
 
O
N
 

W 

amy 
yeuny 

[edioursg 
A
A
S
S
T
H
U
U
O
W
 

W 
SSIN 

A
C
G
Y
N
N
A
Y
W
 

a 
L  
 

Ia\STUTy 

NVAUW 
d
I
H
O
M
 
 
 

L
N
A
I
W
N
Y
F
A
O
S
 

JO 
F
O
N
V
H
O
 

L161 
I
H
L
 

O
L
 
W
O
r
d
d
 

F
O
N
V
N
I
S
 

JO 
L
N
A
W
L
Y
V
d
a
d
 
F
H
L
 
JO 

N
O
I
L
L
V
S
I
N
V
O
Y
O
 

ino, 
x1pusddy 

689



Note on Sources 

A. MANUSCRIPT SOURCES 

1. Records of the Department of Finance 

The primary sources upon which this book is principally based are 

the files accumulated in the Department of Finance since its 

foundation in 1922. Although these records have not been the subject 

of formal archival examination or arrangement and nothing 

approximating to a definitive description of them can consequently be 

attempted at this stage, a brief account of those files upon which this 

work has drawn most heavily seems appropriate. 

The main body of files for 1922-58 is divided into three separate 

groups corresponding to the tripartite divisional structure of the 

Department during this period. Thus the files of the finance division 

are called ‘‘F’’ files; the files of the establishment division ‘‘E”’ files; the 

files of the supply division “S” files. The great majority of file 

references cited also comprise three different sets of numbers: for 

example, E 100/18/33. The first set of numbers indicates the general 

series to which the file belongs; the second is a specific reference 

within that general series; the third reveals the year in which the file 

was opened — files for 1922 and 1923 lack this last reference. Thus E 

100/18/33 is an establishment division file opened in 1933 on the 

subject of the entrance examination for junior administrative officers 

which was held the following year — ‘‘100”’ is the general series for 

civil service examinations. Again, ““121”’ is the series for commissions 

and committees of inquiry and E 121/2/27 is an establishment division 

file on the setting-up of the Economy Committee of 1927. 
The ‘“‘E/S” series of files to which occasional references occur 

contains the personal files of the Department's officials: thus E/S 109 is 

Joseph Brennan’s personal file. 

A few references to “D” files — the files of the development 

division set up when the Department was reorganised in 1961 — also 

occur in the notes to chapter eleven. 
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Note on Sources 691 

2. Records of the Department of the Taoiseach 
When this project began, the Department of the Taoiseach kindly 

prepared a brief list of their files which related specifically to the 
Department of Finance and these files were subsequently made 
available. Access was also requested and obtained to a small number of 
other files in the Taoiseach’s Department in cases where lacunae 
occurred in the files of the Department of Finance — policy-making 
during the Economic War was probably the most important instance 
of this kind. 

The forty-one volumes of minutes of government and cabinet 
meetings for 1922-44 deposited by the Taoiseach’s Department in the 
State Paper Office on 4 February 1976 were also used, even though the 
first draft of the relevant chapters had by then been completed. It has 
not been possible, however, to consult many of the corresponding 
government secretariat (“S’’) files which have gradually been 
transferred from the Taoiseach’s Department to the State Paper Office 
since then and, even now, that transfer process is incomplete. 

3. British public records 

Certain Treasury and Colonial Office records in the Public Record 

Office in London were indispensable sources for the opening chapters 

and for the chapters on Anglo-Irish financial relations. British cabinet 

papers were also consulted, particularly in relation to the chapter on 

the Economic War. 

4. Private manuscript collections 

The Archives Department of University College Dublin, under the 

directorship of Professor R. Dudley Edwards, has been notably 

successful in recent years in acquiring some of the major collections of 

private papers relating to the history of Irish government since 

independence. The following are the collections used in this work for 

which grateful acknowledgement is here made: papers of Ernest 

Blythe, Minister for Finance, 1923-32; papers of Hugh Kennedy, Law 

Officer of the Provisional Government and Attorney General, 

1922-24; papers of Patrick McGilligan, Minister for Finance, 1948-51; 

papers of General Richard Mulcahy, Minister for Defence, 1922-24. 

A similar acknowledgement is due to Mr Sean MacBride, Minister 

for External Affairs, 1948-51, for kindly permitting the use of papers 

in his possession.
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economic committee (1948) 410, 670 
n.13; on ERP aid 415, 417; on provision 
of employment (1953) 495-500 

cabinet minutes 597 
cabinet procedure 100-05; see also under col- 

lective responsibility and financial con- 
trol 

Cahill, Edward 359 
Campbell, Gordon 73, 136, 179-82, 258; see 

also under Lord Glenavy 
Campion, C. A. B. 176 

capital investment 456, 496-500, 502-3, 505, 

562-3, 605 

Capital Investment Advisory Committee 

(1956) 506-8, 510, 511, 513, 516, 517, 

519, 633 

Carey, W. D. 157, 171 
Carter, GC, Fi 507; 516 

Cassel, Gustav 374 

central banks 178, 364-5, 490 

Central Bank Acts: 1942 357—74,458; 1971 

613-14
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Central Bank of Ireland 388-9, 434, 439, 452, 
495, 517, 612-13; Board of 371-3; 

Governor of 371-3, 448-9; Reports of: 
(1948-49) 672 n.83; (1949-50) 469: 
(1950-51) 469-71 

central fund 196, 525, 559, 613 
Central Fund Act (1949) 440 
Central Fund Bill 525, 527 
Central Statistics Office 517-18 
Chamberlain, Neville 123—4, 276-9, 286-98 

passim, 303-5 

Charitable Donations and Bequests, Office 
Ore 35), 25, 75) 

Chief Secretary 2-12 passim, 40, 76 
Childers, Erskine 60, 121 
Chubb, Basil 188, 509, 621 

Churchill, Winston 35, 125, 127, 165-74 pas- 
sim, 334 

Civic Guard — see Garda Siochana 
civil service: 1922 takeover 36-7; control of 

527; cost of 395, 561, 577—87, 621—2: in 
Emergency 324-5, 583-5; examinations 
314; function 255; growth 577-87, 
621-2; inquiries into, see Brennan 
Report and Devlin Report; pay and 
pensions 193-200 passim, 212-14, 
223—40, 272, 320, 559, 617-18; recruit- 
ment and staffing 36-7, 313-14, 334-6, 
528-30 

Civil Service Commission 3, 34-5, 77, 520, 
529, 540, 542, 545, 591, 620; foundation 
of 63-72, 641 n.33 

Civil Service Regulation Acts 71, 334, 641 
n.33 

Civil Service Representative Council 226 
civil war 53-8, 80, 89, 99, 107, 110, 124, 127, 

138, 142, 166, 206, 406, 627, 629 
Clann na Poblachta 389, 407, 453, 633 
Clarke, R. W. B. 417, 422, 425, 427 
“‘coal-cattle’”’ pacts 264, 289-97, 659 n.45 
Codling,* Arthur 63, 210, 286, 319, 522, 

533-5, 549, 551 

Coftey, Denis 541 
Colbert, John P. 187-8, 251-3 
collective responsibility 571-5, 641-2 n.36 
Colley, George (Minister for Finance 

1970-73, 1977— )xd, xiv, 5636686 
Collins, Michael 13, 30, 40, 59, 62, 100, 116, 

148, 163; Minister of Finance (1919-21) 
4=29'8 39,059, 120=217 0123 178)8287- 
628, Chairman of Provisional Govern- 
ment 32-3, 35, 38-9, 48, 629, 640 n.68; 
Minister of Finance (1922) 54, 132, 141, 
144, 218; commander-in-chief 55—7 

Comhairle na Gaeilge 524 
Commonwealth Economic 

(1952) 473, 477, 481 
Compensation (Ireland) Commission 110, 

Conference 
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134-6, 138-55, 161, 165, 174; annuity 
211, 301, 303; supplementary instruc- 
tions 646 n.57 

Comptroller and Auditor-General 26, 46-9, 
104, 330, 527, 569-70, 589, 591 

Comptroller and Auditor-General Act 
(1923) 49 

Congested Districts Board 3, 534 
Connolly, Joseph 219 
constitution of 1922 37, 68; financial articles 

51-2, 265-6, 526, 571 

constitution of 1937 xix, 295-6, 407, 491; 
Finance on 218, 265—9; articles 1—4 267; 
article 28 309; articles 43 & 45 268; 
financial articles 265-6, 269 

Conway,* F. S. 522, 639 n.35 
Cope Alfred 105 115 13740 1219 128=9aa2 
Cope, S. R. 518 

Céras Iompair Eireann (CIE) 397 
Cork, destruction of 141-2 
Cork Examiner 19 

Cosgrave, William T. 14, 32-3, 276, 290; 
Minister of Finance (1922-23) 54-5, 
60-2, 68-71, 77-8, 81, 84, 92, 101, 128, 
132-5, 143, 218, 278-9, 548, 685; Presi- 
dent of Executive Council (1922-32) 
49) 95,73, 91, 94° 1009105. 147125 
136-7, 147-8, 151—3, 165, 170, 179, 180, 
203, 220, 223, 258, 629 

Costello, John A.: (Taoiseach, 1948-51) 424, 
436, 453, 457-8, 459; on Finance, 
466-8, 481; (Taoiseach, 1954-57) 506-7 

Costello, General M. J. 507, 513 
cost of living 272, 396-7, 449, 452, 485: 

bonus 200, 232, 328; index 51, 669 n. 
18 

Council of Ireland 166 
Council of State 569-70 
counterpart funds — see European Recovery 

Programme 

Coyne, 15). 309, 516; 537-8 
Craig, Sir James 80 
Craig, Gardner & Co. 26 
Cremin, Cornelius 451, 515 
Cripps, Sir Stafford 389, 403, 424-7 
Cufte, Laurence 229, 233, 237 
Cumann na nGaedheal 201, 206, 282, 459 
Curran,* R. J. xv 

Currency Act (1927) 189-90, 375, 453, 469 
Currency Commission 177-8, 190, 207-9, 

330, 357-8, 366, 372-4, 379, 390, 667 
n.72; Quarterly Bulletin 366 

Curtis, Lionel 125-8, 133 
Custom Duties (Provisional Imposition) Act 

(1931) 205 
customs and excise 3, 35, 40, 60, 61 
“Cuts Committee” (1932) 223-40



Dagg,* TSG 522)534—5. 547, 
Dail: committees 111, 113, 201-2; First 1, 

13-29, 52, 120; Second 1, 13-29, 30: 
Third 53; Third Dail as ‘Provisional 
Parliament”, 640 n.69 

Dalton, Hugh 392, 491 
Damage to Property (Compensation) Act 

(1923) 165-6 
decimal currency 614 
Defence: Council of, 116-17; Department of 

26, 310-11, 329, 355, 585, see also under 
“Army Mutiny”; Minister of 14, 25, 49 

Dempsey, Philip 656 n.78 
Department (see under individual subjects 

e.g. Finance, Health etc.) 
Departments: relations with Finance 47-8, 

54, 71, 218, 225, 310, 329, 407-9, 454-5, 
539, 549-50, see also under “Finance at- 
titude”’; meetings of heads of (1932) 
224-5, 227, 239; (1935) 579-82; (1941) 
338, 577; (1944) 583-5; see also inter- 
departmental committees 

derating 213, 222 
Derby, Earl of 125 

Derrig, Thomas 223 
De Valera, Eamon 14-28 passim, 137, 216, 

293, 300; as President of Executive 
Council (1932-37) 138, 201, 218, 222, 
246, 251, 257, 265, 630; public service 
pay 223-9; 1933 election 237; land an- 
nuities dispute 277-84; 1932 London 
talks 286-8; coal-cattle pacts 289-90; 
end of economic war 272-3; as 
Minister for External Affairs 279; as 
Taoiseach (1957-59): 1938 London 
talks 295-8, 304-6; Department of Sup- 
plies 312; civil service and fears of inva- 
sion 337-8; unemployment debate 
343-4, 356; Central Bank Act 3734; 
appoints Aiken Minister for Finance 
392; 1947 Anglo-Irish talks 399-403; 
European Recovery Programme 411; 

advised by Thomas Smiddy 457; on 
Finance 466-8; Baldwin and Fisher on 
659 n.64 

devaluation: fear of 380; 1949 crisis 442-56, 
473, 477, 481, 490, 673 n.122 

Devereux,* J. 522 
Devonshire, Duke of 124-5, 133, 135 
Devlin Report 538, 558-9, 602, 604, 616; 

recruitment to civil service 619-20; 

personnel and economic planning func- 
tions 623-5 

Dillon, James 424, 448, 454, 457, 459, 466-7 
Dolan,* J. 515 
dollar crisis (1947) 392, 397-404, 442 
dollar deficit & expenditure 389, 428-33 
dollar securities 208 
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Doolin,* Walter 41, 521-2, 533-4, 549, 551, 
639 n.35 

Douglas, Major C. H. 392-3, 669 n.104 
Dowdall, James C. 139, 144, 154 
Doyle,* M. F. 515 
Dublin Castle 2-14 passim, 23-4, 29, 32, 

0112851305135) 1535 191 628, 636 
n.29 

Dublin and South-Eastern Railway 153, 159, 
161, 647 n.99 

Dudley Edwards, R. xv, 691 
Duff,* Frank 522, 534, 544 
Duffy, Luke J. 244, 375, 565-7 
Duggan, Edmund (Eamon) 30, 32, 153 
Duggan, George Chester 5, 6, 12, 40, 130, 

636 n.29 
Dulanty, J. W. 279, 286, 289-90, 295, 402, 

424 

Economic Affairs, Department of 34 
Economic Committee: of 1928-29 201-2: of 

1932 218-19 

Economic Cooperation Act & Administra- 
tion (ECA) 415, 419-21, 428, 433-4, 
440-3 

Economic Cooperation Agreement 427-8, 
487 

economic development & planning 352-3, 
361, 418, 456, 502, 509-19, 557-8, 
599-606, 624-5 

Economic Development 461, 464, 492, 503, 508, 
557, 597, 599, 600, 602, 625, 634; 
origins & publication of 509-19; on 
protection 607—9 

Economic Planning and Development, 
Department of 616, 625 

Economic and Social Research Institute 524 
Economic War xix, 138, 166, 220, 223, 464, 

547, 630-1; origins 281—2, 284; impact 
244-58, 262, 581; Lemass on 247; 
McElligott on 246, 249, 260 

Economist, The 381—2, 442 
Economy Committee: of 1927-32 190, 

192-201, 652 n.70; of 1939-40 314, 316, 
317-27, 632 

Education, Department of 75, 334, 417 
Education, Minister for 189 
elections: (1923) 93, 94, 96-7, 124, 138; 

(1932) 201, 215-16, 223, 630, 632-3; 
(1933) 237; (1948) 407, 632-3 

Electricity Supply Acts 186, 440 
Electricity Supply Board 178, 186-7, 345, 

359, 384, 419 

“Emergency, The” 308-56, 357, 485, 490, 
521-3, 632; Censorship Service 328; 
commissions and committees in 322-5; 

inter-departmental committee on 

Emergency measures 329-39; end of
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352-3; staffing of Finance in 550-1; see 

also under World War II 

Emergency Imposition of Duties Act (1932) 
257, 501 

Emergency Powers Act (1939) 308-10 

Emergency Powers Orders: Finance view of 

347-8; No. 4 310; (Finance) (No. 1) 
310; No. 63 334; No. 157 352; Wages 

Standstill Order 396 

emigration 360, 432, 462, 494, 496, HOS S11; 

515, 605, 608-9; emigrants’ remittances 
213, 221, 463 

Employer-Labour Conference 618 
employment: cabinet committee on provi- 

sion of (1953) 495-500; full, 361, 385—6, 
509-10, 604, 606 

estimates 44, 405, 524-7 

European Economic Communities (EEC) 
558, 564, 606, 615, 618, 621; Ireland’s 

accession 608-11 

European Economic Cooperation, Organisa- 

tion for — see OEEC 
European Free Trade Area (EFTA) 512, 

607-9 

European Payments Union (EPU) 487-8 

European Recovery Programme (ERP) 410, 

411-23, 425-7, 486, 552; ERP loan 

agreement 428-31, 433; use of ERP 

funds 434-42, 446, 672 n.83; see also 
under Marshall Aid 

Everett, J. 459 

exchange control 310-11, 328-9, 379, 388, 
398, 400-01, 409-10, 417, 429, 448, 

454-5, 459, 475, 552, 673 n.144 

Exchequer and Audit, Office of 36, 52, 580 

Executive Council 62, 68-76 passim, 202, 
205, 525; minutes 39; first national loan 
92-4; financial policy 99-105; 
retrenchment 101-17; Compensation 

(Ireland) Commission 134-8; Shannon 
Scheme 179, 185-6; Economy Com- 

mittee 193-201 passim; 1931 crisis 

209-10; 1931 supplementary budget 

211-14; collective responsibility 571-5; 
growth of civil service 578-9; see also 

under cabinet 

expenditure — see under government ex- 

penditure 
External Affairs, Department of 311, 336, 

387-8, 403, 406, 411, 442, 538, 542; 

relations with Finance 279, 407—9, 415, 
428, 436-7, 440, 443, 450-2, 486-90, 

515, 580, 676 n.70 

external assets 285-6, 279-80, 391-2, 463-4, 

474, 495, 501; see also under sterling as- 
sets 

External Relations Act (1936) xx, 407 
external trade 245-51, 486-7, 606-11; see 

also under balance of trade 

Fagan,? (G.eP7 5227934 

Farrell, Brian 52 
Feeney, Fs J. 522,.544 
Ferguson, R. C. 329 

Fianna Fail xix, 103, 137, 202, 206, 216, 251, 

257-8, 280, 290, 390, 404, 405, 407, 409, 

465, 511, 633; 1932 election manifesto 
223-4, 240-1, 276, 630, 655 n.49; 1938 

Ard Fheis 362, 470; 1958 Ard Fheis 519 
Figgis, Darrell 31, 32 
Finance, Department of: administrative class 

in 75-7, 98, 537-48, 629; archives of, 
xiti, 407, 597-8, 690; critics of, see un- 
der “Finance attitude’; divisions of 
521-33, see also sub-headings below; 
executive class in, 539-41; growth and 
cost of, 521-4, 611-12 et seq; recruit- 
ment to 36-43, 59-63, 75-7, 537-48, 

619-21; reorganisations of 551-60; 
Secretaries of, see appendix two and 
under individual names there listed; 
senior officials of 533-7;  establish- 
ment(s) — later personnel — division 
of: and Brennan Commission 242—4; in 

Emergency 313-14, 550-1; work of 
521-2, 528-30, 533; reorganisation 

556-7; personnel division and function 
557, 559, 617-18, 620-5; see also under 
Boland H. P., “Finance attitude’, 
Gregg, C. J., Moynihan, Sean and 
Public Service, Department of 

finance division of: 8, 522; work of 530-1, 
533; 1947-48 reorganisation 552; 1961 

reorganisation 556-7, 559, 612—13 

development division: 557-9, 600; 
economic planning function 624-5 

supply division 8, 521-2; work of 531-3; 
1961 reorganisation 556-7; 1971 

reorganisation 559 

Finance, Ministers for — see appendix one 

and under individual names there listed 
Finance, Ministry of: under Provisional 

Government 30-58 

Finance Act 526-7; see also under budgets 
“Finance attitude’ 358-61, 491—2, 529-30, 

564-95, 599 

“Finance differential’? 548-50 
Finance (Miscellaneous Provisions) Act 

(1956) 507 
financial control 44-5, 66-9, 74-5, 104—5, 

191, 231, 262, 269, 312; and Brennan 
Commission 241-3, 568-9; 1937 con- 
stitution 569-71, 631; see also under 
Treasury control 

Fine Gael 409, 459; see also under inter-party 
government



Fiscal Inquiry Committee (1923) 202-4 
Fisher, Sir Warren 10, 11, 13, 40, 77, 96, 121, 

284, 290-3, 295, 297-9, 635 n.19, 636 
@29)659 an 45 & 64 

Fisheries, Department of 650 n.28 
Fisheries, Minister for 184—5 
Fitzgerald, Alexis 457-8 
FitzGerald, Desmond 205 
Fitzgerald, John 163 
Fitzgerald,* Louis M..77, 522, 537 
Flinn, Hugo 318-19, 325, 380 
Fogarty, Most Rev. Michael 16 
Foreign Affairs, Department of 26, 611, 621 
free trade 201-4, 257, 606-11 : 
French, Lord 147 
Friel, Henry 73 
Friendly Societies, Registrar of 35° 

Gaeltacht 498 
Gallen, Edward 22 %0, 235-6 
Garda Siochana 50-1, 116; pay of 199, 212, 

214, 227-8, 232, 237-8, 557, 617-18 

Garrett, George 434-5, 672 n.85 

Garvin, John 77, 319 
Gateley,* M. 522 
Geddes Committee 193-8 
General Agreement on Tariffs and Trade 

(GATT) 608, 610 
Geoghegan, James 280 
Gilbert, Bernard 12, 42 
gilt-edged market 612-13 
Ginnell, Laurence 14 
Gladstonian finance 63, 385, 481, 491, 601-2 
Glenavy, Lord 566-7; see also under 

Campbell, Gordon 
Gogarty, Oliver St John 81 
Gold Standard Act, suspension of 207-11 
Gordon Campbell, G. 229, 230, 233-6 
government expenditure 105-16, 211-12, 

269, 461-2, 471-2, 491, 559, 564; reduc- 
tion of 106-7, 213-14, 249, 393, 

500-01; growth of 612-13 
Government of Ireland Act (1920) 40, 122, 

189, 277, 639 n.41 

Governor General 133, 295 
“Green Pool” 487-90 
Greenwood, Hamar 79-80, 152 
Gregg,* Cornelius J. 98, 134, 536, 548, 567, 

589, 591, 622, 624; career 43, 642 n.59; 

loyalty oath 56; Revenue Commis- 
sioners 60—2; Civil Service Commission 

64-72 passim; administrative class 75-6, 

537, 540; returns to London 77—80; on 
financial control 101-3; broadcasting 
service 111-13 

Gregory, Theodore 374 
Griffith, Arthur 14, 16, 19, 21, 25, 30, 31, 53, 

54, 178, 191, 640 n.68 
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Guaranty Trust Company of New York 81, 
82, 91 

Guinness, Howard 81, 84, 91 
Guinness, Walter 155, 157-60, 162, 170 

Index 

Hague Convention 336-7 
Hailsham, Viscount 280 
Haldane Committee Report 64 
Hanna,* J. E. 198, 329, 522, 534-5, 547, 551 
Harriman, Averell 434-5 
Harwood, B. G. 10 
Haughey, Charles J. (Minister for Finance 

1966-70) 669 n.107, 686 
Haulbowline Dockyard 134 
Hayes, Michael 69-71, 538 
Headlam, Maurice 5, 11, 636 n.29 
Health, Department of: relations 

Finance, 592-5 

Healy, J. J. 198-9 
Healy, T. M. 133, 645 n.28 
Heffernan, Michael R. 199-201 
Henry, R. M. 652 n.88 
Heron, Archie 568-9 
Hinchcliffe, J. H. 204 
Hobson, Bulmer 359, 362, 408, 454 
Hoffman, Paul 415-16, 419-21, 435 
Hogan,* G. P. S. (Sarsfield): on financial ar- 

ticles 1922 constitution, 51-2; 1947-48 
sterling crisis, 381, 398, 402-3, 409; 
Marshall Aid, 417-39 passim; 1949 
devaluation 447-9; exchange control 
454, 459, 487; budgetary policy 464-5; 
sterling crisis 473, 478, 481; career 504, 
522, 537-8, 547, 552, 554, 629 

Hogan, Patrick 30; Minister for Agriculture 
(1922-32) 33, 48, 136, 187, 202, 652 
n.87 

Honohan,* W. A. 656 n.78 

Hopkins, Sir Richard 284, 291, 659 n.45 
Horgan, John J. 134 
Horgan,* M. 515 

Horne, Sir Robert 121 
Hospitals Trust 254, 409 
Houlihan,* John 522, 533-4 
housing 212-19, 221, 321-2, 419, 462, 513 
Howell Thomas, C. J. 139 

with 

Imperial Economic Conference (1932) — see 
Ottawa Conference 

income tax: double 157-61, 170—3; increases 
214, 315; on land annuities 145, 156-60 

Indemnity Act (1920) 150, 154 

Indemnity Act (1923) 153 
Industrial Credit Corporation (ICC) 188, 

251-4, 268, 359, 517 
Industrial Development Authority (IDA) 

509, 517
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industrial financing, committee on 253-4, 

656 n.78 

Industrial Relations Act (1946) 396 

Industrial Relations Act (1969) 617 

industry, committee of inquiry into taxation 
on 499 

Industry and Commerce, Department of 329, 

353, 401, 509, 517, 550-1, 557, 582; and 

Shannon Scheme 178-86; relations 

with Finance 245-58, 310-12, 339-49, 

388, 398, 423-4, 427, 429-33, 485-7, 

631 

inflation 92, 95, 385, 396, 438, 442, 462, 

470-5, 483-4, 493, 499, 504, 563-4, 605 

Inland Revenue, Board of and Commis- 

sioners of 3, 11, 35, 38, 43, 60-1, 77-8, 

145, 170 

Inskip, Sir Thomas 281 

Institute of Bankers 455, 457-8 
Institute of Public Administration 524, 596, 

619 

insurance: and Compensation (Ireland) 
Commission 140-3; war risk 339-43 

inter-departmental committees 410; on 
British policy concerning Irish 

economic interests 475-7; on develop- 

ment policy 518-19; on European 
Recovery Programme 412-15, 421-2, 

440, 555; on Emergency measures 

329-39; on exchange control 410, 424, 

429; on foreign trade 387, 410, 676 
n.70; on national development 498; on 
sterling area 410 

International Bank for Reconstruction and 

Development (IBRD) 386-90, 511; see 
also under World Bank 

International Development Association 614 
International Monetary Fund (IMF) 386-91, 

399, 408, 412, 425-6, 511, 516, 614-15, 

668 n.94 

International Trade 
387-8, 408, 412 

inter-party government: first 389, 405-60 

passim, 466-8, 592; second 465, 500-08 
Inter-European Payments Agreement 488-9 

Iris Oifigivil 36 
Irish-American representatives 120, 420 

Irish Banks’ Standing Committee 86, 87, 93, 
176, 333, 344, 372-4, 454 

Irish Decimal Currency Board 614 
Irish Free State, establishment of xix, 31, 42, 

49, 59, 125 

Irish Free State Agreement Act (1922) 35, 45 
Irish language 189, 541, 546, 619 
Irish Manuscripts Commission 323 

Irish Railways Act (1922) 134, 135, 169, 173 
Irish Republican Army (IRA) 149, 363; see 

also under Irish Volunteers 

(ITO) Organisation 
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Irish Republican Brotherhood 116 
Irish Shipping 349-53 
Irish Shipping Ltd. Act (1947) 351 
Irish Steel Holdings 352 
Irish Sugar Company 254, 359 
Trish Times 183, 205 
Irish Trade Union Congress (ITUC) 363, 

485 

Irish Volunteers 17, 19, 23, 28, 149 

Jacobsson, Per 373-4 
Jameson, Sir Andrew 91, 132 
Johnson, Thomas 242 
Jointstock Companies, Registry of 34, 35 

Jones, Tom 125, 127-8 
judiciary, salaries of 225, 229 
Justice, Department of 75, 329 

Keane, J. 319 

Keane, Sir John 130 
Kemmerer, E. W. 177, 374 

Kennedy, Henry 64~9 
Kennedy, Hugh 18, 30, 32, 42, 103, 136, 

143-4, 147-8 
“Kennedy Round” 610-11 
Keynes, J. M. 373-4, 491, 634; impact on 

Finance 357, 385, 456-8, 495, 502, 562 
Kildare Street Club 5 
King, Benjamin 517-18 

Korean war 464, 471 

Kyne, Thomas 465 

Labour, Department of 485, 624 
Labour Court 396, 617 
Labour Party 202, 235, 237, 363, 458, 459 

Ladley,* G. 522 

Land Act (1923) 87, 136, 137 
Land Bank 23, 87, 643 n.76 

Land Commission 3, 321, 531, 534, 580 
land division 270-1, 313 

land purchase 133, 136; annuities 136, 145, 
156-60, 165, 169, 172-4, 211, 221-3, 

292; annuities dispute 138, 261-2, 
276-84, 287, 302, 648 n.118; bonds 90, 
1385 146; 2219252 

land reclamation 435—6, 438 
Lands, Department of 313, 517, 557, 583 
Lavery, Cecil 453 
League for Social Justice 361 
Lee, Frank 419 

Legal Note Tender Fund 377 
Lemass, Sean 206, 237; Minister for Industry 

and Commerce (1932-39) 218-20; ex- 
ternal trade policy 245-51; key role 
257-8; partnership with John Leydon 
630; Minister for Supplies (1939-43) 
312; 314, 329, 339.) 351, 353:sand 

Central Bank Act 366-70, 392;



Minister for Industry and Commerce 
and Supplies (1943-48) 389, 393, 396, 
411, 423; on Finance 465, 596; on 
budgetary policy 562; Tanaiste and 
Minister for Industry and Commerce 
(1951-54, 1957-59) 470, 478-9, 481, 
482, 496-9, 519, 678 n.151: Taoiseach 
(1959-66) 607 

Lester, Sean 97 
Leydon,* John AQ 2055 225,297, 507, 574, 

630; as Secretary of Industry and Com- 
merce under Sean Lemass 258; 
Secretary of Department of Supplies 
312, 314, 329, 339-41; and Irish Shipp- 
ing 349-51; postwar relief supplies to 
Europe 353-6, 664 n.123; and Marshall 
Aid 423, 429-30; on wage restraint 
485—7; early career 534-5; on collective 
responsibility 572-4; on growth of civil 
service 582, 584 

Liffey Scheme 180 
Lloyd George, David 10, 120, 125 
Lloyd-Greame, Sir Philip 123 
local currency funds 412, 414, 416, 418-20, 

429, 436-7 

Local Government Board 3, 6, 28, 59, 63, 
534, 536 

Local Government and Public Health, 
Department of 74, 329, 345, 526, 585, 
592 

Local Loans and Local Loans Fund 160, 169, 
172, 174, 211, 292, 300-01, 321—2 

Lord Lieutenant 2, 3, 45, 139 
Loughnane, M. J. 124, 125, 128 
Lynch, Finian 30, 33 
Lynch, Jack (Minister for Finance 1965-66) 

629, 686 

Lynch, Liam 89 

Lynch,* Patrick xv, 385 448, 457-9, 507, 
516, 621 

Lynd,* J. ee 177-522, 535, 547, 573; 6560.78 

Lyons, F. S. L. xv, 187 

McAuliffe, W. 205 
MacBride, Sean 359, 406; Minister for Exter- 

nal Affairs (1948-51) 407-9, 417-22, 

424-6, 428, 434-7, 441, 445-55, 
459-60, 467-8, 487-9, 691; on Finance 
465-6 

McCarron, E. P. 225, 536 
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