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Abstract
We introduce thérish loan funds, &et ofindependent but regulated microcredit
societies,which in the mid-nineteenth centuryvere lending to 20% oflrish
households. Their institutional evolution is traced from the eighteenth to the
twentieth centuriesThis system was remarkably successful at transferring capital
to the "industriougpoor” on alarge scaleover a long period. We argukat its
structure conferreanany advantages on the fundspabling them to mitigate
informational problems and allowing sufficiefiexibility for the institution to
survive eventhe GreaFamine. Empirical analysis confirntiseir sensitivity to
external economic factors and their role in promoting diversification.



INTRODUCTION 1

In the mid-nineteenth century hundreds of loan fund societezs making smalloans to

as many as 20% of Irish households. These community-based institutions originated in the
early 1700s, but mushroomed in the 1830s aRarliamenttook legislative action to
encourage them guart of an effort testimulate privately fundegovertyrelief. Many of

the funds survivedhe GreafFamineand some continued tiperate into the twentieth
century. This institution offerboth a new perspective on capital formation in Itieh
economy and a well-documented case study of the development of an instesigred

to lend small sums tthe poor. We hope th#tis will enrichthe historical context of
current work onmicrocredit-providing institutions which have recently experienced a
surge of popularity. Economanalysis ofmicrocredit institutions hasainly focused on
problems of asymmetric information, moral hazard and enforcemeregdit markets for

the poor2 Private moneyenders have good information on potentirrowers and
persuasive methods of enforcing repaymbnt, arelimited in their scope adinancial
intermediaries because the same market failure problems render them ubabl®roln
contrast,banks which carattract depositdind it difficult to lend safely toborrowers
without collateral. Our studginalyseghe development by the lofumds of mechanisms

to mitigate such informational and enforcement problems, and their evolution in a
changing environment.

Most commonlyfound in countries withelss developefinancial service industries,
microcredit institutions now operate all over the world andalieved to lend tover 10
million families globally. Following the success of the Grameen Bank in Banglacksh,
development organizationsicluding the World Bank, are sponsorisgnilar schemes.
While many microcredit institutions arise endogenously to serve needocal
communities,recent evaluationdy, for example, Dale Adams an#iD. von Pischke

1we wish to thank, without implicating, Kevin Burley, Jon Cohen, David Feeny, Peter George, Joel
Mokyr, Angela Redish, three anonymous referees, and participants at seminars at the University of
Toronto, the University of Victoria, and the 1995 Canadian Law and Economics meetings. The
authors gratefully acknowledge financial support from SSHRCC, the ERA project at the

University of British Columbia, and the Center for International Studies at the University of
Toronto.

2 See for example Stiglitz (1990), Varian (1990), Besley, Coate and Loury (1993), Besley
(1993), Udry (1994), and Hoff, Braverman and Stiglitz (1993).

3 See Wahid (1993).



(1992), and A.Srinivasan(1994) have cast doubt on thedfectiveness of external
initiatives, whichtend to collapsevithin a few yearsAvishay Braverman and J.uis
Guasch (1993) suggeshat poorly designed incentive systems, whiditen take
inadequate account obdal and culturafactors, are at theoot of many failures of
government interventions into rural credit markets. As a resugtainability has become
the "main objective in institutional developmerit'For evidence on this, we cdarn to
historical institutions whose evolution can toeced, such as theish loan funds. Our
study stresses threecessity of supervision atite value of a decentralizextructure, and
it suggests a positive role for charitable donatiohso otherrecent studieshave
provided some evidence from historical institutigktghijit Banerjee,Tim Besleyand Tim
Guinnane(1994), referring to German creditoopeatives of thenineteenth century,
observe thatach of themanyindependent cooperatives cowlptimally evolve tosuit its
idiosyncratic environment arafgue that peamonitoring was an essential element in the
success of the cooperativeSuinnane(1994) examinesthe Irish credit cooperative
system ofthe early twentieth century and concludésat poormanagement andtiff
competition from a well-entrenched banking systesre responsible for its lack of
success. Both studies, in contrast to the currentlacledata on thdinancialoperations
of the cooperatives.

New insight into a previously neglected segmerthefrish economy is provided by
the loan funds. Inantrast to the joint-stock arghvings banks, which have besidely
criticized for theirfailure to lend domesticallfthe loanfunds recycledll their deposits
within Ireland, transferring capitéletween classesther than between countriekhis
suggests thatraditional notions of the rurdlish as unenterprising anfinancially
unsophisticated should be viewed with caution, eodesponds with recent research
showing non-bank "vibrant rural credit systems'other parts of EuropeLoan fund
clients were mainly agricultural laborerssmall-scale farmers, craftsmen amnadesmen.
Significantly,around 25% of borrowers were women. We show that accordiitg davn
goals of povertyrelief through transferringnvestment capital to Ireland's industrious
poor, the loan fund system was surprisingly successful on a large scale.

4 Bechtel and Zander (1994) p. 25.

50n Ireland, see O Grada (1994) p. 142 and Vaughan (1994) p.86. On Europe, see Rosenthal
(1994), p.288.



These independent and diverse local fuwdse regulated in 1838, and fratmat
point onward were required fde annualreportswith a central board. Severafficial
inquiries andaround twenty pieces degislation also exist, sthat there is aich
institutional history to accompany a lardata set. Aremarkable picture ahe growth
and decline of thigransition institutionemerges as it operates under varilegsslative
regimes, survivethe GreafFamine, and is gradually displaced witle development of
the banking system.

THE ORIGIN AND DEVELOPMENT OF THE L OAN FUND SYSTEM

The Early Oriqgins of the Loan Funds

Early proponents ofrish loan funds generallgittributed theirorigin to Dean Jonathan
Swift, who gave £500 in the 1720s to be leut to "poorartizans oDublin" in loans of
under £10 each. In the 1740s or 1750s,0bblin MusicalSociety began to make loans
"upon thesame system as Dean Swift" and it warporated for thipurpose in 1756,
"whereby several thousaridmilies were relieved inthe space of few years." As the
social benefits of loan fundsere recognizedparliamentpropagated a newact in 1778
allowing the Musical Society tappoint persons in other towlt® receive contributions,
and to lendout such sum or sums of moneéyerest free" to "indigent and industrious
manufacturers." The Act described the motivation for this form of charity:

industrious tradesmen ... are often incapable of earning to themslkaredibaod for

want of money to buy materials and other necessaries for carrying on their respective

trades; whereby several thfat useful class of men hayerished, and thefamilies
reduced to beggary and become a burthen to the péblick.
Supporting small enterprises and concurrently reducingutbléc burden of carinépr the
poor were recurrent themes for fund proponents.

In 1822 a London baseetlief committee gave £55,000 testablishthe Irish
Reproductive Loan Fund Institution. This financed 100 new funds wiadesmall loans
to the "industriougpoor.”" The London committee introducéslo important innovations.
First, in order to prevent thadividual funds fromdegenerating to the standards of the
notorious gombeenmen, mealmongers, and moneylettteermanagers of tfands were
strictly prohibited from obtaining "any salary, allowanpeyfit or benefitwhatsoever."
However, clerks were permitted to receive some remuneration. Secoffichdeevere

6 An Act for incorporating the Charitable Musical Society for Lending out Money Interest free to
indigent and Industrious Tradesmen, 17th-18th George IlI, chap. XII.



allowed to charge interest on their loans, cushioning them against defaudtsalding
growth if interest exceedeatkfaults and expenses. This also ensunebre efficient use
of money since onlthose whose expected return from liven exceeded the intereate
would wish to borrow. Theseules formed théasisfor an Act ofParliament in 1823
regulatingall loan funds in Ireland, an instancehaiw "organizationgncrementallyalter
the institutionalstructure" (Douglass North, 1990, p. 73The fundscreated by the
Reproductive Institution did not last very long, however, since the London committee was
not active in monitoring or regulating their activities, and they suffered a stimtigie
from inattention and corruption over the next 25 years. In 1&84&ndingwas stopped
and the remaining capital given to various other charities.
Growth of the Loan Fund System and Reform of Legislation
The 1823 legislatiorallowing funds to chargenterest stimulated théounding of a
number ofotherloan funds, some of them charitaldgnstituted, some profit-oriented.
For example, in TyrrellPassCo. Westmeath, a loan fund wakarted in 1824vith a gift
of £26, which the donorent out in20-week loans of amaximum£3. By 1834, other
contributions had increased the capital fib41. It started acceptinopterest-bearing
deposits, and within six months had attracted over £80& charity, likemanyothers at
the time, had thus transformasklf into anunregulated bank. A lack of regulation led to
a variety of questionable practices at these institutions. Some "charitable" loan funds were
operating like moneylenders, chargiiiggal rates of interest angaying very large
salaries. Depositors in some funds were robbed by dishonest managers and clerks who had
emigrated with their deposits. The improper practices at institutidnsh were
competing with banks led to renewed government interest in the loan funds.

Legislation in 1836 and 1838 was crucial foe funds' success and established
what became their endurirgjructure. A central authority, the Lo&und Board, was
established to regulate and monitoe manyloan funds whiclwerespringing up While

7 A Bill for the Amendment of the laws respecting Charitable Loan Societies in Ireland, 4 Geo. 1V,
cap. 32.

8 Tyrrell's Pass, Official Papers, 1844/18, National Archives, Dublin

9 Loan funds connected with the Irish Reproductive Loan Fund Institution were exempted from
this supervision in 1838 (1 & 2 Vic., c. 78), presumably because they were supposed to be super-
vised by the London committee. Also, A Bill to Amend the Laws relating to Loan Societies in
Ireland, 6 Will.IV, 1836.



each fund remained independent and had substantial latitudg@rations, bounds were

set and enforced (with a vigor that varied over the years) [Bodwe . Information on all
registered loan funds was collected aadllished in annuakportswhich constitute our
principal data sourceConsiderablepowers weregiven to the Board: it coulanake
"General Rules", reduce the amountsafaries, and wind uthe affairs of funds.This
movement to third party enforcement by an active speetialized monitoring agency in
Ireland was a major innovatidhatincreased depositor confidengayticularly insmaller

funds. One of its most important functions was to reduce the opportunity for fraud and
rent-seeking by unscrupulous clerks.

The Board reduced operating costs fopviding a franchise-like framework,
including standardized rules, ampleaccounting system, and even stationery. Managers
were also released from persolmeility for loanfund liabilities, unless voluntarily given.

As noted byKarla Hoff and Joseph Stiglitz (1993, 40) there is aexternality in local
organization. Individuals who bear the costs, in money or time, of initiating a fund provide
a form of social capital. Inasmuch as these costs can be reduced welfare is increased.

The Acts formalized the innovation of accepting depdsitging the interespaid
to 6%. This was extremely importasince it allowed rapigrowth and transformed the
funds from charities into quasi-bariRsI'he maximum legaloan size waset at £10, and
borrowers were restricted to orlean at a timél! Several important advantages,
compared to banks, weflegislated for registered loan fundBhey were freedfrom
having to paystamp duty, a tax required for contracts tddggally enforceable. Thisost
reduction was cruciagiven the numerousmall loan contractsthey weremaking. For
example,the annualizedcost of athree-month bank loan of £&f available)would
typically have been: interest 6%, commission 6%, stamp duty 2% and an additional charge
of 1% for the person who drew thgill. 12 Further, the Acts freetunds from "being
subject or liable on account [of the imst], toany ofthe forfeitures openalties imposed

10 Deposits under £50 could be withdrawn with two weeks' notice; sums under £100 required one
month's notice; and sums over £100 required two months' notice. [Fifth Annual Report of the Loan
Fund Board, p.35].

11 That the maximum loan size remained unchanged at £10 from the time of Dean Swift into the
twentieth century is vivid testimony to power of round numbers and to Douglass North's contention
that institutions are strongly path dependent.

12 Fourth Annual Report of the Loan Fund Board, p.84.



by anyAct or Acts relating to usury.” Funds were also entitled to recover fiaens
defaulters by a siple complaint tdhe Justice of the PeakeThis effectively made them
preferred creditors over, foexample, merchants, landlords and moneylendeanse
warrants executed by the Justice of the Peace wesayslguickethan the proceedings
of the Quarter Sessions. Given the state of the banking system of the dayiivileges,
by reducing transactionsosts anddefault risk, allowed the loafunds tooperate in a
market that would otherwise not have existed.

Finally, the Acts required that or@lf of accounting profits each year gigen to
local charity. This legislatiothus substantially extendetthe loanfunds'role in reducing
the public burden of poverty. Remaining profits could be helthidéyoanfund as a capital
base to protect depositors. That thedswere charitable organizationdilely crucial to
the legislative changes discussaiobve. AsSamuel Popkin (I8, p. 259ff.) arguesot-
for-profit organizations possess ttredibility to generate coopative action. Theublic
perception of fairness and théiust in thefundsnot toexploit legaladvantages rested, in
part, on the funds' nonprofit status. Charitable funds could alsuitsel in their scope of
operation which reduced competition with, and opposition from, thanking
establishment.

It is important to understand why the loan funds received this legisdaipport in
the 1830s. With rapidndustrialization anchigh rural unemployment in England, the
1830s was a period of intengsgislative activitydirected atalleviating poverty and
placating thepoor. This extended to Ireland, wherecammission to inquire into the
condition of thepoor, and thenstitutions established for theielief, was appointed in
1833. One of theecommendations ithe commisgoners' third andinal report in 1836
was that d'loan fund... beestablished in every district*. Westminster introduced the
Irish Poor Law in 1838 (theBritish New Poor Law had been passed i834). Any
interpretation of the loafunds' dramatic increase in activity and legislatupportmust
incorporate this concurrent activity. Sirtbe burden to the government of regulating and
operating the fund system was small relative to the potential costsRidhieaw, it was
actively encouraged by the government.

13 6 Will. IV., p.5.
14 Nicholls, 1856, p. 142.



Three types of fundupporters beaspecial mention. Altruistiindividuals who
were willing to provide time and money because of their ideolsggported numerous
funds1®> Many local funds' initiation relied upociose ties with a local parish (either
Catholic or Church of Ireland). In 1843, fexample,132 of the 30@npaid managers
were clergymen. Indirecbeneficaries may also have been important in supporting the
legislation; theywereprobably motivated by an expectesief from poortaxes and other
positive externalities that might accrue from a reduction in poverty. There were also direct
beneficiaries: borrowers, depositors, and clerks.

During the late 1830s arehrly 1840s the loafiund system enjoyed tremendous
success, and by 1843 some 300ds (includingthe Dublin Charitable MusicalL.oan
Society) weranaking almos600,000 loangnnually tothe "industrioupoor.” In 1843
the government enactéegislation whichreduced thenaximumallowableinterest rate
payable tadepositors from 6% t6%, and themaximumeffective annualizedate payable
by borrowers from 13.6% to 8.8% This meanthat themarginwas reduced from over
7.6% toonly 3.8%.Additionally, fundswere required to reserve at least 10% of their net
profits "to form a fundfor the security of debenture holdemBarliamentaryrecords
surrounding this legislatioare unrevealing, and we camly speculate as to the reasons
for the rate decreas®nepossibility isthat thegovernment was concerndtht usurious
interest rates werdeing charged to borrowers. Pawnbrokers and banks, however,
commonlycharged more than 9% femallloans, and this explanation wouldany case
not explain the decrease in the maximum deposit interest k&t suspect that tHands'
unexpected success aroused fear ompaneof thejoint stockbanks whichwerefacing a
formidable competitor for deposits. The decrease in permissible interest raséongly
opposed by the Board and by mastds!® Many fundsprotestedvigorously that they

15 See North 1984, p. 258 for more on this.

16 A Bill to Consolidate and Amend the Laws for the Regulation of Charitable Loan Societies in
Ireland, 6&7 Vic. c. 91. The section of the Act restricting interest was later misread by the Board,
which in 1845 encouraged funds to issue twenty-week loans repayable at the rate of 4s. per month
for each pound lent, at a discount of 7.5d in the pound (an interest rate of 14.9%). A few loan
funds proceeded to take advantage of this apparent misreading, which was not corrected for over
50 years.

17 See, for example, the Report of the Select Committee on Pawnbroking, 1837.

18 See, for example, Thomas Hincks, “Letter to the Governor-General of Ireland.” 1843, NLI.
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could not continue to lend "unless they derivehaavy income fronfines and other
impositions that areincompatible withthe object fowhich they are established®
Nevertheless, appeals for the intemagé reduction to beescinded wer@navailing. A
political decisiomot toallow banks to be weakened was apparently made, although the
funds retained the advantages required to perform their poverty relief function.

Legislative neglect, irpart we suspecattributable to pressure frofmanking
interests, marked the years aft&43. Although there wasraajor inquiry into improper
practices in 1896, the structure of tlean fund system remained essentialhtouched
after 1843, and wabasicallythe same in1915. The neglect occurred despite repeated
attempts by the Board to have aspects of [dggslation amended. In 191the few
remaining fundsvere putunder the auspices of the Department of Agricultureaandal
reports are unavailable after 1918. A few funds survived into the mid-twentieth century.
Competing Financial Institutions

Whenthe Dublin MusicalSociety began to lend, tlenly banks inlreland were
private andimited in the scope of their operatioridot until the early 1820s was there
serious reform of banking legislation and thet825, the opening of tHest joint-stock
banks. These new banks spread quickly, and by H#4fwns in Ireland with a
population over 5000 were served by one or more bank branches. The joiriestksk
seem to have been ill-equippedhe 1830s and '40s to do tkied of lending performed
by the loan funds, and weomly marginally involved irthe loanfunds' lendingmarket
until the 1860s. As a result, thanks "performedhe useful function of converting
depositsjargely fromrural areas, to loans in thewns andcities.’2? The savings banks
also collected deposits, huotrestedall their assets in governmestbck?! Thus thebanks
acted as a one-way conduit &avings fronthe impoverished, low-capital rurglarts of
Ireland to the wealthiagities or indeeaut oflreland altogether. The Irish banks' transfer
of capital abroad has led historians to conclirde investment opportunities in Ireland
were simply not there'if banks were to make a profit asdfficient possibilities of
making advances didot present themselves, bankers could earn an adegbateonly
by investing a higlproportion of their assets in government stoéksThe fact thamany

19 Seventh Annual Report of the Loan Fund Board, p.25.
20 O Grada (1994), p. 141.

21 Barrow, p. 193.
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loan fundsborrowed frombanks to financéheir lendingsuggests instedtiat adifferent
monitoring and repayment technology were requited.

There were some attemptstignks to entethe market fosmall-scale loans. The
Agricultural and Commercial Bank hadbeoader base of equity holders than diieer
banks andlaimed to bé'the poor man's bank" since tffered loans under £28.This
bank opened its first branch in 1834, spregaidly, and was insolvemtithin two years?>
Its founder was undiscouraged and set up the Provident Bank in 18Riblin. In the
second half of 1837, the Provident Bank had a circulation of £60@h of which seems
to have been circulated through four loan funds, although itnad¢gte some "loans of
under £10 to tradesmefarmers andthers.26 However, by 1839 this venture hal$o
failed. The instability ofthese banks should be taken into consideration yudging the
performance of the loan funds: tlealy two commercial banks which had special
emphasis on smadlbans failed withintwo years,while many ofthe loanfunds lasted for
decades. By the 1860s, however, the oth@nks had spread wider and hadll-
established branches, and began makinoge and moresmallloans in competition with
the loan funds.

Giventhe absence dfanks fromthe market fofending tothe pooreclasses of
Ireland, pawnbrokeranoneylenders and landlordgere theprincipal sources of non-
family financing for the poor, aside from the loan funds. Pawnbrohardy lent amounts
much smallethan the loarfund minimum of£1. Most townseem to have had at least
onemoneylenderthoughmanymoneylendersvere principally involved inotheractivities
as traders or farmers. Upaisiting the Loan Fund avlullinahone, in Tipperarythe loan
fund board inspector founthat in this village 0f1200, there weréwo funds andfive

22 Cullen (1987), p. 129.

23 See, e.g. Letterkenny Report (1939). p. 19; Fourth Annual Report of the Loan Fund Board,
p.35.

24 Barrow, p. 118.
25 Barrow, p.149.

26 Barrow, p. 158. The circulation of the loan funds in 1838 were Carlow, £2662; Athy, £2961;
Mullingar, unknown; and Strabane, unknown. Thus these four funds could well have accounted
for almost the entire currency circulation of the Provident Bank.
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moneylenderd’ The relationship between loan funds and moneylenders was a matter of
debate: some felthat theformation of loan funds had displaced moneylenders while
othersbelievedthat thesystem of weekly repayments requiredtbg loanfunds had
actually stimulatedthe trade ofmoneylenders and pawnshd@pdt is difficult to get a
sense of the noral interestate charged bgnoneylenders; probably it variedrossime,
district and individual, but seems to have ranged between 25% and900%.

THE ECONOMICS OF IRISH M ICROCREDIT IN_NINETEENTH -CENTURY |RELAND

Donations and Deposits

Most loan funds were initiated by donations, or interest-free |teatsserved as a sort of
risk capital which allowethe funds tooperate in a market where theks werenot well
known and potentially high. Charitable organizatisese one source. F@xample, the
Letterkenny loan fund wathe beneficiary of aE57 grant from the Letterkenhyadies
Association and a £300 interest-free loan from the Society for Bettering the Condition of
the Poor oflreland3® Seed moneyas sometimes provided by landlords. Sstelnt-up
money may have beenotivated by altruism, bthe hope obbtaining communityespect

or by a desire to reduce theidence of locapoverty. Reportgrom various funds are
reminiscent othe 1778egislation in describindgpow borrowers hatbeen raised from
poverty and despair to comparative comfort aodfidence, andaved from being a
charge on the Poor Rate or Mendicity Institutimur italics]3! Evidently, loans were
perceived to be an inexpensivede of povertyelief with potential long ternbenefits.
Landlords also had an interest in encouraginduhgs since in some placenants could
borrow topay theirrent. Funds werdegislativelyadvantaged in obtaining repayment so
that "the countyconstabulary arendirectly madethe means by whichthe landlord
recovershis rent."®2 Some fundsvere almostcertainly started as purenoney-making
operations with rents extracted in the form of salaries.

27 Fourth Annual Report, pp. 28-30. One of the funds was wound up subsequent to this
inspection.

28 Kennedy (1847), pp. 207, 226.

29 See Kennedy (1847)

30 Second Annual Report of the Letterkenny Loan Fund Society, 1939. NLI.
31 Third Annual Report of the Loan Fund Board, p.17.

32 Kennedy (1847), p. 222.
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We estimatenitial gifts and interest-free loans to have beeaggregate around
£30,000, constituting an on-goirsyibsidy tothe operations of the lodands worth
perhaps £900 pemnum (assuming anterest rate of 3%)This subsidywas much less
than theannualdonations by the loafunds toothercharitable activities, sthat theloan
fundswere netgivers to charityrather than net receivers. Nevertheless, they could not
have started up without this money.

Domestically,the loanfunds faced competition frofnoth joint-stockbanks and
savings bankgand from the mattress) for deposikey to attracting deposits are risk,
yield, and conveniencén 1843 the averageind had deposits around £1200 from 20
individualsfor an average deposit of £60In addition to wealthier depositors,seems
that loan fundswere successful in drawingut new sources dafavings. One witness
before the 1855 Select Committee recolledtet "an oldlady smuggled in a sum of
money which she said she daidt wish her husband to know she possessé&dmeloan
funds encouragedmall deposits in order to act assavings bankKor thepoor. The
number ofdepositors in 1843 was just over 5000, or about one in 1500 persons. The
occupations of depositors mot availablebefore 1891, atvhich time the majority of
depositors were listed as farmers, professional men, shopkeepers and women.

Deposits were subject ttwo principal types of risk: defective or dishonest
management, and a severe negative shock correlated lacrossers. Dishonesty of the
manager or clerk can be seen in a principal-agent context, with thepusbigims of
asymmetric information and moralazard. As local institutions, fundsere able to
mitigate these problems. Depositors’ personal knowledge of the managers, clerks, and
their extendedamiliescould increase confidencetime fund.While the community-based
nature of thefunds limited assetdiversification andrestricted the set of potential
managers, it provided a check on corruption ey haveancreased thenstitution's
credibility. Nevertheless, was sometimedifficult for depositors to assess w@vency
of a fund.

The creation of the Loan Fui@bard by the Act of 1836 was significant step
forward in protecting depositorsincethe Board requiretlinds to have appropriatales
and inspected funds to enspreper practices. The Boacowmmunicated good practices

33 |In comparison, the average opening balance at the Provincial Bank's Parsonstown branch
during its first year was £250. (O Grada, 1989, p.152.)

34 Report from the Select Committee on Loan Fund Societies (1855), p.52.
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across fundsk-or example, some managers tried to mtdeefunds more "altruistic" by
not imposing fines, or by charging beldive maximumrate of interest, a practiaghich
the Board discouraged as being detrimental to the interests of both deffistiocsglly)
and borrowergmorally). Inotherfunds, depositors were abusedcoyruptmanagers. As
charitable institutions with no residual claimahe loanfundswere vulnerable to being
"hi-jacked" by rent-seeking managers and clerks. Bbard had an important role in
preventing funds from becoming eittieo altruistic ortoo profit-oriented. As evidence,
we contrast théongevity ofthe loanfund system undethe Boardwith the unregulated,
uninspected funds of the Reproductive Institution discussed above, which had disappeared
within 25 yeargdespite their largeinitial capital. The very differertrajectories of two
otherwisesimilar institutions suggestthat the Board was agssential component in the
growth of the loan fund system in Ireland.

The structure ofoan fund assetended toachieve a high level of diversification
given that they were constrained to lend only in their immedieitety. First, the average
fund had a portfolio ithe early 1840s of over 600 loans, with no loan constituting more
than 1% of assets. To the extent timalividual borrowerrisks were uncorrelatedhis
provided excellent diversificatiolsecond, thaveekly repayment systemias unsuitable
for financingcrops. Thus théan fundswere to some extent insulated frone vagaries
of cropyields, although as we show time seriesanalysisbelow, the amount lent was
sensitive to agriculturautput. However, theoncentration of assets in a neighborhood
madethe loanfunds vulnerable to local depressions. Téositrasted with thdanks,
which were diversified geographically aracross types of asset. Fetample, especially
before 1850, U.K. government bonds formed a large proportion of bank &ssptst it
appears that theational bankgosed lower risks than the loan funds. Howetres, may
not have been apparent to depositors atithe. Manydepositorsseem to havéalsely
believedthat regulation of thdoan funds by an agency dfie governmentmplied
financial support by the government, though it is unclear how widesimis#allacy was.

In addition, a local loan fund wasfarly transparent intermediary, the senséhat an
informed depositor could gauge thalue of its portfolio of local loans. lcontrast, a

bank is relatively opaque since its assets cannot be readily identified. For an ordinary saver
without a greatleal offinancialsophistication, but with a personal knowledge ofltiae

fund manager, the fund may have appeared safer than a bank.

Proximity is also importantor attracting deposits. Here the lolmds had an
advantage since, it842, funds operated in over 250 towns ®illages, while bank
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branches were ionly 84. Indeedseveral counties hdaut one town with a bank. The
rapid decline othe loanfunds duringthe Famine eliminatedheir numerical superiority,
but they continued to have a wide presence, and some funds outside dbwiagdaced
limited competition from banks. However, thanksgrew to be increasinglgominant
through the second half of the century, as shown in Figure 3a.

The loan fundsstrongest drawing card wdbkat they paid higher interest than
banks. Throughout theineteenth century, deposits at bagledded between zero and
two percent. The loafunds paid 6% until 1843 and 5#bereafter. High interest rates
caused "oversubscription” at some funds. ThusBtreed lameted in 1841that "many
persons, to securBve or six per cent. for theimoney, force it on [Loan Fund]
Societies.?> The interest ratgremium offered by fundsvas an important factor for
depositors. However, thé&haritable” aspect othe loanfunds may also havebeen
important in attracting deposits. The loan funds in this, ashiear respects, wetgybrid
institutions, neither purely charitable nor purely commercial.

Lending

In 1843 the loarfunds issued almo$00,000 loangmplying over 300,000 borrowers, or
about 4% of thenation's populatiof€ If we assume an averaggnmily size of fiveand at
most one loan pdamily, the loanfundswerelending toaround 20% ofrish families. On
the same basis, in some counti88% to 40% of households weaezeiving loans. The
average loan fund made 1650 lo&2% min., 19558 max37) ranging from £1 t&10 in
1843. Defaults were low enougfat afterbad debts and expenses, profits ranged from -
£132 to £832, with an average £81, as shown ifrigure 2e. Funds whichwere well
managed werable to sustaidlow rates of default for a lorigne. For example, the
Ballyjamesduff(Co. Cavan) loan fund had bad debtsoofy £313over 80 yearsguring
which time it had lent almost fillion. The Moyne(Co. Wicklow) fund lost only £17
over 75 years?

35 Third Annual Report of the Loan Fund Board, p.20.
36 We assume here that about half of all loans were rolled over.

37 Two enormous funds in Belfast and Cork skew the statistics. Without them the average is 1541
(max. 7655).

38 Report on Agricultural Credit (1914), p. 104.
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Figure 2b illustrates the substantial variation across funds in interest iVgbitee.
the mode is at thenaximumrate, thebulk of the distribution is below thigrobably
becausenanyfund managers wished to asdistrowers. About 30% of thiindsreport
interest incomémplying rates above thiegal maximum; it igossiblethat some of these
were taking advantage of the higher rates available for loans repaid m(sgaljpotnote
15), or renewing loans before they had been fully repaid.

Sincethe loanfunds paid a higherate of interest thabanks, inorder to be
competitive lenders they needed to earn more on their assets, and/or haveoktser
Funds used several mechanisms to help overcome adverse selection of borrowers. First, as
the trustees of th€allan fundnoted in 1841Joan funds "avoided much dhe evil
consequencewhich naturallyresulted from the ordinariganking system; first, from a
knowledge of the parties.3%"All the managers and staff of the Idandswere local, and
were thusrelatively well-informedabout borrower characteristics. In contrasank
managers werdnighly mobile and typically came fromoutside thecommunity. For
example, the Provincial Bank recruited its managers almost exclusively from Sébtland.

Second, some lodands benefited from monitoring ldepositors, as in the credit
cooperatives analyzed by Banerjee, Besley and Guir{h884d). In thesarly years certain
funds requiredhat all borrowers be recommended by a depositor. Some, to encourage
carefulness in recommendations, published statiglmstifying the defaults oioans
recommended by each deposftoGuch monitoring would befficient if the depositors
had access to some informatmimout borrowers at lower cagtan the fundThis would
most frequently have bedime casevhenthe borrower was a tenant and the depositor his
landlord or property managebut could have operated throughy commercial or
personal relationship. lhat case, the depositor wowdtteady havehe information and
the only cost would be of communicating it.

Third, everyborrower was required to hatwo co-signatories otbailsmen" who
werejointly liable for repayment. In this wayhe funds benefited fronpeer monitoring.
Sometimedorrowers would stand as security for eatfer, as in the group borrowing
scheme of the Grameen Bank. As Stidit290) shows, the co-signatdmgs an incentive

39 Third Annual Report of the Loan Fund Board, p. 19.
40 O Grada (1994), p.139.

41 Second Annual Report of the Letterkenny Loan Fund Society, 1939. NLI.
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to monitor the actions of the borrower; it is alsceffiective screening mechanism, since
only borrowers with good reputations drkely to find co-signatories. However, peer
monitoring is costly to the monitor.

Loan funds also had sonsgnificantadvantages in enforcing repaymeney
were able to obtain repaymetiirough a snple appeal to a Justice of the Peace, as
described above. Such direct enforcement meant that borrowers knew that failure to repay
would lead, with certainty, to their assets being sold tahmayebt. The structure twfan
repayments also assisted in monitoripgrrowers. Loans were discounted and the
principle repaid in 20 weekly installments of dsr pound, (although sonfends also
allowed monthly repayment$).Borrowers infinancial difficultiescame quickly to the
attention of the fundwhich could taketimely action tominimize losses, and those who
did ultimately defaulivere likely to haverepaid some of the principle. Punctuality was
enforced by a system of findsr late payments. ThHee for being one day late was
normally 1d or 2dper pound on th&ace value othe loan(0.4% - 0.8%). There was
substantial heterogeneity in the usefioés across funds, as shown in Figi@e Fines
were almoshalf aslarge as interest at some fundaplying effective average interest
rates between 12% and 20%, while for the system as a whole, they generated around 20%
of total income. Fines penalized borrowers with less steady cash flows ancetitad an
ex postseparation of borrower types.

Finally, aslocal charitable institutionghe loanfunds were thebeneficiaries of
community sanctions against defaultdrat no bankexternal to thecommunity could
hope for.Failure to repay a bank mighot entail the same moral censure &slure to
repay the loariund whichwould result in a reduction in tHending of local charitable
services.Strongcommunity effects on reducing moral hazard well documented; see
for example Hoff and Stiglitz (1993, @3) andessays Zhrough 10 in thecollection
edited by Hoff, Braverman and Stigli{2993). A substantial portion o&nnual profits
went to local charities, increasing local services and redtlogmmublic burden of poverty
relief. Localinfirmariesand schools were tloharities of choice, althougdl kinds of
projects were sponsored. The |dand at Tyrrell'sPasgCo. Westmeath) boasted that as
"collateral operations” in 1841, it:

D acted as a savings bank;

42 This system simplified calculations since the British pound was divided into 20 shillings or 240
pence so that £1 = 20s = 240d.
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(2) supported an infants' school of 120 students;

3 established a platting school,

(@) employed a Scottish agriculturist to train local farmers;

(5) furnished new seed varieties to farmers and sold fertilizers at "Dublin price";

(6) "worked themachinery of a LadiesSociety for theimprovement of the

female peasantry” (with 417 female peasants assisted in 1840);

@) laid in stores of coal and meal to sell at cost during times of scarcity;

(8) employed an average of 82 distressed lab@ergay on publiavorks in

1840; and

9 exercised "an extensive moral influencetty encouragement bbits of

temperance?s
Tyrrell's Pass was larger than average and spent £900 on uhaseally extensive
charitable operations. The actual distribution of donatiwes profits is shown ifigure
2f; the average donation was £37. In 1843, 54% offuhés reported making no
donations; of théunds in thisgroup that operated sudjacent years, 28% and 24#ade
donations in the previous amallowing one respectively. Despite negative profits 3% of
fundsreportdonations and 15%eportdonations larger than positive profits. The 50%
rule of the 1838 Acteemaot to have beeactive unless some uncommon definition of
profits was employed.

To be efficient in making a large number svhall loans, fundswere obliged to
minimize their transactionsosts. First, amdicated above, loan fundgere freedfrom
having to paystamp duty. Second, lodands were able to minimize overhead costs
because of theiimited range of services. Some funalsly operated one awo days a
week. Many funds, taking advantage of their charitableature, obtainedfree
accommodation irpublic buildings. Streamlinegrocedures formaking and repaying
loans were also importangjince allloans had thesame maturity schedule, repayment
could thus be noted bymaark in the loardund ledgerwhich simplifiedthe accounting so
as to require fewer and leslglled clerks. Figure 2d indicateéle distribution okexpenses
divided by the amount circulated. The average administredisepeioan wasonly 1.3%
of its face value.

Management

43 Third Annual Report of the Loan Fund Board, pp. 22-23.
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Fund managers might derive some social rewardhlsutvaslikely to beaccompanied by
a gooddeal of hardwork, and many funds found itdifficult to recruit volunteers. The
Secretary of the Board in 1857 lamented the factrttzatagers couldot beremunerated
in anyway, and observethat abuses of theystemwere inevitable since managers had
"trouble without recompenseegligenceawvithout liability." 44 This difficulty wasechoed in
the beginning ofthe twentieth century by the experience oflttsh credit cooperatives.
A 1931 analysis ofhe failed Irishcredit cooperative system opingtht "Theconclusion
seems unavoidabtéat Ireland hasot produced &arge class of persons capable of and
willing to run a local credit society with succe$sSincethe loanfundswereable to hire
a clerk to managthe business on a dailyasis, theywere perhapgess reliant than the
credit cooperatives on volunteer labor, but "the want of adecgigtervision" by
volunteer managers waslled"the monster evil of the System,"caticism which was
repeatedregularly#6 The loan funds' reliance odepositors was a response ttos
problem, since depositors had the correct incentives to monitor fund activities.

DID THE LOAN FUNDS ACHIEVE THEIR GOALS ?

It is important to try to assess whether theds did indeed reduce poverfgelevant
issuesare (1) whether it was in fact tpeor who borrowed, an@®) whetherthey
borrowed tofinance investment oconsumption. The loan funds seem to haeen
successful orboth counts, although there were persistaiiicisms of the institution,
especially inregard to itsfailure to eliminatecorruption on the part otlerks and
managers.

While it is unlikelythat thevery poorest persons would have besdate toborrow,
70% of the rural population consisted of thmilies of laborers,smallholders witHess
thanfive acres,poorartisans and tradesmeéhlt appears to have beemainly this group
which borrowed from thdéoan funds, as we see in Tablewvillsich shows the occupations
of borrowersfrom loan funds in Ballycastl&Zo. Antrim and CastletownDelvin, Co.

44 Madden, 1857, Vol. 4, p.6.

45 Cited in Guinnane (1994), p. 55.
46 Madden, 1857, Vol. 3, p.26.

47 Cullen, 1987, p.111.
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Meath4® The large number of laborers, smallholders, weavers and dezpeesented
showsclearly that thefunds had asignificant proportion of poorclients from abroad
cross-section of occupational groups. Of particgignificance,27% of borrowers at
Ballycastlewere women, almostll spinsters and widows. At least one Idand served
only womenand asmall number of funds had women managers. Data fstdmer funds
after 1870 shows a similar proportion of female borrowldhs. isstrong evidence for the
importance of female participationtime Irish economy, and suggestsat theloan funds
were particularly successful at reaching this important segment of the poor population.
The evidence showatloan fundsmainly financed investment of fixedssets and
inventories. Many funds made it @ndition of borrowingthat theloan finance a
"reproductive"” project that woulehablethe borrower to meet tteeheduled repayments.
Suitable projects might, for example, be the purchase of a dairywtmsemilk could be
sold, or ofimplementsfor a craftsman, or aftock for a dealer. Reporfded by the
Ballycastle andCastletownDelvin funds, shown in Table 1b, providesample of the
lending practice. In line with the goals of the system, "reproductive" loans are dominant --
most arefinancing investmentather than consumptidf.Nevertheless, in botfunds a
substantialproportion is used fopaying rent andbuying food in bulk. Naturally, the
purposes of loans varied with locatidfor example,the Wicklow loan fund lentout a
considerable sum to pd&yr hay, horses and materidts carts tohelp meethe "demand
for conveyances for Sulphur Pyrites frahe mines tothe shipping ports.=? In some
towns, theinvestments financed bthe loanfund were at the center of the town's
economidlife: one loarfiund boasted in 1849 that "the town of Newtownsteveard its
trade depend chiefly, at present, upon the circulation of money given by the LoaAFund."
The average loan wabout £4 in the late 1830s and 1846sugh themean varied
from £2.1 to £5.2 across counties. gut this into perspective, Joel Mokyr estimates the
per capita wagencome ofthe poorest 66% of theish population around 1840 as

48 The occupations listed are similar to those at other funds in Mayo and Sligo (Ryan, 1838, pp.
54-55).

49 Another loan fund in Armagh which had made 5,860 loans by 1846 showed that 13% had been
to pay for rent. (Kennedy (1847), p. 217)

50 Third Annual Report of the Loan Fund Board, p. 21.

51 Eleventh Annual Report of the Loan Fund Board, p. 21.
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£2.40%2 (For the entire population, Mokyr estimates income per capita at around £10.) £4
would have beensufficient topurchase severérming implements, aouple oflambs, or

a small quantity o$tock for a shop. Some borrowers would, indgbeence of loan funds,
have obtained credit elsewhere. Howegerenthe much higherrate of interestharged

by moneylenders, it appears that there was rationing of small-scale credit, @hesuis
unsurprising giverthe inactivity of banks. Tius the loarfunds increasethe volume of
lending and decreased the interest rate.

Despite their rural clientel¢he loanfunds tendedot tofinancecrops butinstead
promotedeconomic diversity. This wasiportant,since according tthe estimates of the
1845 DevonCommision, theminimum farmsize required to sustainfamily of five was
between 6.25 and 10.5 acres, that small-holders typicallyhad to supplement their
income as laborers omther farms and/or in sometherway, such aselling eggs and
cheese, or keeping a pRjLoans were aehiclefor financingsuch non-crop activities,
and they were thus instnentalnot only in increasindnousehold incomeégut in develop-
ing diversity inrural production and introducing borrowers to thienal financial system.
Our finding, describedelow, that the loafunds tended to be more active in counties
with greater ruralmanufacturing, accords with the contenttbat thefunds suported
diversificaion.

The loan fund system receivédidee majowofficial reviews in1855, 1896, and 1914,
in whichthe records indicateonsiderable ambivalenedout theirvalue to societyThis
ambivalence is evident ihe testimony before the Dev@ommission inl845, inwhich
many witnesses claimethat theloan fundswere "injurious to the farming class,"” who
borrowed for unproductive reasons suctpagingrent. Thepoor "do notknow how to
calculate, and they aept to waste themoney." One withess observitt "every person

. who has borrowed from theloan fund has been ruined." Nevertheldbg same
witnesses agreeithat "Previous to thestablishment of loan funds, neegolgrsons had
recourse to usurers, whose usaé wagwenty-five per-cent on eveshort periods,” so
it is notclear what alternative jgroposed. Thgeneraltone of theseegative comments
is that the poor need to be protected from their own propendiigrtow foolishly. Other

52 This figure is abstracted from data kindly provided by Joel Mokyr.
53 Mokyr, 1983, p.175.
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witnesses had a more positive view, arguimgt thefunds providedgreat benefits to
"very poor tenants; holding about three acres of ground...; living in bog distticts."

An extraordinary feature of the lodands' history is theiapparent reversal in
fortunes in the 1880s armirly'90s. As we see in Figure 3b, coincident witsigaificant
decline inoutside interest rates #tis time,the number and circulation of loan funds
increased rapidly. This increas®wever, cannot be viewgubsitively since iwaslargely
attributable to a number of funds in Ulstérich wereseriously in breach dhe spirit and
rules of the system. The 188&uiry found that they had "ingrafted on th€haritable
Loan Fund Systemmany ofthe worstfeatures ofGombeenism," aneelying on the
facilities inregard to recovery of debts afforded by the Loan Fund Act of 18&A&
issued loans with a recklessness that wealth have reduced a privat®ney lender to
insolvency.3®> The inquiry found that, insome districts, between 60% and 90% of all
households were borrowing from the lommds and thammany households hadbeen
continuously indebted fananyyears:¢ Many ofthe loanfunds had strayed far from their
charitable origins, with contrdiaving "passed into thénands of merwho aremerely
money lenders?” One family had managed tostall its members as paid clerks in a
number of funds antbgethertheir salariesvere over £700% Nevertheless, thimquiry
concluded that "although. out ofthe 104existing Societieghere are perhapsot more
than twelve or fourteen Societies workkadlly well in compliance wittthe Rules, we are
satisfiedthat generallythe goodnore than counterbalances thal.">° This inquiry led to
some reforms in the system. As a result of itlgeiiry, the offending loan fundsvere
closed and the practice oénewing loans eliminated, arbde loanfunds afterwards
continued to decline as other sources of credit became available.

This unsavory chapter in tHends' history shouldot beseen as characteristic of
them, but as an opportunistic exploitation of slggtem. Thencentive to abusthe loan

54 Kennedy (1847), pp. 222-229.

55 Report of the Committee (1897), p. 12.

56 Report of the Committee (1897), pp. 14-22.

571897, p. 12.

58 Reports of the Castletown Delvin and Mullingar Loan Funds (1854).

591897, p. 27.
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funds was irpart dependent on ttdkfferential between thdunds'maximum permissible
deposit rateand the outside interestte. Asseen in Figure 3b, the opportunity ke

large profits fronthe loanfundsoccurred in the 1880s and 1890s becdhisedifferential
increased substantially owing to a declingha outside interest raté/hen egregious
abuses of the system came to light, the government intervened. The failure of the Board to
prevent the blatant rent-seeking and abudki®fperiod suggesthatits supervision may

have been equally defective at other times.

The Report of theDepartmental Committee on Agricultural Credit in 1914
concluded that "thdirst thirty years' operations dhe Irish Loan Fund system were
productive ofmany grave abuses, due to defectiegislation, to lack of competent
inspection, to grave neglect of duty by tbheal Committees, to frauduleacts on the
part of officials of Societies, to illegal exactions from borrowers in the shdipegktc.,
and the absence pfoper controbnd supervision bghe central bodyé® The committee
noted that the previougegularities and abuses had been eliminatedteatédome funds
were "doing a fair amount ofjood.®! Nevertheless, they recommend#tht the
remaining loan fund societies be closed and their capital transferred to credit cooperatives.
Their recommendation wasot acceptednd thefunds continued t@perate,with the
strongest ones lasting into the 1940s.

CROSS SECTIONAL ANALYSIS

Geographic patterns of lodand activity are illustrated in Figure Which showsfund
incidence andhe number of loanger hundrednhabitants by county. Fundsgere less
prevalent in the most developed areas, suclbw@din, where thebanks werewell
represented, and the least developed areas, such as thep¥g¢estn additionaccording

to our analysisabove, we expect that tHean funds would have some comparative
advantages operating rielatively rural areas where thdamformational advantages would
be largest. We also expdbit, giventhe structure of their loans, espoused goals and the
advantages of diversification, they woufthance cottage industries and traders
preferentiallyover agricuture. In order toexplore these hypotheses, we performed a
regression across the 32 countissg censudata. See the ppndix for information on
the data used.

601914, pp. 87-88.
611914, p. 94.
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Table 2a columr§3) presents eegression of the amouairculated (i.ethe face
value of loansper capita by county on the measures found in the 1841 census. Figure 2a
illustrates the distribution of the amount circulated. It is clear from the regrélaion
more rural counties, and those whigher fractions ofworkers primarily involved in
manufacturing, tended to hategher circulation, whiclsupports the abovieypotheses.

Rural, small manufacturers (artisans, tradesmen, minets,) seem to have been
important clients ofhe loan funds, either &®rrowers or depositors. In contrafsimilies
who derived soméncome fromthe cloth tradeseemnot tohave usedhe funds as
much82 Tests on th@umber ofdepositors and assets per county presentéd end (2)
of Table 2a yielded similar results.

Cross-sectional regressions of some of the operating parameters are presented in
(4) and(5) of Table2a. Regression 5 measures lefficiently assets were used, and is
unaffected by thendustrial mix,suggestinghat, on themargin,the distribution ofund
activity reflectedhe opportunities folending in different industrieslightly lower gross
profits in more urbanized counties may indicate a lower cost of establishing funds in cities.
Regression 4 indicates that fines were lower in more urban counties, as would be expected
if travel and/or timecosts were important.his makes it interestintgpatfineswere also a
smallershare of gross profits in counties witthigher fraction of agriculturalorkers.

The coefficientsaareeconomically large givethat the averagkevel is0.20. It ispossible
that farmers, ifpoorer, were moreareful to repay on time. Additionally, fundsthrose
counties with larger agriculturalectorsmay lhve preferentially implemented monthly
repayment schemes.

Bank and fund incidence lmpunty is contrasted ifiable 2b.Usingthe only bank
dataavailable, wecompared loan fund and bamicidenceacross counties in 1842 and
1843. Loanfund incidenceappears to bkargely idiosyncraticwhereas that of thkbanks
appears more responsive to measurable econfawiors, particularly manufacturing
activity.83 In a SUR framework, testing revealdtht theurban coefficient wasignifi-

62 The cloth industry seems to have been more successful in obtaining financing from banks. See
Gill, pp. 315-6 for more on bank finance of the linen industry.

63 The reason for the low explanatory power for loan fund incidence here is that while size-
weighted measures of fund activity are correlated with our industrial measures, the pure counts are
not because a large number of small funds seem to exist for reasons not correlated with the
economic variables available to us.
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cantly different between banks and theds atthe 7% and 10%evelsfor 1842 and 1843
respectively4

L ONGITUDINAL ANALYSIS

Summary measures of fund activityertime can be seen in Figure 3. Figure 3a presents
the number of loan funds unddghe Central Board, Reproductifteads and bank
branches. One migimfer from 3athat, following aburst offund starts,this stocksimply
declinedover time,but this is misleading, since new fundere started in mostears in
every decade dhe century. Ireland's population wamrply declining in thiperiod, so

we chartfinancial stéistics per capita in constant 1900 pounds in Figures 3b, ¢ and d. We
identify three turning points in the development of the loan funds after 1840.

An initial reduction in thenumber of fundsoccurred in 1843wvhen legislation
reduced the interest rates that theds could charge and offer, atie margin between
the two. Figure 3b graphs thdifferential between 3% British consglields and the
maximum fund interest rate. Figure 3c graphs real profits and donations per capita. Profits
were reduced blalf following the ratechanges, from just under £0.002 per capitasb
under £0.001. Donations to otheharities weredramatically reduced, from about
£0.0013 per capita to £0.0008urprisingly, howeverthe volume of lending, shown in
Figure 3broseslightly. Fund activitiesveresensitive tahe external interesate, sathis
legislaion should have been effective in curbthg ability of the loanfunds to compete
with banks inthe long term. One of the mampacts ofthe rate reduction was an abrupt
decrease in fund initiation. Unfortunately, \&ee unable to asseghe impact of this
interest rateceiling onthe long term performance of the systsinge itwas soseriously
affected by the Great Famine in the succeeding years.

From 1845 to 1848, Irish potato crops were reduced to a fraction of their previous
volume, causing massive excess mortalityl emigration. During these few years, of a
population of 8million, around 1million died and Imilion emigrated. The widespread
devastation of thEaminewas particularly hard otie loanfunds' clients. Fearing laigh
rate of default, many depositors, particularly those amaller funds,withdrew their

64 A Lagrange-Multiplier test [Breusch and Pagan, 1980] was also used to see if the residuals of
the bank and fund regressions were correlated. While such a test relies on large sample properties,
it might have power enough to reject the null that the errors are independent if they are very highly
correlated. The null was not rejected @stitistics of 0.25 [p=.61] and .003 [p=.96] for 1842

and '43 respectively). This reinforces the idea that the banks and funds were responding to neither
the same observed nor unobserved economic factors in choosing their locations.
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money. Thus, as seen in Fig@d& by 1851 thaumber of fundgell to 123, 40% of the
peak number. The average amount circulpdund alsodroppeddramatically from a
peak of £6197 in 1845 to £2438 in 1847. Some ofntleelium- and large-sized funds
werehardly affected byhe Famine.TheKillaloe Fund inCo. Clare boastethat in 1848,

it "had not a singlelemand made on us ftre withdrawal of money...; on the contrary,
partieshavingdrawn theirmoney fromout Savings' JoinStock Banks, were anxious to
lodge it with us on security of the Society's debenti$fes."”

Fundsthat survived returned tmormal operatiorrelatively quickly. As seen in
Figure 3b, by 1851 the amount circulated had recoveaedhlly andthe mean amount
circulated pefund was larger thaprior to thefamine.Profits for thesystem as a whole,
shown in Figure3c, also returned tpre-Famine levelsDonations, howevertook
substantially longer to increasissets, and assets free of inter@stluding donations,
retained earnings and deposits free of intehegtcould be withdrawn) are presented in
Figure3d. The assets of tlsystem neverecovered from the Gre&amineand, despite
cyclical upturns,they slowly declined. Followinghe famine, fundstended to retain
earnings to build up eeserve toprotect depositors. That the Boabegan to require
funds to report retained earnings at this point indicates its importance.

Giventhe severity of théamineand the facthatfund assetsvere comprisednly
of unsecured loans to tip@or, thesurvival of so manyoan fundsthrough theFamine is
testimony to the tenacity of the institution. The unit nature afyeemmay have been a
significantadvantage during thigreatcalamity. The short-lived Agricultural Bank was
the mostsimilar tothe loanfunds in its borrowing clienteléut poorlending decisions at
many branches brought down the entire institution during a periaeélative stability.
The loan fundsvere, on the wholgrobably less wellun than the Agricultural Bank, yet
many survived even the Great Famine since distress at one fund did not propagate through
the system. Because of their independend2aravinian selectiorprocess operated and
those loan funds which were best run, or least affected by adversity, were able to survive.

A third, and more graduaflecline inthe amount circulated occurred between
1851 and the mid-1880s, and after 1896 (Figure 3bjhit periodthe funds faced
mounting competition as thHenking industry expanded, as shown in Figdage though
the funds also had to compete for deposits it pospffice savings banks (from the
1860s) and rural credit cooperatives (from the 1890ss competition was exacerbated

65 Eleventh Annual Report of the Loan Fund Board, p. 16.
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by a decliningrural population. In addition, becauseimffation and increasing personal
incomethe legislatedmaximumloan size became more bing. The banks alsbecame
more aggressive in their ldng, as average personal incomes increased and more
individuals acquired credit histories through loan fund borrowing.

Times series analysis

In order todetermine theelationship of loan fund activity to economic variabbeer
time wepresent in Table 3 a regression usampualdatacovering the period 1850 to
1914. The dependent variable is the total amount ofl&nating ("circulation")per capita

in 1890 poundsThis best captures thievel of fund activity.Regressorsnclude the
annual values afrops and livestock. Thesgricdtural series determine the length of our
analysis. Alsaised as a regressor is the averagaual yield on 3%British consols. This
can be seen as an indicator of the opportwast ofcapital. Thanquiry of 1896caused

a major structural change the operations of thieinds which we allowfor in our
modeling.

Sincethe system hadonstantmaximuminterest rates over the period, it could be
argued that théegislated interestates were dundamental determinant of fund activity.
In the larger picture of competing institutiotinss is, howeverpot credible. Had there
been politicasupport,legislation to changthe interest rate could have occurred. We do
not, thereforebelievethatany ofour explanatory variablesre determinants of the long-
run decline in fund activity. Rather, thability to describeshort runmovements around a
trend is of interest.

An autoregressive distributed lag model of the form

p q
y, =a +Z[3iyt_i + Zyj X_; +0T+ y whereu, ~ ID(0,0%) and T may be avector of
1=1 1=0

time trends, was used as the base fndrich totest down to thénal model;all variables
are in logs$s Fourvariations of thdinal specificationare presented ifiable 3.(1) is the

66 |n practice we never tested folarger than 3 oq larger than 4, and we did not test down on

the trend variables. The Akaike and Schwarz criteria were used in model selection. As a precursor
to modeling the time series relationship, the possibility that the agricultural variables might have a
unit root was tested. In both Dickey-Fuller and Phillips-Perron tests, the hypothesis of a unit root
was rejected, but both series were found to have significant trends. Because these series and
amount circulated had trends, a trend is included in the model, with an allowance for a structural
change in 1896. Quadratic trend terms (not shown) were also tested, but they did not affect the
coefficients of interest substantially.
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most encompassingllowing for each of thevariables ofinterest and its lag. The trend
and intercepts are allowed to change before and aftandbey of 1896and dummy
variablesare used for thaaquiry and the year®llowing it. These structural breaks are
reduced in (2) and (3) as first the trend is consolidated and theeathgpecific dummies
are removed. Theoefficients of interesdrerelativelyrobust to these changdsnally, in
(4) theinsignificant lags orcrops and thgield are removed, angleld is crossed with a
dummy variablghat is 1 prior to 189Gnd 0 in 1896 and following. In effette interest
rate is notallowed tooperatefollowing the inquiry. The resultant coefficientse very
similar to those in (1), except that the standard errorssanaller whenthe lags are
dropped.

Agricultural fluctuations have large impacts on the amount circulated lhynitie,
as expected in thigrgely agrarian economy. Interpreing the coefficients, which are
elasticities, care must be taksimce it isnot clear whether the effectsork through
demand or supply. The amount circulated increases in years awbps are good,
possiblybecause there is an anticipasdality to repay or because of the increasedts
of the harvest. An increase in tha&ue of livestock is associated wittsizable rise in the
amount circulated, but itag has a negative coefficient. It is possthigt when livestock
purchases were above average one year, fewer purchases were required the next,
suggesting a savings role for livestock.

The interest ratdas the expected negative effect on limgal circuldion. The
causality here is clearer, sintee yield on government bonds represents theld on
alternative investments. Thyat least some) depositors wesensitive tothe rate of
return offered and were "rational." Owaveatregarding interestate movements is
indicated in Figure 3b. Theeld differentialincreased dramatically the early 1880s, and
so didthe amount circulated, but the 188uiry had a dramatic impact on circulation
while interest rates decreasedly slowly. The role of the outside interest rate was
apparently reduced following the inquiry as deposits shrank compared to fund capital.
CONCLUSIONS
The success of tHeish loan fund system is important evidericat thelrish middle and
lower classes had a much greater degrésvolvement inthe formal financialsectorthan
has been previously assumed. Since bamkse unable or unwiling to lend to
smallholders anthborers, théunds responded tine need for #éocal savings anéknding
intermediary. Duringthe early 1840s, the loarfunds appear often to have been the
principal institutional source of credit in the districtsvimch theyoperated outside of the
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larger towns. Théoan fundswveresensitive to their economic environment. Conditioning
for the degree of county urbanizatidands were more active in counties withigher

rates ofmanufacturing employment. Thayere nevertheleskeavily dependent on the
agricultural economy, with substantial increases in activity in years with good harvests.
Fund activity was also sensitive tloe outside interest rateggestinghat depositors

were not only altruistic.

The rapid growth ofthis institution is important evidence fohe value of
"alternative" credit institutions whethhe economy ibeing monetized, and agency and
monitoring problems cannot satisfactorily be dealt witlcdopnmercial banks or private
moneylenders. Althougkhe loanfund system developemitially without government
intervention, the promulgation of appropridégislation toreduce costs anénsure
supervision appears to have been essentiabifmificant growth. The fact that the
government dighot provide capital or loans to tliends was aequallyimportant feature
of the systemgsince to mobilizedeposits they were therefore required naintain
portfolio quality.While we cannot argue that tHean funds solvethe problem of rural
undercapitalization, we obsertteat thedistribution of capital is importanparticularly
whenthe economy is spoor thatmanyare on thdrink of starvation. The scale of the
loan funds inthe 1840s and 1850s was large endbghthey would have made a
significant difference to poverty relief.

We have argued that thean fundswere betterablethan thebanks to mitigate
problems of asymmetric informatiorlowever, it should b@&oted thattheir charitable
status conferredostadvantages: they paid no stamp duty, they haohal amount of
donated capital and thdenefited from volunteer labor by managers. Wassilfigcient
to explain their success? There are two counterfactuals to consider: (1) iHadkhdad
similar cost reductionsyould they have lent to th@oor?and(2) Had theundsnot had
these advantages, could thatll have operated? Weéelievethat the costadvantages
were probably essential tthe fundspeingworth in total around 3-4% otheir lending
operationsWith respect to the second counterfactual, we simply observe thbartke'
cost offunds --the ratethey paid on deposits -- wabout 4% lower than tHean funds.
So they already had a cost advantage.

The structure of thean fund systermay be ofinterest in the curreranalysis of
microcredit institutions. Some characteristigsrth noting from its institutional form
include its charitablenature, which was likely an important factor onseveral counts
including the initiation of the system and lowerinthe defaulrate. Theloan funds' local
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affiliation helped toovercome problems @symmetric information, partly since they had
local management, and partly sirgepositors had strongemcentives tomonitor fund
operations. Thdinancial independence of each fumday also have been important in
enablingthe institution tesurvivethevery largeshock of the Gredtamine. An important
extension to this researchtige analysis ofthe determinants dfind success ani@ilure
during the long history of the systeparticularly duringthe Greatamineand through
other economic fluctuations. We are in the processii@fing alarge panel oflata on the
loan fundsthroughthis period ofgreateconomic turbulence which we hope will be a
valuable source of information on the sustainability of microcredit institutions.
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APPENDIX - DATA DESCRIPTION

Annual reports of theCentral Boardbeginning in1838, are ouprincipal data
source. From 1838 to 1849 the format of taport grew tanclude an increasing number
of variables. Occasional valuase missing, especially ithe early yars and fosmaller
funds. By 1841 it seenthatall of the fundswere known to the board amldat reporting
was more regularized, although the notes to megsirtslist fundsthat did not make the
deadlinefor publication.Financialduress was frequently cited & cause. As a result,
we expect that thiguresunderreporfunds with higherates of default ankdighercosts.
This bias is unlikely to be veeveresince allfundswere required toeportandfailure
to do so would lead to a visit from an inspector and then an order to cease operations. We
aggregated fund data to the county level for the cross-sectional regression, so there are 32
observations.

The independent variable8GHRculture, OTHER and MANUfacturing indicate
the fraction offamilies inthe county whose main sourceiméome wasthe indicated
industry. TheUrban variable isthe fraction of the county's populatibnng in towns
larger than 2000. Th€loth variable indicateshe fraction of householddbtaining any
fraction of their income frorthe cloth industry. (Thes#ata werekindly provided by Joel
Mokyr, who abstracted them from tReports of theCommissioners Appointed tbake
the Census of Ireland for the Year 1841.) A substantial fractiarodfers, from 13% to
46%, with an average o0f22%, were primarily involved in manufacturing. The
manufacturing wasot heavilyconcentrated in more urbanized counties; the correlation is
0.24 and insignificantly different from zero. The variableshenloanfundsare from 1843
because we believe that data to be more reliable than data for earlier years.
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Table la
Borrower Occupations

Ballycastle 1838-40 Castletown Delvin 1841

# Borrowers # Borrowers Total Avg.

Loans(£) Loans(£)

Farmers 604 Farmers < 5 acres
Labourers 354 and labourers 283 1179 4.2
Weavers 127 Dealers or huxters 556 982 1.8
Shoemakers 64 Farmers > 5 acres 160 834 5.2
Dealers 33 Tradesmen 61 338 55
Blacksmiths 28 Weavers or spinners 49 165 3.4
Tailors 23 Other 133 626 4.7
Fishermen 22
Stonemasons 19
Carpenters 17
Teachers 10
Other men 136
Total 1407
Spinsters 392
Widows 163
Married 30
Women

Total 555 1042 4124 3.9



Purpose

Pigs, Cows Goats
Provisions

Shop goods

Rent
Oats,Straw,Hay
Yarn

Wool,Flax

Horses

Leather

Seed

Clothes, Furniture
Timber

Farm Implements
Iron

Poultry

House or land
Debts

Fishing Tackle
Handicraft Tools

Total
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TABLE 1B
STATED PURPOSE OF LOAN

Ballycastle 1840

Castletown Delvin 1840

Number Amount £ Number Amount £
486 2902 293 1137
670 1853 160 635
321 1635 143 764
346 1818 28 123

142 690
196 860 61 191

218 588
62 374 34 104
59 238 36 173
82 425 9 30
9 24 26 143

26 134
3 9 14 80

27 87

13 67

8 50

11 33

7 25

1 4
2532 10959 933 4072

Sources: Ballycastle: Third AnnuaReport of the Loan Fund Board, p.12; Castletown
Delvin: Reports of the CastletowDelvin and MullingarLoan Funds, 1854,
p 6. The occupations are as stated by borrowers.



TABLE 2A
LOAN FUND CHARACTERISTICS ACROSS COUNTIES, 1843

(1) (2) (3) (4) (5)
assets # dep amt circ fines / gross pft /
/pop / pop / pop gross pft assets
Agr. -0.33*** -0.48*** -1.17** -0.68*** -0.07
(.109) (.148) (.474) (.231) (.073)
Other -0.34 -0.38 -1.04 -0.23 0.10
(.224) (.306) (.979) (.479) (.151)
Urban -0.15** -0.24** -0.66** -0.34** -0.09**
(.065) (.089) (.286) (.139) (.044)
Cloth -0.24** -0.38** -0.84* -0.64*** -0.13*
(.106) (.144) (.461) (.225) (.071)
Const. 0.38*** 0.53*** 1.35%** 0.84*** 0.21***
(.108) (.147) (.472) (.230) (.072)
2 28 31 22 .38 31

Z 170

32 32 32 32 32
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TABLE 2B
BANK AND LOAN FUND INCIDENCE BY COUNTY

(1) (2) (3)
Loan Funds Bank Branches(1842Bank Branches(1843
/ pop / pop / pop
Agr. -0.09 -0.12%** -0.13%**
(.086) (.037) (.037)
Other -0.06 -0.26*** -0.22%**
(.177) (.076) (.076)
Urban -0.09* 0.02 0.004
(.052) (.022) (.022)
Cloth -0.13 -0.041 -0.05
(.083) (.036) (.036)
Const. 0.14* 0.13*** 0.14***
(.086) (.037) (.037)
R2 15 51 A7
N 32 32 32

Notes: Onetwo and three asterisks repressighificance athe 10, Sand 1 percent
levels respectively.

Sources: Countyariableswere abstracted from the 1841 Census of Irelandkizualty
provided by Joel Mokyr. For bank branches, Barrow (1975), pp. 215-219.
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TIME SERIES OF THE AMOUNT CIRCULATED 1850-1914

lag(Amt Circ)
Crops
lag(Crops)
Livestock
lag(LS)
Yield
lag(Yield)
Yield(pre96)
Trend
Trend5095
Trend9614
Yr97 dum
Yr96 dum
constant
post dummy
R2

Durbin h
B-G

p-value

N

(1)

.68***
(.094)
15+
(.085)
.01
(.081)
.49***
(.098)
-.20*
(.117)
-1.32%
(.542)
.06
(.589)

-.01*
(.005)
02
(.009)
-.19
(.123)
25+
(.141)
22 57%*
(10.76)
-57.01
(25.26)

.96
.67
5.59
232

64

(2)

. 79***

(.082)
20%*
(.085)

.04
(.084)

Agrex

(.099)

33w

(.106)
-.96*
(.538)
66
(.545)

-.0003
(.003)

.28
(.122)
.09*
(.125)
2.50
(6.25)
_.23***
(.070)

.95
-.12
2.61
.625

64

3)

.74***
(.074)
.24***
(.084)
.07
(.089)
.44***
(.105)
_.29***
(.111)
-1.05*
(.553)
73
(.555)

-.001
(.003)

3.71
(6.61)
Y
(.060)

.95
.84
2.00
735

64

(4)

. 69***

(.063)
15+
(.065)

A4

(.093)
- A7
(.104)

-1.38+

(.379)
-01x
(.004)

23.78*
(8.99)

~1.61Hr
(.377)

.95
-.34

1.66

.798

64



Notes:

Sources:
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Logs have been takenallf of the Xvariables;the trends are in years. B-G
(p-value) is a Breusch-Godfregst for autocorrelation in theesiduals. The
statistic presented tests folags; other lengths (not shown) werealso
examinedJargque-Bera testdid not reject normality. Breusch-Pagan-Godfrey
testsdid not reject homoskedasticity for equations 1 and 2.t€hktsdid reject
for equations 3 and 4 where thilowances fothe 1896 reforms are removed,
while the coefficients of interest are robust to this, the prefepedfication is
1. One, 2 and 3 asterisks represent significance at the 10, 5 and 1lpeetent
respectively.

Agriculturatlata is taken from Turner (1996), p. 108. Interest yeiels are
from Homer andylla (1991). Population estimates drem Mitchell (1992)
p.77ff. Al monetary valuesre deflated to 1890 poundsing the average
price of Bread irbublin, from Mitchell(1988), p. 771.While this is obviously
not anideal index, we have some confidence in it since it mtaidg closely
with the UK consumer pricedex presented iMitchell (1992, p. 846ff); the
latter index is not used because of a break in the series in 1871.



FIGURE 1
LOAN FUND ACTIVITY PER COUNTY IN 1843

County Loans per hundred Loan funds
inhabitants per county
Ulster
Donegal 7.2 12
Londonderry 3.4 4
Antrim 8.0 7
Down 2.2 6
Armagh 8.2 6
Monaghan 9.4 14
Cavan 10.1 12
Fermanagh 6.5 8
Tyrone 9.6 19
Leinster
Carlow 9.0 7
Dublin 1.7 8
Kildare 5.3 4
Kilkenny 6.7 15
Kings 10.8 8
Longford 10.1 9
Louth 4.1 5
Meath 6.7 7
Queens 12.7 7
Westmeath 7.6 10
Wexford 9.2 12
Wicklow 11.6 11
Connaught
Galway 2.7 10
Leitrim 6.0 7
Mayo 0.9 2
Roscommon 3.5 8
Sligo 5.6 7
Munster
Clare 1.7 5
Cork 7.7 36
Kerry 0 0
Limerick 1.7 4
Waterford 7.6 8
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Figure 2 - Loan Fund Operating Characteristics

Note:

The following outlying observations were removed:

a) Funds in Belfast and Cork, both enormous
d) 1 small fund 1n 1ts last year of operation

e) 2 small funds, both in the last year of operation
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