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Before the advent of the British era the progress ot
currency institutions in Indla followed along the lines of
ﬂld eastern belief, viz,, of full-value legal tender money.
The Government mmts in pre-British days simply assayed

| and tested the precious metals and cut the same into.

‘convenient sizes, The Government stamp added nothing
to the value of a coin but only certified to its weight and
. purity. Thete was no token metal or paper cutrency.

'I‘lns same cult was recognised and continued in the early
‘British days. But when the conquests of science and

the advance of modern ideas about economical forms of

currency changed the old order of things and new beliefs:

and principles gained ascendancy, the theory of full- ,

mlue legal-tender money underwent a radical change

I and the present system of token metal and papet cur-
rencies was introduced. |

e The framers of the present currency system in India
\have steadily striven to cast it on the lines of the latest

,‘ }accepted principles of monetary science in Kngland. But,

whereas,” in England and elsewhere, the artificialities of

'a token currency are covered by the ample play of a

,/génume Aull-value, gold ccnnage in. the country, the

| currency policy of India is bereft of stch assuaging

' characteristics. The task of /tracing and recording the

| currency history of In rlm is full of d1fﬁcult1es It becomes

i ( exceedingly hard to trace events from pomt to point so as

! to record every successive development in the true light

\ of its own contemporaneous circumstances and keep it free

‘ ? from the reflections and influences of = subsequent events,

/’ When, as in the case of India, -the whole system is, to a

[ great extent, the result of a series of experiments and has

never, been dehberately adopted 4s a consistent whole,

A
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| Commission’s report and of its recommendations. = |

| CURRENCY ORGANISATIONS IN INDIA.

“be attained.”

A desmbmg in detail the gradual growth of the dlfferem: |
branches of currency institutions in India, I have endea~

| youred to present the official view and actions in the |
| most liberal light and, where the pOpuhr view differs

| from the official one, to give expression to the pwples
. ,behefs and wishes with unflinching truth and straight-

. forwardness but in a spirit of utmost moderation, 1oya1tyj

The currency system of the Lountty has reoently underw‘
gone a process of examination at the hands of a Royal
Commission. The Commission had mnot finished its

' lahours when this work was written(in November- Decembex i

 and when “the authorities themselves do not appedf A
~ “always to have had a clear idea of the ﬁnal objeu: to ik

—

—Saeese e e

1913), hence its deliberations could not be embodied in »

proper places in the body of the book. To bring  this
treatise up-to-date I subjoin a brief resume of the Royafl,

~\,

s
Aq soon as the appointment of the Cnmnuwon was |

| B W i
L G announced, the Bengal Chamber Of

| Apdn o, Ko te Beerelary, | Comimerce wrote to the Governmenp

Bengal Chanmber of Cammerce,

|| foimeSecrtars tothe Qo of Tndia that the Committee of the
W non Chamber were inclined to think that if

. the Commission intended to undertake an exhaustive
enquiry into the whole question in its Indian aspects, a)
yisit to this country was imperative. The Upper Indial

Chamber of Commerce (Cawnpore) also supported this view,

| But on the official publication of the Royal Warrant it

' became clear that the evidence would be taken in Iondon, J

This caused widespread disappointment in India, as it was /

. evident that considerations of distance, expenditure, time )

' and other conditions would render an adequate presentation \

' of the Indian stand-point before the Royal Cominission,
_in London, impossible. The currency administration Qf

W
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Tudia b
o ..«md criticism in Indm and, under such circumstances, a

ms1t of the Commxssmm to India and the hearing of evidence
o the Indlan public on an extensive scale, as in the case
‘cm Pubhc Services Commission, would from the people’s
it p« int. of view have greatly helped in a clearer comprehen-
| sion of the whole problem and would have gratified the
ppular sentiment. Since the conclusions of the Royal

matters, at variance with the wishes of the people of this

tour m India has become all the more keen.

Lookmg thtough the evidence and the general tenor of

the leading questions put to the witnesses, one discerns a
*&pmt of restlessness with the criticisms and opinions
“ urged by the exponents of the non-official Indian point

of view and of impatience with the labours and recommen-
 dations of the Currency Commission of 1898 in points
where the current Iondon money market interests and

ommissioners are, unfortunat‘ely, in many important

L

ha& for some t1me been the object of great debate |

Qountry, the dlsappomtmeut caused by  the omlbmou of

‘ mews happen to differ from the views held by the Fowler's

o Kommittee, It was openly remarked that since the
members of the Fowler's Committee had very ' little ex-
,pemence to guide them, their recommendations in regard

L the extension of the use of gold in internal circulation
\ nnght well be overlooked and that much importance
: need not be attached to their opinion,

.| The Commission held, in all, 34 meetings and examined
| :§3 witnesses, classified as follows* :—

" Representatives of the Government of India, in-
cluding the Hon'ble Sir James Meston ........ 4

Ex-officials of the Indian Government (Sir Guy Flect—
o - 'wood Wilson, retired Iinance Member, and
Mri FCh Harrlson, formerly Accountant
ederal af Bombay) (L i e dan TR

i
/|
|
)

“The formation and constitution of the Royal Commission on Tndlan Fina and Curre
gnd its soope of enquh"y ate described in detail on pages 36-38 of thils book, g s

? ,
]
th
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Officials and representatives of the India Office , .. 9 |

H‘Reptesent'xtwes of the banking, commercial and ‘\
. financial interests in India..,.... Vi R A -

il . Persons directly invited by the Royal Commission, b
including Mr. Moreton Frewen .. .. .. I

W“

230
The enqtury covered the following subjects :=—(x) the

l peneml balances of the Government of India and of the[’

. 'Representatlve of the Bank of England .......... ol
. Representatives of the Exchange Banks. .... ol A e

i . India Office in India and London rebpectwely (2) the

' sale of council drafts by the Secretary of State in Iondon | 1 :
' (3) the Gold-Standard-Reserve : (4) the system by which
| the exchqnge value of the rupee is maintained ; (5) the
.| provision of facilities in India for the coinage of gold i
. (6) the Paper Currency Reserve; (7) the financial organi-
' sation and procedure of the India Office ; and (8) the
. question of the establishment of a Central or State Bank
| for India.

| The Royal Commissionets begm by observing that
“the first principle to be borne in mind in any considera-

“tion of the Indian finance and currency system is that

“the balances of the Government of India in India, and
~ “‘of the India Office in London, and the portions of the
“Gold Standard and Paper Currency Reserves located

“respectively in India and in London, all represent in

’ “’the last analysis one single fund. The titles attached to
““the constituent portions of this fund indicate to some

“extent the nature of the needs and liabilities for which

“ “the fund as a whole is required to provide.
“The name attached to each portion indicates the '

“primary function of that portion ; but neither in theory

“nor in practice have the separate portions of the fund

 “been entirely rcsetved for the objects indicated by their

‘“separate names.’

A e

e
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‘ The above exp051t10n of the functions and objects of ‘
.tha currency and financial resources of the Government
of India is far from clear and definite. ‘

The impression in this country is that every separate
branch of the Fund has a definite object in view end a

. specified function to perform. The endeavours of the
. F yal Commission, or of the Government authorities, to
ﬁjribe new and extra liabilities to any of them, parti- «

. iLarly to the Paper Currency Reserve, has caused a
L feelmg of bitterness and distrust.

. The Gold Standard Reserve is believed to be quite

‘, qufﬁcwnt to meet any strain on the stability -of the ex-

!change value of the rupee. To look upon and earmark

gthe Paper Currency Reserve, or any portion of it, as

liable for the maintenance of exchange ethbrmm

is, under these circumstances, without any justification

{and a source of needless irritation to the people, who

naturally regard it as their own money held in trust by

the- Government as security for the Paper notes, which

the modern conditions of life render it more convenient
for them to use in their day-to-day transactions.

% ' | Ifatany time itis found that the Gold Standard Re-

; serve is not sufficient to maintain exchange in a time

of emergency, it would, probably, be desirable for the

‘ t,:ovemment to raise additional fnnds by the issue of

temporary loans, A declaration that the Paper Carrency

| Resetve would not be encroached upon by the Govern-

4 ( jment for meeting exchange demands would impart greater

' ;} sonfidence in the currency administration of the country and

‘the pressure for the encashment of currency notes during

umes of crises, which is a marked feature of the Indian

| note system would then naturally disappear.

The Government -of India now hold about 18 crores of
unfunded debt in the form of Post Office Savings Bank de-
posits. This amount is repayable at call to ahout 15,00,000

i

of
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o depomtors and constitutes an important liability on the‘

general balances of the Government of India. Human
nature is often intuitive and though unable to account
for its action at the time, it shows wonderful powers of

‘ anticipation and foreguarding of its interests. It may,
 perhaps, be a lurking fear that the general balances of the

i ,""\Government are liable to be put to uses for which th'y

| are not meant—viz., the solution of exchange difficulties ¢

Y
|

financial help to the London money market—that is at (.. |

. bottom of the panic which prompted a run on the Post
| Office Bavings Banks during the last few weeks. This
. run ought to provide a wholesome lesson to the advocates.

of the policy that the balances of the Government in
. excess of current requirements may safely be transferred

to England or be legitimately looked upon, in a time
of emergency, to support exchange.

Passing to a detailed analysis of the needs and lia-
bilities for which the resources of the State are required to

5‘prov1de, the report summarises them under the followmg

U five heads

(i) A working balance in India for (a) the cui'rent

expenditure on revenue and capital account of the

Imperial and Provincial Governments throughout India |
(6) the expenditure of local boards and municipalities
for which the Central Government act asbanker ; (¢) the
Government savings banks; and (d) miscellaneous fundsi

and services, such as funds in Court.

(i) A working balance in the United Kingdom for the’iﬁ

“home charges” of the Government of India on revenue
and capital account including funds for the capital outlay
of most of the Indian railway systems.

({dii) A reserve fund for the maintenance at the par of
15. 4d. per rupee of the exchange value of the rupee with

the sovereign.
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(1v fund for qecurmg the m,,,_vertlbxhty of the notes
of the Government of India, =~

i v(v) The provision in India of fresh supplies of coined
i rupees and of sovereigns as at present at the rate of one

soverexgn per 15 rupees,
i The Giold Standard Reserve.
| The haﬁnting principle of the entire currency system

_  ‘ oi India, ‘according to the views of the Royal Commission,
 seems to be the provision for the maintenance of the
‘exchange value of the rupee at 15. 4d. and around this

cardinal pivot the whole cutrency administration of India
ought to revolve,

‘The Commission, therefore came to the conclusion that
the establishment of the exchange value of the: rupee on
a stable basis has been and is of the first importance to
India. In order to achieve this end, the Comunission has

- recorded as its deliberate opinion that—

L) It would not be to India’s advantage to en-
courage an increased use of gold in the internal circula~
tlon (Para 8). :

' (2) India neither demands nor requires gold coins to any
considerable extent for purposes of circulation, that the
most generally suitable media of internal circulation in

. India are at present rupees and notes, and that the Govern-

ment should, as opportunity may offer, encourage notes,
while providing—and this is the cardinal ieature of the
whole system-—absolute security for "the convertibility
mfo sterling of so much of the internal currency as
may at any moment be required for the settlement of
India’s external obligations. (Para. 76).

(3) The whole profits of .the silver  coinage together
with any interest accruing from investments or loans
made from the Gold Standard Reserve, should for the

present continue to be placed to the credit of that
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resetve, and that no diversion similar to that m*ade
' in 1907 for railway development should be under

any circumstances permitted until further expenénce
allows of a much more accurate definition of the callq
which the reserve may have to meet than is at present

) ,\‘posmble (Para 79). :

(4) Nolimit can at present be fixed to the amount upto :

; ;}whioh the Cold Standard Reac.rvc should be accum,u—

lated (Para 86). ‘
! (3} A much larger proportion of the reserve should

‘be held in actual gold. By an exchange of assets betwee';{
the Cold Standard Reserve and the Paper Lurrency
| Resetve, a total of about £10,000,000 in gold can be at
otice secured. This total should be raised as opportunity

o | offers to £15,000,000 and thereafter the authorities should

aim at keeping one-half of the total reservein actual ;5,01'1

i ‘1‘5‘(Paras 93 to 100). i

| (6) The gold transferred from the Paper Curréricw'
. Reserve in India might continue to be held there for'a.
 time as part of the Gold Standard Reserve, but, as we are

ik opinion that ILondon is the proper place for the Gold
' Standard Reserve, steps should be taken to transfer it to

T,ondon as soon as convenient. (Para. 100). :
The attitude of the Royal Commission in the matter

| of location of the Gold Reserve has aroused much comtnent.

These reserves ought mnever to have been taken out Oof

. the country. The presence of Indian stock of gold in

Tondon has in a neasure made London less dependent,
than it should under ordinary circumstances have bee\n,
on her own reserves. That a market of the vast maum-
tude and world-wide responsibilities, like London, ought
to have a large stock of liquid zold none can for a moment

doubt ; that her present accumulations of gold are quite

inadequate for her manifold needs is also admitted. If
Indian Gold Reserves are removed from, or lessened in,

%
i
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]‘IJOh‘don, 'England eitt B 64 Gt spec1a1 measures to

\increase her gold holdings. This will have a wholesome

seffect on the London money market and will, probably,

| attract attention to a state of affairs that has been too
i ‘long neglected by the people there.

g” Itis no doubt true that London is a preponderating
ereditor in the international short loan market of Europe
and she could, during normal times, always increase her
holdings of gold by reduc.ng credit and calling in her dues,
which are payable in gold. The inflow and outflow of
gold to or from England is automatically regulated by the
rise and fall of the Bank of England rate of discount. But
the present war on the continent of Europe has shown that
this device, though it is admirably successful in peaceful
times, could still produce financial stringency and cause a
famishment in the money market owing to the inability
oﬁ England to realise her bills falling due during the
cpurse of wat in the enemy countries. There were about go

" crores of rupees due to England from Germany in this

way when the war commenced and all this money cannot
b}e laid hold of so Iong as the war lasts.

‘The formation and existence of an additional Gold
Reserve within the British Empire outside of England
vll prove a valuable source of strengthto the Imperial
(sovernment in a time of crisis.

| The opinion exptessed by Sir Samuel M ontagu M
{ ‘efore the Currency Committee of 1898-99¢ is an eloquent

testimony as to the futility and wastefulness, from the
point of view of purely Indian interests, of the holding
of Indian Gold Reserves in London, In txmes of sfnnrrency
and danger, he observed, it is the gold deposited in India
on which the Government can lay great dependence,
An accumtitlation of gold in India would produce a great
moral effect and it i is possible that in time the Government

o Lt Bir Samuel Montagu’s evldence Iy raproduced on pago 77 of this book,

i
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i may be* able to reduce the rate of interest on rupee Ioansu i
from 3} to 3 per cent. This point is of considerable im-
portauce in view of the recommendation of the Royal
. Commission that the amount of annual rupee loans in
India should be increased as much as possible. |

' The position and credit of the Government of India in
the Indian loan market would be considerably strengthened

if the Indian Gold Reserves are held in liquid gold in India.

The injustice to India in the matter of her Gold Reserve

‘does not end here, but extends to its composition as weli.

The recommendations of the Fowler's Committee (189&)
were to keep a reserve in gold. There was no idea then to
include Consols and Stock in the term ‘‘gold”’, but later-
day statesmanship interpreted the meaning in quite a
different light and read new meanings in that simple’
word with the result that, until 1'ecently, most of the
London portmn of the Reserve was kcpt in securities and
very little in actual gold.

‘The sale of a portion of these securities in the crisis of
1907-1908, and subsequent fall in their ptices, ought to
open the eyes of the powers that be to the dangers of
locking up India’s Gold Reserve in this risky manner,
A full history of these losses is given on pages g2-95.

The following reflections by the Royal Commission nn
the policy underlying these iuvestments are prec“
and to the point : i

In the existing circtmstances of the London money market even the ﬁnf !
goeourities such a8 consols can no longer be regarded as identical with cash in t g
gense in whioh they were so regarded fifteen or twenty years ago, and their reai.
sation might involve such a losws in edpital value and such an aggravation of gu
erisis which it would be India's direct intevest to allay, and to make the holdiriy
of more than a comparatively moderate propottion of such stocks undesivable i}n
the case of the (Gold Standard Reserve. Short term securities such as Treas
Bills, Hixohequer bonds, and siwmilar securities have this advaotage over conso
that the ohance of any big loss of capital on realisation is less ; but these securi-
tiog maay not be always realigable in large amounts quite so quickly or readily as
eonsols, and their enforced realisation ab a partisular moment mighﬁ, uncler certain
 dircumstances, so aggravate an adverse situation in London a8 to inorease Indi& é
fifficulties and to injure Indian interests, ;
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the ca‘,llmg in of sums lent out at short notice, are likely to canse some stringency
in. tho London' market, and if the exchange crisis in Tndia which makes such reas
lis bion nevessary ds accompanied or directly cansed by a financial erisis in London

| or t/rea,ctihg upon London, as is very probable, the diffioulty of realisation may be
; a.o(ientuu.bad, and the possibility of loss to India 'cannot be ignored,  India should,
in

his respoct, be as far as possible independent of Tondon. Just as London must

' Inany ca.se, the realisation in o orisis of seonrities in largo quantitios, and even

loplk to its own resources in such a erisis, and does not and eannot sount on help
friom TIndian reserves, so India should be in a position to defend ite own financial

ppsition without undue recourse to the Gold peserves of London. The Gold
Standard Reserve is built up onb of the fruite of the economy of gold. Itis a
n/eoessary condition of Buch economy that an adequate reserve should he held
agsfgfnst‘au exchange erisis, and it is right that such reserve should be sufficient

In itself to meet the orisis and shonld not ba dependent on conditions which Tndia
eannot control or on resources accumulated by another country to maeet ity own
linhylitios.

In regard to the consols held in the Gold Standard
Reserve, the Royal Commission call attention of the
authorities to the consideration that it might be prefer-
able in some cases to obtain an advance against such se-
curities, rather than by an outright sale, since it might be
possible to raise money in this way after it had become
difficult to sell except at a very serious ‘loss.

Considering the question of what the amount of actual
gold held in the Gold Standard Reserve should be, the

Royal Commission does not see any necessity for keeping

the whole fand in gold, as it would take away an important
source of future iucrease. The Commission, therefore,
ticommends that not less ‘han one-half of the fund should
L} held in actual gold when the total fund' exceeds
£30,000,000 ; and that a minimum amount of £15,000,000
should be accumulated as rapidly as possible.  “So soon
“as circutnstances render recourse to the Gold Standard
“Reserve necessary,”’
‘authorities should be to use both the securities and the
“gold, advantage being taken of the release of gold to
“facilitate the realisation of securitics,”

- Its further recommendations are that-6 crores of silver

 aeld in the Gold Standard Reserve should be exchanged

says the Report, “the policy of the .
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at once with £4,000,000 of gold in the Paper Curremcy
Reserve, and to remit this money to Xngland, where alone
the whole of the Gold Standard Reserve should be k‘ir %

‘m future. ! |
The Commission also advise : ;

'bils in Tndia on London at the rate of 1s 3.20/324. whenever they are asked)
| o do o (a8 was actually done in 1908 and confirmed in 1909) to the full extent oﬁ
their resources, We believe that the knowledge that such exchange can be pur
100 chased at any time will do much by itsell to inspire confidence, and 80 to mduce‘
| the actual demand for drafts on London, and to prevent the fuoling OF v Wity

ke hable to acoompany and to aggravate periods of financial strain. With :;I\e

| ‘Reserve for the support ol exchange so strong as it will, we hope, prove if onr
recommendations are accepted, we do not think that there is any reason to {

| ighat in undertaking this liability the Government of India would be in any dzm%cr
‘of heing unable to carry out their ubligations,

. I'he announcement of the rmdlne% of the C;rovemmel}lt
of India to sell bills on Loondon at the rate of Is. 3- 29/3:4d
. whenever necessary will no doubt go a great way in en-
suring conﬁdem,g abroad in the stability of the exchange.
The position of the Gold Standard’ Reserve has now be-

| come so strong that the Government may well undertaku, |

the responsibility.

The correct Indian feeling on the question of the Ioca-
tion of the Cold Standard Reserve was voiced by  Sir
/| James Begbie, when, in his note of dissent to the final
| repott, he stated that the portion of the Gold Standard
 Reserve held in London should / gradually, and as opportu’

| nity offers, be converted into’ actual gold and that th
‘entire gold reserve should be held in India. He is not.
however, in fayour of an iminediate transfer of the gold
now held in TLondon to India. But when the reserve is

. mext drawn upon for the supporv of exchange, it should
pot  later be restored to London, but be allowed tag
accumuhte in India in gold.

The (3overnment should make a publie notification of their intention to mw ;

Sir James Westland, Finance Member, of the Vlceroy Ch

Council remarked as follows when d;tscussmg the ques- |

 tion of the formation of this reserve in 1898 :

fh *;‘



- cumulate. I am afraid the pursuance of this policy is

| | INTRODUCTION. xiii

. Thie public will regard with distrust arrangements for the establishment of

& gold standard in India which carefully involve the location of the gold reserve

i ;‘I.c\xidon*ﬁn& its nse thers by trace. A gold reserve intended to support the

1 groduction and maintenance of s gold standard in any country ought to he kept

e countiry if it is 6o produce its full effect in the way of establishing the con-

i unce which is almost indispensablo to the success of the measure; Tt the Tndian

- golld reserve is located in London and the public believe that it may at any time
wanish in supplying the requirements of trade, or of the Secretary of State, con-
ﬁ?;::fod will hardly be established ; and in any eage it seems certain that o reserve

of }afny named amount will produce a greater effect if it is located in India than if

6,000 miles away.

'Y the maintenance of a portion of the Reserve in Lon-
‘d()l;i(l be, however, considered as absolutely essential, I
think a sum of ten crores is the utmost which ought to be
kept there, and all the excess amount be held in India.

iy is

_ [The opinion is expressed by the Royal Commission that
no limit need at present be fixed to the amount up to
wbich‘the Gold Standard Reserve may be allowed to ac-
sure to lay the Government open to the charge of ntilis-
ing the token currency as a means for amassing wealth,
A feeling is already in existence that the heavy coinage
operations cartied on during the recent years have not
had so much the object of meeting the genuine demands
qf currency in view as to earn larger profits on the coinage.”
| It would, therefore, perhaps be advisable to fix a limit
of, say, 50 crores up to which the reserve may be allowed to
be accumulated for the present and the question of its fur-
ther disposal may be considered when this sum is reached.

General Balances.

The Government of India's balances both in India and
in London include considerable sums held on = behalf of
the Indian Railway companies, sums belonging to local
.and district boards for which the Government act as
 bankers and the money deposited by the people in Post
 Office  Savings Bank. = They also include large sums
 held as working balances at the various treasuries and sub-
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balances at headquarters in India and in Londd‘n.‘ ; Q‘Aci L
1 cording to the estimates framed by the India Office \oy

. minimum wotking balance required in London is normalfsr

 treasuries throughout India and Birma in addition t "‘_t;_h\egf _

about six crores of rupees and the Govemment of India),

we are told, require a balance of about 12 crores to worlk

| their transactions. Since, however, between Aptil an

the end of the year there is a large net withdrawal

| from the Government treasuries, it is the practice of £t
. Covernment of India to budget for an opening balan‘k‘ce'

. in India in each financial year of something over 18 crores

of rupees, |

| Mhere is 1o data from which to ascertain the accuracy lof

' the above estimates, but as they are based by the Govern-

. ment on experience, there is no reason to doubt their
) correctness, Even the Royal Commissioners were unable
. to examine in detail the working of the “Resource Oper-
 ations” of the Government of India, that is, the machinety

. for keeping the various treasuries and sub-treasuries in

| Tndia in funds, but they felt it necessary to call attention

| to the importauce of a periodic review by the Govern-
ment of India of the amounts so held in order to secure

all possible economy of balances and to take advantage
of all fresh facilities for remittance which the growing de-

. yelopment of communications and other modern improve-

. ments provide. : |
It will appear from the statistics given on page 125 of
. this book that the actual balances held by the Government,
'in India and in England, have been considerably in excess

of the Government’s own estimates of their requirements.
The policy underlying this huge accumulation of funds

‘has been frequently criticised in India as well as in the

evidence—official and non-official—before the Royal Com-
‘mission. The report of the Commission condones the policy
of the Goverument in this connection in the following
. platitudinous observations :

|
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‘The great tise in the Imlnnce 88 8 whole has not been in accordance with the .
anﬁioipa.tmns of the Government ; on the contrarvy, each budget hasg pzovxdod for

. 8 reduction of balinces to a figare not far removed from the normal, and each

Y«i'far the mbentions of the budget have heen defeated by an improvement in reve.

‘ nme or by a ﬂa,llmg off in expemhture th]x wera not foreseen at the time of its )
i Pﬂep&mﬁion It wonld seom,  therefore, t}mf primarily. the question is one of
! eﬁﬁma.ting, and we cannot but feel that in preparing their estimates of revenus

| “‘thﬂ Government of India have erred on the side of caufion. We are convineed,

S

‘ end

‘ bowtéver that in the pcoulm; cm:umsbzmces of India, this is an exvor on the right
. side, and that the consequences of too sanguine n forecast, perhaps committing

the Government to premature .expenditure. beyond their real resources, and in-
wolr i of atiy time the visk of a deficit, are much more serions than those which

‘oan | Jarise from the ocourrence of Iarge surpluses, | In the eircumstances of such g

couthtry as Tndinib is not safe to spend np to the hilt during a period of prosperity ;

' there ig everything to bo said for a general policy of cantion whick utilises the ins

ﬂl‘eﬂffsed resources of such a period to strengthen the financial position against the

reourrence of bad seasons, and it i cortain that the adoption of this policy in

wce,m: yeurs has done much to secure Indian flnance ageainst vicissitudes in the
ediate future,

(A further cause of the large figures reached by the
aggregate balances has'been the failure to spend up to the
amount estimated on capital expenditure. In commenting
ori this feature of the situation, the report continues i~

\‘ This feature is partienlarly noticeablo in the year 1910-11, when over £3,000,000
out} of a total estimated outlay of £6,500,000 in India remained unspent at the

of the year, and over £1,000,000 was similarly left unspent in London out of
& bf‘)tul of £6,250,000.  Much of the underspending is attributable to the Indian
l-‘a,ﬂlwav companies rather than to the Government authorities in London and
In(;ha, + v+, This anderspending is an important contributory cause to the size
of/ the ba.lanoa, because' the probability of underspending only becomes known
l&,,a in the financial year, whereas the borrowings of the India Office to meet such

exrpendlture have usually taken place sometime earlior.

l The general balances of the Government of India are,
however, unnecessarﬂy heavy. 'The impression in India is
that this growth is due to excessive taxation. The table
of figures given on page 125 of the book shows that the
actual balances held by the Government have been year
after year considerably in excess of the Government's
owh estimates of their requirements (viz: 12 crores for
{India and 4 millions sterling for England), :
' The remarks passed by the Royal Comm1ss1oners, though

‘ they correctly represent an 1mportant aspect of the situa-



. in-Council. The Government of India contend—and ¢}
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o t:on are far from convincing and will carry little wei «iht
. with the critics in India. From the latter’s point  of
view, the maintenance of such huge balances is not ]us’»l- it
‘ ‘ﬂable on any ground,

Reading through the evidence, written and oral, tendened
‘before the Royal Commission, one discerns that one of/the
chief contingent causes that have necessitated }the‘
keeping up of such large balances has been the dbsencq_ of
co-ordination and unity of putpose in financial mattereh

‘tween the Government of India and the Secretary of St 5

. contend it rightly—that the management of the balances in
India ought to rest with them. The India Office have hyeen
| unable to dislodge the Government of India from this

position, But they have pressed the counter-issue that the

- administration of Council drafts ought to rest with the

. Home Office. The result of this controversy has been that

as soom as the Government of India succeed in accurpu-
lating funds in India, the Secretary of State hurries sto
withdraw it by selling drafts on the Indian reserve treasurﬁes
* The policy adopted with respect to Council drafts f’m
aptly remark the Royal Commissioners— has in fact

| ‘“ been to sell frecly so long as there was a demand and!so

““long as there were balances sufficient to meet them.
. “1In other words, it has been assumed that the prog jer
‘“ place for any surplus balances is London. ”’

A more anomalous‘position for the financial reswmdes
of the Government of India it would be hard to 1magme.

The representatives of the people of India have voiced .

in uneqmvocal terms in the Tmperial Council Chambers
and in the press that the general balances of the Govert-
ment ought to be kept in India, with the exception of
 such portion as is actually required to meet the ways
and means programme of the Secretary of Gtate. Inany
case, the location of surplus balances ought to be deter-
mined after a full consideration of all the varying



| uattors of the situation from time to time; and the ‘time

 bas come when the question of easing the periodical

% !
{

stringency in the Indian money market by the grant
of temporary loans ought to be seriously grappled and
| ®olved to India’s satisfaction. . M
The question of location ' of the balances has aroused

. much criticism and it is the complaint of the people of this.

- country, to put it in the Royal Commissioners’ own words,
that money ‘has been moved unnecessarily from India.
“‘where it would have-assisted the business, aud the Lon-
“don money market has had an accession'to its resources .

. gt the expense of the country to which the money pri-
““raarily belonged.” . e :

Auother feature of the situation, which is tuch com-
mgnted upon in India, is that when the India Office has
been lending Indian money permanently in the London

. market to the extent of nearly 15 crores of Pepecs,  at
exceedingly low rates of interest, it is most undesirable
for it to contract large loans to provide for its own ways
and means policy at higher rates of interest. To berrow

with one hand and lend out with another is quite’ in-

b

¥

-, defensible but the impropriety of the action becomes more
' objjectionable when it happens, as it has doge in the pre-
b se&nt‘case, that the borrowings are made by the Government
. at a higher rate of interest and theit own funds are lent out
i) at a.lower rate of interest. It does not need argument to
~ ldy down that the first object to which the surpluses ought
. t0 have been applied is the reduction or avoidance of
debt: While agreeingfin substance with this principle
the Royal Commissioners do not find any fault with the
course taken by the Government of late years in trans-
ferring huge funds out of cash balances to London,

4 ind in investing them in the London market, for they
. affirm that under the conditions hitherto laid down for
. doans in India, there was no effective demand for such

. loans and no use for the money in the country, i

<



| 3rst March, 1913, as follows :— i »
. In2yo District Treasuries and about 1,500

" gvili  CURRENCY ORGANISATIONS IN INDIA. |
(a) Indian Balance. i

. An examination of the balances held in India shows
that the funds of the Government were distributed on t}g;e i

e
" Sub-Treasuties . .. i .. Rs. 0,88,57,500
| In 36 branches of Presidency Banks i
v in India s il o R ot

' In all the three Head Offices of the i s
Presidency Banks .. I e 2,39,34,0100

In the Reserve Treasuries in Calcutta,
Bombay and Madras i

.-

-

) 13,36,30,5@

datal iy e 28,93,96,50})1“‘
Branches of the Presidency Banks are regularly used for
the keeping of the Treasury balances in the compara-
tively few places where such branches do exist, and the
Government have made a practice of late years of offering
to guarantee a fixed minimum balance for a period of
five years as an inducement to the Banks to open new bran-
' ches and take over the district treasuries in places where
. such branches are opened. DBut, except in places where
such a guarantee is in operation, Government balanees
at the branches of the Banks seldom exceed immediate
requirements to any considerable extent, the Government'’s
policy being, as a general rule, to draw any sutplus balanc{es
to certain centrally situated treasuries and finally to t-‘gixe
Reserve Treasuries. L
Commenting on the manner in which the Government
hoard their balances, and on the independent treasuji'y
‘system in general, the Report observes :— \

* 2 \
The independent Treasury system is not an ideal one and compares unfes-

vorably with the practice prevailing in the United Kingdom and in most othet

RSN A PRI R S R RS

+ It will be seen that instead of the normal balance of 18 orores, the Government of India her'f’ﬁ
very noarly 20 erores in its coffers, and on analysing the figures it becomes clear that, of this hugh
gy, only wbout 570 Inkhs was placed with the Banks. 820 lakhs, out of this 370 lakha, revresen
balances af the branch offices of the Prestdency Banks and as this money is often withdrawn' with
the ntmott freedom, only a comparatively amall portion thereof can be Tegardéd as readily availi
able in the money markeb, The rest of the money (inlike the system in England and other advancer
vountries where the balances are held by National Banks and are available for uge in the money
market) had been locked up in the Goyernment treasuriss, away from {he reach of the people, ‘
{
i

=

i
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]ZN’TRODUCTION

H eountﬁes ot keeping Govemment balances at a Bank Tn the United Kingdom,
84 i India, a considerablo portion of the total revenus is collectod in first four
mont‘ha of the oalendmr year. The heavy collections of the revenus which then

the tmable is minimised in two ways, first hocause the money collected iy inimedis
ately deposifed at the Bank of England, where it in available for financing the
oumm‘«erce of the country ; and second by the device of the Treasury bills for supply

| enable phe Government tio tidle over the lean period of the year by horrowing from.
] kthsm ket sums which thev repay  as revenue accrues later on, thus maintaining
i 5016 sorb of equilibrium in the demands of the Exohequer upon the cash suppliea
of the nation.

! Tkhe disadvantages of the system ave accentuated by the special conditions
Yot Tnd(iu, where business is subject to a seasonal tide of strongly marked charnoter.
That ‘business, it will be remembered, is predominantly agricultural, and all the
prmcofipal crops, whether jute or rice, cotton or wheat, or oil seeds are marketed in
1/ the a,'kq{t.umn and winter, , Thus every year there is 4 busy season with active trade
and M&'eat. demand for money, and a slagk season when money {requently. cannot
be Iont Something of the same sort ocours also in the affairs of the Clovern-
mend ;| and far more than the proportionate amount of the revenue is colleoted in
1 the ﬁs}.‘ec few months of each calendar year.  We have noted that the minimum
e balanica is veached in November or December. | From that point the balance
' begmia again to rise, and by, the end of March is normally £4,000,000 higher than
in Degember.  This season  of maximum collection of revenus coincides with the
season. of bnsiest trade, and thus it happens that, at the time when the market
stands% most in need of funds, the Government are taking off the market a sum
of 6 or 77 croves not for the sake of immediate requirements but in order to meet
disbur:iemenbs during the slack season of the summer and autumn.

The Government cannot sacrifice the interests of the general mxpayer to the
intere]nm of trade. = Nevertheless, wo should ho the first to recognise the immense
impoytance of trade to the prosperity of the country and the revenues of Govern-
ment, The principles now observed result in loans being granted from Govern-
men balances only in exceptional ciroumstances, and while thers is a provision
that Presidency Bunks may retain on payment of interest sums in excess of thase
whicly it i the practice to leave with them, this provision appears to have had
little jpublicity and has not been acted upon. In effect we may say that the assis-
tance rondered by Government to tradé has so far been confined to the amount
left ait the hoadsquarters of the Presidency banks,

T'ne aotion of Clovernment undoubterﬂy helpy to create tho annual stringency,
a.nd; there is therefore at least a prima fucie case for snch counferaction ag is
pos;slble to relieve it

| Tt is said that the gtringency in the money market, so far as it is caused by

theq withdrawal of money by the Government, iy relisved Ly the sale of Council

draifts, which again place the surplus held by Government at the disposal of trade.
T¥78 is largely true, but it omits some factors of considerable importance. The

|

s

take plm undoubtedly have a considerable eifect on the money market, but

“and ways and means, ways and means advances and deficiency advances, whieh
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. demand for money arises in the first place from the necessity of fnancing, the
 movement of crops up-country, buy Council drafts are taken only when the pro-
/1 duage is ready for export ; there is thus an important period during which the nebds
| of the market are not met by this means. It is obvious also that the saled of .
| Comneil drafts are afiected by cirsumstances quite independent, of the Todian |
| money market ; & high bank rate in London, for instance, ot the holding hagk of |
. broduge in Tndia for higher prices, may resnlt in the demand for Council dratts
| ( being slack i the busy season, while revenue colleetions are ds hoavy a8 }:ﬁn e
| Tn this case the money so collectod accumulates in the Reserve Trepsuriey and
| remains locked up there. Ad an illustration of this effeot we may point tcy the
expovience of last cold weather, when there was a marked falling off in th sale
i of Couneil drafts, with the result thut enormous sums acoumulated in the I disn
.00 bulances and ab the same time the bank rabe was high in all threo Presidericios,
) Bapdly, epen swhon Council drafts are being sold, a temporary surplus, as we have i
Cohserved, is left in Tndia during the closing months of the financial year wl ich
| g not immediately required for Governuient purposes ; and ag fan ag this temponary
Canrplug, atany rate, is concerned, the argument that tho salo of Counsil drafts
 reliaves the stringency coused by the action of Government has no relemnc)&»;

Wo drtive, therefore, ot the conelusion that the present methods of dea iag
 with balances are open to ctiticist and we proveed to econsider what reraedies can bl
bo saggested for the evil of which complaint is made, For the purposes of ithiy i
enquiry it seems desirable to review the diseussions which in the pagt have den-
| tered round the utilisation of the halances iu India. Trom 1863 to 1876, the
| whele of the Governmont balances at head-quarters were handed over fto Ahe
Presicdency Panks.  On ore ot two pqusiwm, however, the Government were ('I‘i,ot G
able to obtain on demand the frog wse of the balances deposited with the Banks |
and the diffoultics which they experienced led in 1876 to the establishment of jbhe
Tiesorve Treasuries. Tt was felt that a Governmnent exposed in a peculiar degires,
' as the Glovemmont of India undoubtedly are, o sudden demands and unforeseen i
| contingenciés conld not afford to lose control of their balances, and in addition”
A it was urged that the syster which was about to be supersesded was wrong in prin-
(U eiples fQapital supplied by Government,” observed the Secretary of Stabe, “n\i;nr.l.‘
U St reprosenting the savings of the community is a reserye on whose permanei se
| *eg velintice can be ‘placed v ol e @ political exigenoy withdraws  the |
i Hadyontitions resource, and” the ‘commerce which trusted to it finds itself pledgpd
M Hheyoud what its own resources can make good.” AL

i\ """ On 4he other hand, it must be mentioned that, in the same corresponderice

";“Whit‘zh led to the establishment of Reserve Treasuries, the same authority said .

' that it wonll be open te the Finance Department in India either to retay

the e:erve in the Treasury or lend, it oub for short terms on suitable conditio

e o intevest and security. The question of Reserve Treasurics and of loanf

"‘“Qirox# Clovérnient balances has been a subject of diseussion from time to time
|~ #her since. In 1838, the Bombay Chamber of Commerce raised definitely the

| question of loans by Government in the busy seasam, pointing out that the Trea s
') gury balances are at o maximum at precisely the period of greatest demand fory

 funds, The Government, however, held to the position which they had taken np;

in 1876 ; they referred to & paper by Sir Jomes Westland, to show that their bal’%’ ,
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: thm!gﬁb, ahould depsmd ol its mvn TesouTees and systematic mivs.ncaa (i
by Gio ernment, in. the busy season would tend to reduce the wokag balances,

‘of the cuuntty ta an unwfg mmxmum with coxwequent risk of panie, to guard

“ ‘agmmt which was an tmportant object of the Reserve Treasarics, = If ‘advandes

‘were‘ made below the pﬁ'blwhed tate, they s.dded, it would be diffienlt to confine \

the privilege of obtaining Government money to the Presidency Banks ; these

Banl would be tempted to speculative operations with State resourees, allowing

their otwn resoutces to fall below the limit of safety. The conclusion of the Govern:
ment,) therefore, was that they should confine any assistance from the Treasury
to lnaLm through Presidency bariks ab the puhhs&ed rate of mterest in reliet of
temp\bmry stringenocy.,

7 1808 tho Bengal Chamber of (“ummeme renewed tho proposal, pomtmg
out Lhat the question was not one of wholesale surrender of Treasury funds to the
i Pmsldenoy Banks, hut the discretionary disposal of them in periods of stringency.
| | On his ocoasion the proposal had hetter success with the Government of India,
for after some hesitation they proposed to the Secretary of State that it should
‘be »cogmsed ag part of the ordinary business of management of the Treasury
balu;?ms to lend money to the Presidency Banks at one per cent. less than the

deelaired minimum rate of interest during the months of January to May vach
i ‘yea,‘r(f‘ The Secretary of State was, however, unable to accept the recommendas
tion; of the Goyermment of India. The effect, he thonght, would be to interfere
with the remittance to England at a favorable rate of exchange of the amount
neogaasa,ry for the discharge of the sterling obligations of Government. Any

i geneb.a,l undexstanding of the kind propoesed, he added, would induce trade to. laan

even| more than it had done in the past on the assistance of (lovernment instead
| of taking steps to enlarze the amount, of loanable cupital in the country. The
! gra«m‘ of loans in Tndia ancordingly was made subject to the retention by. Goserns
ment\of an amount sufficient t0 moeet not only their disbursements in Tncia but
' the probable amount of remittances tu Eugland, On this condition loans were
permv' tted, but the Seoretary of State thought that they should not 4s a rule be made
below bank rate, and this rule in fuct has been followed ever since by the Govern«
men‘p of India.
The most obvious golution of the problem wou]d be to cJose the Reserve
. Treasuries and to place the whole of the'Government balances in Caloutta, Bombay
- and Madras, with the head offices of the Presidency Banks there, or, if the Govern-
* melt attach great importance to having a reserve immediately under their control,
;Light seem enough to fix a maximum total, (say) £1,000,000 or £2,000,000, to
the amotnt to be held in the Reserve Treasuries, and to place the remainder with |
théy Banks. « The Bankd would naturally be called upon to make a suxtable pay-
zmt o Government for such additional privileges, )

i

| Buch a change would involve a reversal of the action taken in opening .the
Risserve Treasuries in 1876 and the following years. It does not, however, neces-
sarily follow that the action then taken was injudicions. The Prepidency Banks
; ht#ve enormously expanded their business in the interval, and the‘proportxon of
_Gpvemment deposits to private depos:ta would be very much smallek now then in

T ) ,
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The alternative to the élosmg of the Reserve Treasuries is that Gove
‘lmuld raake loans from their balances. This is the conrse which we recommm
on the understanding that the amonat of the loans is within the absolute disete»

tion of Goverament, and that they are made only on goad security and for shnrt i
‘;: per:odn. »

‘ ﬂ put forward pm'tly in the interests of Government and partly in the interests |of
 trade,  The main argaments which are based on the interests of Govemment
are two in number. = In the first place it is said that the contingencied and sudden

' they cannot safely make loans outi of their balances. It is true that the circiym-
. tances of the Government of India are such as to require a policy of great cantion

. in finanoial administration. But the loans which we contemplate will nob deprive’

s the Government of the use of any portion of their balances for more than a shnh

not agree that the argument applies to loans of this kind,

i

| Again, it has been urged that the policy of granting loans in India moy u:j@

irate. . v 0 .. o . What is in the minds of those who urge this objection
ig that the grant of loans from the Indian balances will reduce the demand for
 Council drafts in tho busy season when exchange is at its highest, and that, conge.
quently, there will be a loss when the Seeretary of State finds that he has to dréw

e year fo another, and it is not clear that, if the exchange'in consequence falls At

) sold ; a6 the ost, it can result only in a shifting of the sales from one part of o;ze
. ome timo, i6 will not be correspondingly improved at the other. To a certikin

fers, sinoe the first arc used more largely i the slack, and  the second in the busy
 season ; but against any slight loss caused in this way would have to be set lhe
interest earned in the meantime on the Indian loans. . . , .+ In our Jud,g
. ment, there is nothing in the exchange question which would justify the Govern-
~ ment in a general pohoy of refusing loans in all circumstances.

There are two distinet advantages which the Government forego when thev
‘any surplus balance which may be held in India in excess of immediate reqtum(

~ments. The second is concerncd with the permanent loans which C(lovernment:
raise yearly in bhe Indian market.

‘neas to grant loam from balances in India when it is in their power and mter«*sf,;
o do Bo.—Extra\cts from paras 137-158 of the ¥inal Report. (
|
!

The Comynissioners next proceed to define the condt»;
Hbns and fcerms under which, in their opinion, loans

/

The arguments which are still urged sgainst the grant of loans, in Indw, tre

&emands to which the Government of India are subject are so numerous qhab

. period, and they will be made only in the discretion of Government, and we tan o

| fere with the remittance of Government funds to ¥ngland at the most favourable

extent, the number of bills might increass at the expense of telegraphio tré\'«ns- ‘

" refrain from making loans. 'The first is the interest which would be earned on

We, therefmoa, recommend that the Government should declare their wil]mg- 'r i

money to London at o less favorable soason, It appeams to us, however, that the
offoct of such loans cannot be  to reduce the aggrogate amount of Counecil drafts :

Yok

n:ught be ;Fven They think that in the ﬁ1st mstancew

\
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. at any rate, loans should be confined to the Presidency
 Banks. All such loans should be secured by the deposit

. of the securities of the Government of | India or Port
 Trust Stocks or similar securities. Loang, when granted,
. should be at a preseribed level of interest, whether one
| per cent, or two per cent. below the Bank rate. The Govern-
. ment should enter into negotiations with the Presidency
' Banks and lend to them if the terms offered are satis-
. factory. In making loans it will generally be found that
. the rates of interest earned in India are higher than those
. obtainable in England and it would thus be to the direct
| advantage of the Government and the country to lend
.fr\” _ the bulk of the money in India.
A Tue Commissioners have rightly observed that the
. quetion how much may be needed to relieve stringency
of the market can only be solved by experience. The
Government of India in the ordinary course hold for
sevéral months in the year an unemployed balance it
India, namely, the difference between the true minimum
. working balance of November or December and the
figure to which the balance is raised by the additions made
to it from that period onwards till the end of March
. which conicides with the season of busiest trade. There |
is no reason why normally all of this surplus, according
to the circumstances of the time, should not temporarily
be placed at the disposal of trade. -
i+ It will appear from the above extracts from the Report
v of ‘the Commission that the question of granting loans
from the Treasury balances, as also from the Paper Cur-
rency Reserve, has been dealt with in a spirit of most
liberal and sagacious statesmanship. These views will be
—-»reqfid with great delight in India and, if adopted by thé

Government of India, will result in easing to a marked ex~ .

teﬁ‘lt the seasonal stringency in the money market of India
au{d will improve conditions of, and expand, commerce
\ af;d trade on sounder and more economic lines,

i
i
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The at‘cxtude of the Commission in this matteri‘x inac.
| cord with the views expressed by the leaders of ﬁnanmal.f“'
| opinion in India, though the Commission’s actual regom- |

. mendations are of a halting nature and some of the con-

. ditions imposed are likely to restrict the usefulness of

the measure to a considerable extent. The people in In,chaj-~

i ‘strongly feel that the grant of loans ought not to be ‘con

| fined to the Presidency Banks alone, but should be extended
|| 1o other first class banking institutions as well, When e
. the India Office considers it fit to lend out over 2 crores of
rupees, without deposit of securities, to private firms like
|| Messrs, Glynn, Mills, Currie & Co., and even larger sumsto
| other banks like the Iondon Coun’cy and Westminster |
‘Bank, London Joint Stock Bank, the National Provi “ial’

Bank of England, etc., there is no reason why 1espec‘ ble
Banks in India .should be debarred from the privilege of

. getting temporary loans, on the deposit of 1st class ?EC%H}ZGS, :
during busy seasons. To restrict the grant of loahs to
the Presidericy Banks alone will largely detract from the
. usefulness of a project which is of the greatest 1m_porj:anc_;e il

for the good of the general trade of the country.
(b)—London Balance.

The primary purpose of the IndiaOffice balance in London ol

the Report rightly says, is to I)lOVlde ways and means
for meeting the expenditure incurred in the United King-

dom by the Secrectary of State on b(.h’t f of the Covern- |

ment of Iudia. !

This balance is mainly fed from two sources, \the
' pIOLeedtz of the weekly sales of Council drafts and the loans

raised in Iondon. There are certain direct sources of
revenue, such as interest on loans advanced, but they | aare

not of much importance. The Indian railway compar es

_ also pay into this balance the proceeds of the guaranteéed
stock or bonds issued by or on behalf of those railways,
In the Indian railway system the Government are share-
' holders in most ' of the railways and act as their banke‘;rs
both in London and in India, '
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t{at they will be able to mzet from their balances during
the year. Each budset prov1des for numerous capital ex-

il pen?utures for which money is raised by loans. The
L Ana!

o fthe\ probahle amount required to make up the deficit,
" estit ating for a closing balance at the end of the year of

. £4,000,000. The London money market being more favora-
ble to borrowers in the early months of the calendar year,

India Office borrow their estimated requirements at a time

a Office accordmgly, arrange to float loans in London to

when the surplus or deficit over estimate or their receipts

:  frotn Council drafts is not known to them and they have
i putiforward this plea in extenuation of their heavy Dbor-
1 ToOW

ngs from year to year. This heavy borrowing, coupled
with he inability of the departments in India to spend in
mos. . cases the total amount allotted to them for capital

I

\When the an;fmai budvet 13 dra.wu up the Government
~of Tndia make an estimate of the amount of Council drafts

expeniiiture, has been, it is said, the main reason of the |

inflated balances of recent years,
The feeling in India is that the balances in excess of
the i ormal requirements of the India Office ought to

 have [ been paid off, as soon as their superfiuity was

discovered, in payment of loans falling due, or, what is still
better, fresh borrowings ought to have been suspended  till
the huge balances were spent away. To borrow money on
intetest, or renew previous loans, when India’s own money
to the extent of 10 to 13 crores is lent out in the market at

Xt“*ethn(‘fly low rates of interest, has never appealed to

_*the Indian mind and has considerably weakned their
. confidencs in the wisdom of the India Ofice policy.

'l/he Roval Comtuissioners were themselves impressed with
the reasonability of this view. They observe .—

We are inclined to think that in their doalings with the temporary debt
the !’ndm Oifise, liks ths (ovaramsat of India, are open to the charge of being

~ over-cautions. . We would instancs in particalar, the renewal of £1,500,000 of
 Indil bills in Dscember 1910 and sgain in December 1911, The fact that the
'uu'ninar basuon was over and the probability of some ‘eonsiderable surplugs n

tho *eoeipus from sales of Council drafts oould be fureseen by that period of the

3,
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of a loan for £3,000,000 in London in April 1912 when the markeb conditions ‘were

. | yery unfavorable, regard being had to the size of the closing balance on /3lst
| March 1012, viz,, £18,300,013. ‘ i ~

(¢) Lending out of Indian Balance in London. ?

year would have justified, we think, & less cantious procedure. Amtbat(f artle 0
ewlar mstance of what sppears to us to have been exoesaive caution i the flatintion

The bulk of the cash balance held in London is'|lent.

out in the market, against security, to a set of borroiwers
whose names appear in an “Approved List” maintfined

by the India Office. Admission to this list is nat prally

a much sought for privilege and discontent has Ofé late @ .
been apparent in London owing to the benefits of ‘the
use of Indian balance being confined to a very nafrow
circle. Commenting on this question the Commission-

ers were of opinion that the facilities for obtaining loans
and the method of obtaining admission to the list of
approved borrowers might with advantage be made more
widely known in the city. The Commission also. chink
that some change is needed in the regulations governing

i

both the kind of securities which are accepted é‘\nd the i\
amount of cover, if anv, required for each of the everal

classes into which the securities are divided.* They ot\)éer‘ve;

Wo are of opinion that the list of approved aecurities iskmunduly
parrow. We understand that the India Office consider themselves pirecluded
from acoepting as security for losns securities transferable elsewhere  than
at the Bank of England. We think this is unfortunate, We ehould likg to see

tho list enlarged to ocover similar securitics registered elsewhere, and it is a} matter

for eonsideration whether in addition, some of the best Trustee stocks nos NOw in
the list might not be acoepted to a limited extent subject to the provision ol‘i ample
cover, In any case it would seem that the narrow houndaries of the episting
list needlessly increased the difficulties of the India Office in finding burfgmera
for the whole of the large balances held during 1910 and the following years. T

The usual periods for loans to approved horrowers are from three to five

‘week_s, or veeasionally six weeks, according to the caloulations of ‘the Agoouintang
(General as to the term within those limits for which the money can conveni‘\ently
be spared, In practice, when large sums are available for lending, the same

Borrower keeps loana continuously for very much longer periods, through their

% A classifieation of securifies authorised for ac ance, Ang 5 4 ! %
dulid are @iven ot page 154, ceoptance, and the amount of cover, i ani¥, 10
+ The India Office ag o rule finds ltseif unable fo place more than about €11,000,000 with bor/oWwers

‘on the list. From June 1009 to December 1912 the total Indla Ofce balance was considarably

hicher than this sum and the Tadia Office was faced with considerah ] gt
whole of its Jarge balance on loans.  The broker was therefore rllrec(t&lai-,ol (},]?\ﬁ?ﬁglr?mlghﬁz: 'Egong;
on deposlt (withouy security) with the London Banks, i

)
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The loriticism bas been made that by leaving loans with the same borrower for

. long periods the India Office have in cflect been londing for a long time ab rates
- appjropriate only for ehort term loans, It would cortainly seem that the limit
o siix weeks is adhered to a little too rigidly, and that some unnecessary cantivn
|18 exipreised in this matter. Tor instance, no allowance is made, in fixing the dates
< on Which loans are to be repayable, for the receipts likely to accrue from the sale

of Coupeil drafts during the interval Wo recommend that the present rules
Sh‘{ﬂl‘ be relaxed  whenever a favorable opportunity for lending for any longer
periodl up to (say) three months coincides with ability to spare the money for

80 loniy,  But it is important that the money ghould ia all eircumstances be kept

readily gvailable, since it represents o cash balance which should not be diverted

. from’ lity primary functions for the sake of earning slightly higher ratos of interest,

g - attention of the Commission was attracted to the
fact‘«f‘ﬁhat two successive chairmen of the India Office
Fina 'ce Committee and another member of that Committee
were members of the directorates of Banks with which

|/l
depos! & were made on a large scale, at a time when those

gentlethen held their appointments at the India Office,
While lexculpating these gentlemen from all blame in
the trensactions, the Commissioners felt it their duty to
call the attention of the Secretary of State  to the im-
portance of avoiding as far as possible all occasion for
criticifsm of this nature.

The magnificent remunerations earned by the India
Office: broker and the semsation created by the publi-
cation of the startling figures paid by way of commission

| to him have also formed the subject of review by the

 Commission. Though the scale was revised in 1911,

still| the volume of total remunerations earned by the
brokl}‘er has remained extraordinarily large owing to the
higl? magnitude of the funds dealt with.

We are not convinced (observe the Commwissiorers) that the principle at

. prosehy followed uf paying him (the broker) in propottion to the amount of money

handled and the tate of interest earned is right. It can hardly be said that the
oall wpon his time varies in exact proportion to the amount of money handled,
and fter all allowsnce is made for his skill and zeal in seeking the best rate of

. interist available, the rate actually obtained must depend much miore on the

%0n jons of the money market than on his exertions, We suggest that the

reneiwal from txmeto tizhpaftm’ tha,expimtionbf‘ the ‘ﬁmtterm‘.‘ Bat the prevail-
 ing Jate of interest has  to be paid  at each occasion for renewal und there N0
 hesfitation in requiring repayment if a borrower is unwilling to pay the rate demanded.
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working of the pmfent nmxégement shonld be watched. Tf the balﬁme&%”fﬂf

| wery low, or if they agaiv rise very high, it may require reconsideration. lf\ﬁﬂ‘-‘ﬂ "
| principle of a slidirg scale he meintained, it would probably be desiralle to/ és L

maximun above which, and a minimum below whioh, it should not rise or {all. il

1 have alluded in chapter VI to the excessively hfggh
o 1f¢mpmerafions,_paid by the India Office to the Bank of
fi England for the serviccs rendered by that corporatt'gf:n,

i as compared with the charges allowed to the Presidency

'Banks in India. The Commission have expressed |the.

_opinion that the time has come for a general reconsidlera-

. tion of the whole subject of the relations of the Ban\lk" of

England with the India Office,
‘ Sales of Council Bills.

i
\

!

g
The Commission has been pleased  to ohserve that!|'the

. “practice of transferring revenue surpluses to Lond/ ma to
| “be used in avoiding or reducing fresh borrowin s for
“capital expenditure has been thoroughly justi ed in

“‘the interests of India, and the Secretary of State has
“made good use, for this purpose or for actual rec uction
“of debt, of the balances from time to time accumulated
“4n his hands.” 'The excessive drawings would have

been permissible had they been, in reality, emplo] ed in
the avoidance or redaction of debt as stated by the! Com-
. mission, but knowing as people in India do that! the

| activities of the India Office in the London loan mi?rket W

have been very brisk of late years and a sum of 10 to 15

crores of India’s own money has constantly been lent

out or deposited with Banks, in, and for the benefit of,
{he london money market at absurdly low rates of it~

terest, the Commissionet’s pious obsetvations ot attempts
‘to whitewash India Office action in this respect ‘iWill

 sparcely carry any conviction,

Tu the sale of Council drafts the Secretary of State is

guided by the considerations, to put the same in the Reyal

Commissioner’'s own language, ‘“‘not merely to teet ‘his'

«own requirements on revenue and capital account, ?th

““also to satisfy the demands of trade up to such an amo pi



L

il s wﬂl enable the balance of tmde in Indxaq favour‘:“
" «gver and above the amount of the home charges on

' “Yevenne and capital account to be settled without the

"’e=xport 1o India on prwate account of more gold thanjy i
“3‘ actually required in India for absorption by the pubhc

}As things are at present, the India Office makes a L

i practlce of selling drafts on every Wednesday throughout
. the »ar so long as the rate for bills is not below 15, 3-29/324,
Th, | done evenif the India Office balance is high enough
to ! " bnse with this source of supply for the time being. =
‘Se‘“ivi'”i? witnesses have criticised this practice, and its )
jus ‘ged ition is not very clear when there is no particular
nees, It the moment for the proceeds of such sales. It is
argged in favor of the practice that in this way the India
. Offiat' are able to feel the pulse of the market and take .
~ advie tage at once of any increase in demand, But this
objec could be attained, says the report, by continuing the
Invitation for tenders weekly while refusing to sell at very

low rates except when money is actually required.

Tl,ne conclusions arrived at by the Commission are that
“th?’e India Office perhaps sold Council drafts unnecessarily
ab very low rates on occasions when the London balance
wghs in no need of replenishment, but we do not recom-
“mend any restrictions tpon the absolute discretion of the
“St cretary of State as to the amount of drafts sold or
"the rate at which they are sold, provided that it is
“within the gold points. The amount and occasion of
. “sales should be fixed with reference to the urgency of
_,”the Government’s requirements and the rate of etchange
'"th'lmable, whether the drafts are against Treasury
“*Palances or against the Reserves.”

| The feeling in India is that the Secretary of State should

llways sell at a fixed rate, say Is, 4 1/16d , or that he
‘ u.ould never sell below par. In this connection the follow-
e 31g remarks made by the Pioneer (in its issue dated 23rd
; y, 914,) will probably be read with interest;




At the sale of Council Bills on Wednesday, the 20th, the Secx tary of State
disposed of vegular bills for Re. 10,80,000, at the rate of ls 3-15/16d. per rupes
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and telegraphic transfers for Ra, 9,10,000 at the rate of s, 3-31/5824. per m]})ee

The allotment of Council bills for next week is Rs. 10 lakhs, The above shows
t,hat thero hasy beon a further weakening in the rate of exchange this week. | It
musﬁ, howaver, be remembered that exchange is always inclined to be Wea,k§ in
April and May, and that in the present year this weakness was disolosed as early
ag Maroh, whioh is ordinarily a month of fairly firm exchange, so that the esfist-

“ing lowness of the rate of exchange is not extraordinary, . What, howevet, is fsur-

‘prising is that the Secretary of State should think it worth while to hesa
gmall paroels of Couneils, which can hardly he necessary for trade rec’’ 1ents
| ‘while thereby emphasising the lowness of exchange, more particular) | face
ol the distinat recommendations  of the recent Indian Currency Com n to
“the contraty. ‘ ;U“: j

The sale of Council bills below the specie point {  yd.)

ilee g procedure on the wisdom of which the peqQ ij of

this country are not at all comvinced. bl
@old in Internal Circulation. : vh
 Discussing the question of gold in the internal cu:ency

of India, the Royal Commission have laid significant
.stress on the point that the first efforts to actively en-
courage the use of gold in circulation in India prov%ed a

failure.

The popular impression in India is just the. contmry
People think that the course pursued by the Governmient
has prevented the public from obtaining sufficient gold

and it is inconceivable to believe that if any sincere efforts
had really been made to encourage the use of gold'in
internal circulation they would not have met with success.
Except in places where there is a cuirency office, gold

| soverelgns, sell at a pt cemium thus testlfvmar to their sca‘r-

¢ity and the people’s craving to have them The effm ts
of the Government to actively encourage the use of gol?gl

: if any, have, perhaps been of the same nature as the

“prov1smn that Presidency Banks may retain on pavmerit
“of interest sums in excess of those which it is the pra(‘
“tice to leave with them.” This provision though existir -

in black and white had very little publicity and even th | a
Presidency Banks probably had little knowledge of i+
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W ﬁ@f,’»évasiit activelyput into use to “f‘é‘lieire acuteness of |
| the money market. It is not difficult to imagine that

the Covernment may have issued notifications to en- ;

 cotrage the use of gold in internal currency but, as

happens with most of the measures introduced by the
Government under pressure of public opinion, the actual
carrying out thereof was done in such an indifferent and
. half-hearted manner as to more or less stuitify the results.

. “he arguments put forward by the people, and their
 representatives in the Press and in Council chambers,
urging the extension of the use of gold coins in the internal
curancy of the country, as apart from their hoarding
in 1t Jrve treasuries for use in the adjustment of foreign
balis es when required, are based on the accepted canons
of economic law and are in consonance with the practice
followed in all the civilised countries in the world, The
philosophers and the statesmen of England, and of other
civilised nations, have all declared the superiority of the
noble;z metal to silver for purposes of currency, and gold
currency is universally regarded as the ideal currency
of a progressive nation. It carries with it a prestige and
credit in foreign markets, denied to countries having a
- silver currency. The constant mintage in huge quan-
tities of a depreciated token currency has filled the people
wiii:h alarm and distrust which finds expression in the
revival of the habit of hoarding gold. The hoarding
“habit had greatly disappeared but the recent imports

of ‘bullion gold into India, and the impossibility of their

usé as currency owing to the absence of any medium
. whereat builion gold could be converted into coins of
the realm, points to a loss of confidence in the token
rizpee and to the revival of gold hoarding with renewed
vgour. Thisis a point requiring closest attention. The
7 oyal Comnission has recognised the necessity of securing
“snfidence abroad in the exchange value of the rupee.

. 'he need for confidence in the genuineness and solvency
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 when the tastes and moods of the people are showing a

 repulsive change in respect of their use, would gradually

. of the internal currency is also absolutely impera'tivef\gméif

| an acquaintance with the history of economic orgami- i
| sations would indicate that the practice of fooding |
the market  with a token = currency, at a time

. resultin forcing all existing gold coins out of circulation, ,

and if persisted in, the people’s hunger for gold will get
whetted and be fraught with far-reaching consequences. , .
. The Commissioners urge that in view of the artificial
value given to the rupee in its relation to the sovereign . .

" and of the magnitude of India’s trade with foreign countriet

absolute security ought to be provided for the ¢¢ ., 2rti-

L Y pitity into sterling of so much of the internal cu, 'ncy

as may at any time be required for the settlem LR

. Iudia’s external obligations, and for this purpose they

urge a huge reserve of sterling investments and actual
gold in England. 'This is all very well but the point which
" requires elucidation is that India’s trade with foreign

countries almost invariably results in a balance in favor of -

India. The extent of calls that are reasonably and .gikely,
to be made on the Gold Standard Reserve is exaggerated
beyond all limits and is made an excuse for hoarding
millions of worth gold and  that, too, six thousand of
miles away from the country of origin. The accumulation
of a stock of gold is no doubt necessary owing to ithe
peculiar position of the rupee but the process by wlich
‘this gold is accumulated results in forcing three times the
volume of over-valued silver coins into circulation for one-
/ third volume of accretion in the Gold Reserve. If thére-
fore, a resort to this Reserve is rendered necessary it will
redeem only one-third portion of the token currency which

R

i
i (ONIH

its accumulation had set into play, unless the extreme step

of melting down rupees is taken. The exchange probld'n
is thus getting more and more complicated and diffic: t
of solution in proportion to the growth of token curreniiy

and the only way of arresting the evil seems to lie in t e
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o dxre&:tlon of allowmg future additions to the currency,
wheén and as they become necessary, to take the form of
' gold, the importation whereof into India in settlement of

the balance of trade ought to be freely encouraged. The

| existing gold reserves would then have greater chances of

| Temaining intact than they have at present and the main-
 tenance of the exchange value of the rupee would still

i remam the guiding pr1nc1p1e of the currency policy.

T]he revulsion in favor of gold is apparent in all direc-

0 ,tlons‘ Sir  Alexandar McRobert said in the course of:

 his evzdence before the Royal Commission that he

i .personc "y does what he can to encourage the people with

whom 1€ comes in contact to use sovereigns rather than
' rupeesl The general tenor of evidence before the Royal
Commission discloses the existence of a widespread
desire both in official and in non-official circles for a gold
curreno“y in active mrculanon

The 'Royal Commission, disregarding all this genuine
yearn-1g of the people for gold, have laid it down that
the people should be educated into the use of economical
forms' of money, such as rupees and paper.

Tl :ve may be and indeed there is, some truth in the
obses vation that sovereign for sovu‘eign gold in circulation
woul'l be less effective than gold in reserve for suppor‘cmg
exchange, and if in counsequence of a greater success in
the {populansatlon of gold, gold in circulation were to
take the place of rupees now circulating, there would be
a de oletlon of the proportion of gold now held by Governs-
merit in the Paper Currency Reserve. But the evils of
a pvohcv of subordinating the entire currency adminis-
tration of India to safeguarding exag agerated and magni-
fied risks of exchange ought to be carefully con-
sids'red. The Royal Commmlon would seem to have
1ts<elf been convinced of what it describes as a ‘‘general

“w nt of confidence” in the currency system when it



| *“additional gold they can on any occasion of crisis

1

ohserves that “the advocates of gold currency ough

“to remember that every step in the ditection”;; of
“popularising gold makes it more likely that people }mll |
“cling to gold they have and seek to obtain ‘what

W
’

rather than part with it. i

| The ideal which the people in Tnidia set before themselves

s the system of the United Kingdom where fresh supplies :
of gold coins can be obtained at will by anyone who ]'Z.akes Ll
. Commissioners to discourage the use of sovereigns for the e
. fear that it will militate against the use of no'is, even |

gold to the mint for coinage. The argument of the

though at first the sovereign may be able in sc e cases

to obtain a vogue where at present this is not possible
for notes, is therefore based on a line of reasoning, which
| is likely to produce a fecling of unrest. ‘

" The Commission’s further observation that the intreased

use of gold should be discouraged, for if the peop > once

adapt their habits to the use of gold, they will ﬂ'};.fnot be
easily won from them so long as gold is easily aveilable,
and its conclusion that it would not be to the advantage of
India to encourage an increased use of gold in the in}tefnal.

circulation, are scarcely calculated to soothen the '} itter-

ness of people’s feelings, and the outrage which ' aany

think has thus been inflicted on their sense of nat onal
* respect will long rankle in their hearts. \

The Commissioners have recommended that the people
of India ought to be educated in the use of economnical
forms of currency such “as paper and silver. This mals be
a very desirable object in itself but the experience ga{ined

© does not encourage the hope that the present attitiude - i

and the procedure recommended will be sticcessful | in
attaining it. There has no doubt been a great incresase
in the circulation of notes and this may be pointed t(} as
an advance towards the use of what is described as %o-
nomical forms of currency. But it would not dee to
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1gnor,4ef‘t:he mcreased absorptmn of gold which is very
sigiidficant as it indicates the existence of a dxscontent
with the emstlng methods of currency.

The pohcy to force token currency among the people, Uk
\ When they wish to have gold, is full of disadvantages,
. It will drive gold out of circulation. When gold is
~ valued so highly as it is done in India, people are
ot 'hkely to invest it or make other profitable use
& of it, so long as they run the risk of gettmg token coins
when their investments realise. Gold is thus kept
out of kmployment. While, therefore, it is doubtful
whether; the present methods of currency are having any
. salutary Jeducative effects on the people, the process of
amassirlg of gold continues with great vigour and intens-
idty. ‘The pressing necessity, under the circumstances,
is not ( so much an education in the use of economical
‘forms of currency as education in the use of hoarded
wealtlu The most important step in the latter
direction is to convince the people that if they use their
‘gold they will get it back when they realise their invest-
.ments,, This cannot be done unless gold circulates
freely in internal circulation and the currency organisa-
tion o“f the country is equipped with a Mint where bullion
gold {an be converted into sovereigns free of charge,
With gold coins in extensive circulation, there is every
likeliiood of the habits of the people being changed and
the stored-up gold being brought into play and used
. for purposes of investments.

On| the subject of a Gold Mint for India, the Commis-

' sion tecognises that there is a strong wish for the throwing

§ ropen of Indian mints to the free coinage of gold, but it
‘does not share this view nor can it recommend on its
_merits the establishment of a gold mint in India. But
it adds that to gratify the Indian sentiment, and provided

. the Government of India are prepared to incur the ex-

. pensk, there is no objection in principle either from the

b
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' Indian or Imperial standpoint to the establis‘hm‘e‘x‘i“t\bff; f
a gold mint, provided the coin to be minted is the sove-

" reign (or half sovereign) ; and it is pre-eminently a quies-
| tion in which Indian sentiment should prevail. If a ' |

mint for the coinage of gold is not established, | the

ommission recommends that the motification of /the
Government's readiness to receive refined gold at the

| Bombay mint should be renewed on suitable terms.!

|0 The attitude of the Commission towards gold currency
. has caused disappointment in India as people were
. fondly hoping that the labours of the Commissiont  would
‘hasten the attainment of their long-felt desire for| an in-
' creased use of gold as currency and it would resporic ito their
wishes for opening of the Bombay Mint for free coinage
of gold. It is needless to add that, as clearly fcreseen
by the Commission itself, any attempts to refuse | legiti-
" inate facilities for the use of gold coins “would be unjust
tand foredoomed to failure, and could only caute| alarm
vand instability”” to the currency system as a whole and
“it is important that the Government should continue
“to act on the principle of giving the people the, form
““of currency tor which they ask.” \

= -

In this connection the following note of dissent, by Sir
James Beghie, Kt., Secretary and Treasurer of the Bank
of Bombay, appended to the Report of the Royal Com-
missioners will, I think, be read with considerable interest
in India: ; s

1. I regret that I am unable to concur in the conclusions and recomnienda~
tions contained in the Report on the subject of the currency policy. \

2. That policy has been directed to the attainmant of stability in the ex-
change value of the rupee by means of gold reserves colleoted from the profits
realised on the coinage of rupees. Whilst it has been successful in achieving that
objoct, it has brought into existence an extensive token ourrency which, in my
opinion, is not conducive to the interests of India. I regard that form of cur-
rency as undesirable for a country which absorbs gold on a very large scalé

8. A brief examination of some of the chief arguments brought folward
in favour of the measures actually adopted for securing stability in the ex ange
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. ue} of éhe mpee, an& bf thozw nrged against the use of the means origma.lly‘

yroppsed for securing stability, viz., a gold currency with gold in active circula.

tion | pay help f,o make my point of yview clear,

4 T take first the &rguments given in support of the existing policy. The )
] pomt has been pressed that the public preferred and demanded rupees, and the

. demand had to be met. That is a reason which carried considerable weight in:

" the early years of the period during whioh the policy had been developed, but it

 has ngw lost its force. The public have absorbed during the last 12 years approxi= |

mately equal amounts of rapees and sovereigns, but the demand for sovereigns
has mpi»lly increaged during the lust four years. These recent gold requirements

show an important change in the ourrency needs of the people, and indicate o pres

fmenee fm' gold over nupees,

&, The next argument is one which hag latterly come into prominence, vizi,
that the Indian system haa ¢lose affinitiox with the currency systems of certain

|| other countries. Snch analogies nve, 1 consider, unsafe as & guide to Indian policy,
| because the conditions are not ideutical. In none of those other countries is there

the same private absorption of gold that there is in India. Whatavor experierics

| elsewhers may be, the recent demands for gold in Indin show n logs of confidence

on the part of the public in the token rupee, and that is a situation that should not
be ignored. The need for confidence to secure the exchange value of the rupee

is recognised, but not the need for confidence in the currency in other. respects.
It is noglonger possible to say that thoe token rapee is preferred by the Indian
public 1 1 satisfies their ourrency recuirements in face of the feot that they have
lat!,exly yxhibited so strong a desire for gold as thoe statistios indicate. At least
there is'not now such general confidence in the rupee as would, in my opinion,
alone warrant further large extensions of the token currency,

6. Another argument given.is that it is desirable to educate people in the
uge of more economical forms of currency than guld. That, of course, is a desirs
able object, but the experience so far gained does not inspire the hope that the

| educative effect of present methods will be sucsessiul iv attaining it. The increased

eirculation of notes may he poinfed to as an advance towards the use of more
econumical forms of currenocy ; but it is due, not solely to a desive to economise
in curréney, but partly at least to increased facilities for the employment of notes.
Against bhis favourable sign must be set the increased absorption of sovereigns.
This demand for gold coin, accompanied as it has been by increased demands
for guld builion, dominates the whole currency situation. Fov a country which
takes gold in great quantities an extensive token currency is most unsuitable.
1t has the usual effect of driving gold out of circulation. It has the still greater
disadvantage that it kesps the gold out of useful employment. People whao value
gold 50 bighly ag to store and hold it to the extent witnessed in' India are not
likely to invest or make other profitable use of it, so long as they have to take the
rigk of being repaid in token coins when they realise their investments. The
token currency not onty prevents the holders of the gold from ufilising it to some
advantage, but the country as a whole loses the benefit that should acerus to it
from.' the possession of great wealth. While, therefore, the process of education
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gold, In my opinion, what is needed is not education in the use of economiical
‘ourrency so mach as education in the uss of the stored-up gold. The firat dtep,
‘however, is to convince the people that if they use their gold they will
get ib back when they want it, and that cannot be done while there is this
extensive and expanding token currency. A currency in which gold was m more |

| that the people will none the less continue to amass their growing wealth in §oua~,

practical as an educative force. Geld coins would be suitable and convenient
| for many ordmary outrency purposes, and by using them the public would be
grs,dnmlly led to use gold for other purposes, such as investments, especially if a
" ponaiderable cireulation of gold existed, sufficient to inspire the public with con-
ﬁdence that when they wanted their gold restored to them they could ge‘u s il

1. T come next to reasons advzmoed againgt o gold eireulation for the support
‘of exchange. That, of course, ia trae that gold in circulation is a better protection
for exchangs than token coing.  (old in circulation can nover endanger exchange
i qtahnhty It cannot be too strongly emphasised that danger lies in the token cur-
Mnc«v alone when unfavourable trade conditions = prevail. In the words
of the Report (paragraph 82): “It is the surplug token and not the gold
“which will seek an ontlet at time of weak exchange.” Moreover reserves
of gold ean he ascumulated from a gold cireulation through the note issue and a
' 'good | banking organisation. Even under the existing system the most satis.
factory part of gold reserves is the gold in the Paper Curcency Depart: ment.  The
. full equivalent of the currency issued against it is saved in gold for the, serve,
_wheroas the Gold Standard Reserve represents only abont one-third of by ‘boken
‘urrency from which it was saved, and will redeem only that proportion “of it
. unless the extreme step is taken of melting down rupees.  Also a considerable
‘portion of the coin reserve of the Note Department must be held in rupees at
‘ present,  With a free circulation of gold » much smaller portion could be held
' /in rupees and 8 correspondingly larger part in the gold.

yixat

8. The objection that gold is an expensive form of ourrency is one which
i I ¢onsider can easily be pressed too far in the case of India. The token currency
iy in being steadily exchanged for gold. To tho exfent at least to which the process
1 'is oarried the country is not saved the expense of the gold hy the present system.
Also, if as T think is the case, the token currency has the effect of encouraging and
. strengthening the hoarding habit, it is not true sconomy to object to the expense
of a gold currency, and as a result to force gold out of circulation and prevent its
; employmcnt in other useful ways, thus causing extreme waste.

9. Another objection is that gold c¢oing, especially ooins of small valie, would
be formidable rivals to currency notes. In my opinion notes will usually be pre-
terred to coin—-whether gold or silver-- for such purposes as bank cash reserves
‘and frequently for effecting remitt nces. < If the use of notes for other purposes

| s endangored in any way by a ocirculation of gold coins because the latter are
preferred, it has to be remembered that notes may be affected by the growing de-
mands for gold, The possibility that these dewands will spread should be re-

Jin bba use of sconomical forms of our:enoy proueedmg. tha pmbabiﬁtioa, ue

i prowinent feature and to which token coing were less {recly added would be more i



L If the p\i:bﬂfx"waht"golrc‘ij they will gleé it‘whetherj‘tzheyj hold notes  or

A psym\{fnt of which can be demanded only in rupees.

' 10y The hoarding habit in India is no doubt a difficult problem.  Its recent
" rapid o relopment in increased demands for gold and the possibiity of its fur.
 ther exy: i ision, make it & question of the highest importance. - T do nof, however,
thinle th opinion expressed in paragraph 75 of the Report that ‘‘the hoarding
“habit is ~anctioned by the experience of centuries in Tudia and by religions and
"mbial‘lm}ﬂ and cnstoms”’ sulficiently acoounts for the accelevated pace it hag
latterly nc‘huired. / In my opinion, that is to a large extent the outcome of the
~ policy which has brought into existence the extensive token currency, Up to
. the closing of the Mints in 1893 to the free coinage of silver the public had been
'g,ccugmmq’d for generations to full value coins for their currency requiroments,
and they are nob now prepared to hold their profits and gavings in the form of
over-_valu%l rupees. Hence their preference for gold, both coin and bullion. Iam
therefore nable to agree that the habit is one which should be regarded as inevis
table in Iildian social or religious conditions and not susceptible to treatment.
" The gtat,is‘}'ics show that great progress has been made in attracting the cash
resarves of the people into useful and profitable channels, suoh as investments and
deposits w;ith banks, But they also show this later reversion to hoarding on an
extended @cale, which is thus a retrograde movement, indicating a greater and
not unnatural desire for solid geourity than for profitable returng on investmerts
ina curnﬁmoy medium which does not provide the kind of security now ciearly
preferred. It seews to me that it is not to the.interest of India to have its rapidly
accumulul'ting wealth diverted into idle hoards by the token currency policy.

1l. ’%But. even if that policy has not been the cause of the increased demand
for gold, the difficulty remains of drawing hoarded gold into profitable use. Capital is
proverbislly timid and nowhere more so than in India. 1f, thérefore, the gold
heid in 115ndia is to be attracted into useful employment it cen, 1 think, be done only
by p;-oviding security that when it ig invested the investments will continue to
represent gold, and be convertible into gold, 'by means of a gold currency polioy
in which the publiq will have confidence,

12. | ‘or the reasons I have indicated, I am of opinion that the true line of
advance » the eurrency policy is tv discourage an extension of the token cur-
‘rency |  providing increased facilities for the distribution of gold when further
incl‘ﬁﬂi:see i the ourrency become necessary. These greater facilities should, I
oon,éicim.’ include the issue of gold ocving from an Indian mint of a value more
suitabjle £O° general gurrency uss than the sovereign and half-sovereign for the
purpoge of assisting the distribution of gold when, a3is frequently the case, the
balance of trade is strong in India’s favour and gold arrives in considerable guan-
tities, Ealso think that supplies of gold coins should be laid down in the up-
 gountry districts with the object of giving the general public effective opportunities
of obtaining gold coins, _

13. I do not however recommend the disposal into circulation of any of
the existing gold reserves. The maintenance of the exchange value of the rupee

1

o

IR

: rupeess and when they prefer gold they are not likely to be satisfied with notes, !
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‘ -honld canfmm to he the guiding principle of the poliey, and the merve S
lated specially to secure the stability of exchange should continue o be lspedifi-
' enlly sot apart for that purpose. Butb as future additions to the ourrency bmwme i
| necessary by reason of favourable trade balances, the additions should ta,xca e o
form of gold which will be imported in settloment of the balance of tradf W’ith"’- L
the pmsent aystem it is sometimes found necessary to anticipate fresh’ ‘dditinns il
to the eurrency by providmg gilver for coinage from the reserves, 1Ing opxmon i
it would be better to issus gold from the Paper Currency Reserve tet’ ixe publie 1
' in such circumstances and sllow the gold when imported later to b,oonmu]a,f/a i
again in that reserve. 1 i
A e L procedum which 1 have suggested would, of coumo bel gppng&ble:‘ f
i on!v to normal times.  Should the sitnation caused by the episis of 1907.08 recur Y
‘and the gold reserves be depleted to snpport eschange and the rrberv?ﬂ inflated, |
the issne of gold for internal purposes would require to be suspended until the o
‘ gurplug rupee rogerves were reabsorbed by the public and the gold  peserves
yestored. Mo long as such an extensive token coinage is in existen e, it igime
. portant that the publio should use it. ) :
The Paper Currency. ¢
The recommendations of the Royal Commission regard-
ing the Paper Currency ate of a very far-reaching Chmacter.
The Commissioners say. i)

: (1) The fiduciary portion of the Paper Currency Reserve should be)mcmuad i
‘abonce from 14 to 20 croves,  But inetead of merely fxing this figure as a aximum
" ‘'we propose that the maximum of the fiduciary portion should be fixed at ”&1 amount
of the notes held by the Government in the Reserve Treasuries plus onja-third of
| the neb circulationt for the time being. Under this proposal the investéd portion

. of the Reserve will be ab once increased by six erores. - We recommend that this

rewld should be effocted by a transfer (ab market valae) of sberling sectirities to

* that amount from the Gold Standard Resarve in exchange for six Crores of the
gold now in the Paper Currenocy Reserve in India. | /

(ii) So long as the gross ciroulabion excosds 60 erores, it will be ""fthiu the

. power of the authorities to increase the investments of the Reserve and) fe propose

that the Government should have power not only to make suoh further’ ' rmanent

_investments as they think fit but also fo make temporary investments ¢ it grant

| Joans either in India or in London. In India such loans should be m.’ _' the

| Presidency Banks on the same terms a8 we propose in the case of loans fron” ba,I ances,

! iwhile in London the Secrotary of State should have power to lend Olt i the
London market sums received in payment for Council Drafts sold against gha Cure
rency Reserve in the busy season so long as the total of the cash portior of the
Reserve doss not fall below two-thirds of the net eircalation.

; We hope for the following advantages from our rocommendations :—{'1) while
the permanent addition to the invested portion of the Reserve will be mo more

: $ By not circulstion the Royal Commissionsrs mean the gross circulation less the! 1
poten hald in ahe Roserve Treasuries. / i



the' ' mpldte conwmbxht«y of the mtes. the mvenuea of Indiu. will secure the
. profit! earned by invastlng the amount now held idle in the form of gold in India,
T‘Thare\wm be occasions, espmuﬂy in the busy season, when it will be safe to lend

to make such loans w:ll, therefore, enable the Government to carn intersst on.
sumg wh«mh would otherwise be idle needlessly, and will provide at the same time | _‘
\\a much teeded facility for o temporary expansion of the currenoy in the busy
geason, b virtue of W the market may obtain some relisf, though not at
first perha/ps, a very greaﬁ* amount, from its recurrent stringency. (3) The power
_ to make ttemporary invastmenm in Londony on account of the Paper Currency
) ) mience to the Secretary of State in permitting him to sell
Council Diafts against ‘the Paper Currency Reserve, in anticipation of | silver
* purchases or of any other cause, without the logs of interest or other disadvantagos

which mxg?:b sometimgs come about if he were compelled, without discretionary
| power, lutilise the entire proveeds of such sales in earmarking gold, (4) As the
_ gironlation! of notes in India inoreases, it will be within the power of authorities
"o increasel, as and when desirable, either the permanent or the temporary invesf.

Joaas from; the cash held against notes in the Roserve Treasuries will provide
the Goverjment with a usefal ‘alternative or supplomentary means of  counters
thg gomie of the dis a.tlva,ntages arising from the existing Reserve Treasury system,

We tihink it eminen tly desirable that the use of notes in India should be
encouragel by all legitimate means, With this object in view, we recommend
*  that the Grovernment should inorease, whenever and wherever possible; the number
- ol places | &w which the notes are encashable as  of right as well as the extra legal
:faoxhtxes ‘Ior ‘encashment,  'We think it would be desicable to universalise at

once the hotes of 500 rupees. With the experience so gained it may be found
- possible % carry universalisation still higher. We do not think that the extra
_cost of r¢  ting specie from plave to place to provide for the encashment of notes
would, | 0t at the outset, be appreciable, and we think that, in any case, it
. gould X ore than counterbalanced by the advanto.ge of an inoreased eircula
tion of ¢ mtcs as a medium of currency.

i He uild remaining in the Paper Currency Reserve in India will be used for
‘meeting mandﬂ in India just as ab present. The Government will not  under-
'~ take to | pply gold in all circumstances, but should be ready in normal times to
"‘mpply g ,ld for internal purposes up to the full extent of the vesources of the

‘ metal]m ;hort.mn of this Reaerve.

The | Swreta,ry of State will hold (in London) not more than the amount of
55,000 OdO which we have allowed for as the normal amount of actual gold likely
to be available in London ontside the Gold Standard Reserve in support of ex«
change. l In a time of crisia this sum of £5,000,000 should be treated, not as the =
Airst line | \of defence for exchange, as it has sometimes been called, but ag standing
.»behind ﬂ;.e Gold Standard Reserve, especially the gold portion of it, & far as ex-
xs( con»cex'madl while secving also the important function of aoting, together
i F S

"a
\.

i3

tempor rily sums which it would be wnwise to invest permanently, (2) The power j |

“ments of fthe Regerve or both without a special Act. (5) The power to make il
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" with and in support of the stetling secnrities in the Paper Curroncy beéﬁwe‘\
a8 o final resoutce for securing the convertibility of the notes in an internall orisis

. in India, Any additions to the gold held vn acconnt of the Paper Currency Re-

gerve in London over and above the sum of £5,000,000 should be reg&rfﬂod a8
temporary only, and used as and when required for the purchase of sillyer for

| eoinage into rupees, the function  of such additional goid being to mair in the
. aternal currency of lodia and not to support exchange,

The people in India are no doubt very grageful to =

the Royal Commissioners for their suggestions tc» extend

wh W ¥
. the use of Paper Currency Reserve for purposes of \making
temporary loans in India during times of styingency

| and for their recommendation in regard to the | univer-

aalisation of notes of Rs. 500 and higher denom nations.
Any extension of the facilities for the encashment of notes
will be greatly welcomed by the large mass of no%te~using i
* population and tend to popularise and widen the use of
the Paper Currency. b
. The question of investment in fixed securitids is a
contentious point. Looking through the circunistances
surrounding the growth of the Paper Currency in | India,
I think that the fiduciary portion of Paper seturities
already stands sufficiently high. This matter is di\scussed
at length in Chapter V. ; «
i It may, perhaps, cause un-necessary apprehension
'if the Government arm themselves with general\‘g)owers
to enhance the fiduciary portion of the Paper (. rrency
. Reserve, as and when they like, according to the  ctua-
 tions in the volume of the circulation. Every altel ion in
 the fiduciary portion of the Reserve ought to b ‘made, -
1 think by means of a special Act, as has hitherto ! .n the
| case in India and in England, People thus have of portu-
 nities of reviewing the situation from time to time aud can
discuss the matter in all its bearings. Such disctissions
tend to establish confidence in the currency administration .
of the country and chances are afforded to the Government
to explain away misunderstandings and also to the public
to rectify erroneous impressions and correct its knoﬁ;vledgef
of facts and figures, |
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 The recomm‘ endatmn of the Commissioners to make
: temporary investments by grant of loans in the busy seas
sonin India isa welcome movement and all further invest-
.ments from the Paper Currency Reserve for the present

| may, I think, be restricted to such temporary loans only.

The introduction of the principle of investment of money

_ from the Paper Currency Reserve in the London loan

- market would, probably, cause severe comment in India
and migit easily excite suspicion, In the interests, there-
~ fore, of vhe stability and growth of the Paper currency,
I would firge that the ideas of investing Paper Currency
Reserve in loans in England be abandoned. The English
. money market is already being considerably helped from
fadian funds, through investments from general cash
balancey and from the Gold Standard Reserve, and the
extension of this practice to the Paper Currency Reserve
may We, be regarded as inexpedient.

The investment of a part of the fiduciary portion of
the Paper Currency Reserve in sterling securities is'
highly objectionable in view of the consideration that cur-
rency nptes are a purely Indian institution and all bene-
fits ari %ang therefrom should be confined entirely to India,
and nc chantab ly given away to ease the market of
'”gﬂt—ed 1 securities in foreign countries. Apart from
all this ~’nd1a stands to lose in a large degree through
the ne ' less investment of Paper Currency Reserve in
. deprec” 'iing sterling securities instead of the Indian
securit 's the market for which, in spite of the financial
" crises «iad famines through which the country has so
| often passed, has always remained firm and steady. If
. the field of investment in the Government of India pro-

| missory notes is considered too narrow, the list of accep-

i table Indian securities may well be enlarged.

The Royal Commissioners have been pleased to observe
* | “that g paper currency, if readily encashable, is the most
i econo\mcal medium of circulation, and at the same



| xliv cmm«:mv oncmwrromm mnm.
] tzme provides a readily available reserve of gaIﬂ for
. “foreign remittances.” The tendency to managé the |,
Paper Currency Reserve with an eye to its use for support
of exchange and for foreign remittances is a policy on

. gratulated and the anxiety of the Home G Yovernment to

function, as disclosed from the official corleapondenae

Wilinise to g feeling of  distrust and tend  to deﬁ act from
|| the use of currency notes for puirposes of keepmg reserves
~ and savings of the people. ‘

) The propounding of the principle that the Paper {Zurrency |
Reserve has any function other than that of | ensurmg
the convertibility of the currency notes is, as eﬂ'pre%ed o
by the Hon'ble Mr. Webb before the Comrm\bxom, parti-
‘cularly vicious and radically unsound. It casts!an un-
merited suspicion on the efficacy of the Gold Standard
| Reserve., The thrusting of London money market interests
' into the Indian Paper Cuarrency system and the yemoval
of substantial portions of Currency Reserve from India to
il Fngland will never satisfy Indian critics and, if persisted in,
. may detract from the popularity and general gr “vth of
. the Paper Currency itself, A
The diversion of Paper Currency Resetve {' m its
 original purpose and for providing security for t = main-
tenance of exchange is a step the soundness and ‘isdom
of which has been doubted by expert financial | ivisers
. of the Government of India themselves and it ma: y, with
| a1l respect to the authorities, be urged that it would be
highly prudent to revert, as far as possible, to the ori-
ginal conditions regarding the treatment of these ‘funds, ‘
viz., the entire bullion. portion of the Currency Peserve
should be held in India with the sole object of secur,éng the
. prompt conversion of notes into such coins as the ipublic
may lawfully demand. Over nine ¢rores worth golctj sove-

|

| the soundness of which the Government ecannot be con- L
| divert the PapetCurrency Reserve from its ;pnmarv L

’ fpuuhqhed by the Royal Cominission, cannot i'out give |



,rexgna belonging to the Paper Cunency Reserve were,
on 31st March, rgr3, held by the Bank of Engiand in
London. Enlightened public opinion  in India views

. 'with g,:eat disfavor the removal of such big sums from

11 India to England, and the continuance of this policy .

. may penhaps engender, to use the very words of Pro«
_\ziessor Kreynes, a member of the Commission, feehhgs of i
Jealougy of the too pﬁworful magnates of the London Money Mazket obtains
| ing what stiould be]ong to Indin's market for their own purposes; jealougy of
the Secretajr of State geeming, like a man who invests abroad, to seck in. ‘this
way an indelpendence of India in case of trouble ; jealousy of Great Britain, who
might use cér regard Tndis’s “ear-marked” gold as her own war-chest.

A train of thought based on such premises produces

. powerful( and *11atura1—-—-though viewed from the stand-
| point of x¢1eai istic economics probably unfounded-—preﬁ.dme
whi f (18 exceedingly difficult to combat. It is, there.
fore 'Q ’hly desirable in the interests of smooth and
cont’ government and for the expansion of paper
mo‘né Arhat a measure, like the one under discussion,
wh1c1* >r0vokes widespread criticism be eschewed and '
aband ed

R ag ‘ordance with the recommendation of the Committee
of 18¢ / (para. 70), that the Indian Covernment should
fre%mct the growth of their gold obligations, and in view
of the Well~known advantages of internal over external
debt, it/has been 'the recognised policy of the Government
to raise in India as large a part as possible of the sums
- which tley require to borrow each year.
. Those who are qualified to speak on behalf of the Indian
! ‘bankmgr community are all agreed in stating, says the
Report. that larger loans could be issied each summer in
India, ifl some means were available for counteracting the
stringenicy that recurs annually in the winter and early
spring. \ The practice of making loans from the Paper
Cnnenc*‘r Reserve and from balances will certainly assist the
Governnilent in increasing their annual rupée loans in the

o !
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”“éunmﬁer The Banks would probably be glad to keep‘ (
larger holdings of Government stocks, if by so doing they

0 did not run the risk of having insufficient liquid ressoumes

n ‘the busy seasom. | il
During the last two years the Government of Imha have

| raised 3 crores a year by means of 339 rupee loans float- Bt

. ed in India. Last year the Joan was taken uf> at ob)ld

4t a time when the market value in the Tondon market .
of 319, India sterling loan bills was about 87. Tn v Ml
the loaw of 5 crores was covered more than twice bver and
was issued at an average rate of about Rs. 95-9-0.

Financial Organisation of the India Office. ;

. The organisation of the. India Office and the fprocedure
of its work are conditioned by Parliamentary \Stotutes |

under one of the principal Secretaries of the =  rial

. Crown working in co- opexatmn with a Coune - = 'The

. financial work of the Council is conducted by a | ance
" Committee. B

The Iinance Committee as now constituted ;. msists

' of five members of the Secretary of State’s Couni i, two

of whom are bankers connected with large banki in the
City of Iondon ; the three remaining members 1€, resent
Army, Public Works and General Admnnstratlou The
two financial experts have mno Indian experienice and
there is, thus, at present no person in a Ccm)ymltiee

which represents the highest and most important mnancxal
body of the Government, having any direct knowledge -
of Indian finance and commerce. This is a striking
 example of distegard for Indian feelings. Need iti, then,
be wondered why India’s confidence in the India Office
~ financial administration is getting weakened. Formerly,
‘1o doubt, there used to be in the Council one tnember
who had held some high financial office in or unaler the
Government of India, but on the retirement of Mr! Finlay
in 1906, when cash balances began to get swoliien and

(3
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tﬁe necessny ot nidubas it AHe Tondon mone:y market L
became pronounced, the Indian experience was mot

considered necessary and this useful practice was discon-

. tinued. The chairmanship of the Finance Committee

' is often bgstowed on some London Bank director who is,

~often, qui e innocent of direct Indian financial experience
. or knowle, ze.

Until 1 &7 the salary of every member was ,( 1,200 &

| year and’ the tenure of office was for 10 years. The

salary no . is £1,000 a year and the tenure of office is

for seVenr years. W i

' Much (ticism has been raised in India at the con-
tinuance of a system which gives preponderating influence

. in the Tqdia Office Council to men engaged in business

o f:;in thé, City and the practical exclusion of the representa-

‘tion of the Indian non-offictal banking interests and

7

’experiencec It is recognised that the pay and.tenure
offered by the India Office are gemrally considered insuffi-
cient té attract the best class of London financial advisers,

¢ as these remunerations compare very unfavorably with

the geheral rate of emoluments earned by really able
\men in ‘the City. ‘There is a genéral impression hete
“that if the India Office have been able to secure, now and

then, theiservices of able financial advisers on such scanty .

‘remunerav"mns, the probabilities of the indirect benefits
derived ffrom the utilisation of large Indian funds at
- exceedingly low rates of interest, and of the chances of
‘obliging ‘others in a similar manner, may have acted as
pow"erful? attraction in the acceptance of the job.

/i “The Royal Commission have expressed t,hemselveq on
this point: as follows ;—

We find no ground whatever for the suggestion that the eonnectmn between
members of the Finance Committee and certain of the banks led to any kind of
{avoritism bemg shown to thoes banks. The deposits were never m.ade at any.
thing less thata the best rate of interesh obtainable at the time they |were made.

- There was no/ hesitation in removing & deposit from one bank to arjother if ad

! ! s . : 3
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| ventage sould be secured in so doing C1abu s Bt We thini; it advisable to call
| the attention of the Secretary of State to the importance of avoiding as far asg

. possible all occasion for criticism  of this nature. )

A scrutiny of the large advances made and the ow /i
| rates of interests earned” as metioned on pages 136 and |
‘137, would, however, show how very little the above ex-

. omeration is justified.
‘ i

. In regard to the exclusion of Indian expe f.jnce from

| the Finance Committee of the India Council, /he Royal

 Commissioners appropriately rematk -—

pression in the form of questions in the Legislative Council which/ have to be
) answered by  the Government represerstatives, It appears to ussgo fi» hardly
. gompatible with the new conditions it India that just at this time an alteration
ghould have been made in the composition of the India Couneil ang the\‘) Tance
Committee, involying the omission therefrom of any representutt{on' 0{‘{ Indian

' Recent political and soeial changes in Tndia have led to an incieasingly close

gorutiny in India of the Government's financial administration, and have added
'very greatly to the amount and the importanoce of the criticisms whi h are divected
in Tndia against that administration, Moreover, these criticisms mow find ‘ex- ‘

financial experience, whether official or non-official. The result has peent 10 give ‘

the representation of London City experience a pusition of undue prominence in
the Finance Committee, which is, in our opinion, undesimbfle‘. g

| Taking the present mood of the Indian peopie on this =
‘subject into consideration and weighing it with the con-

. ditions of the India Office Finance Committeg organi-

. sation, the Commission are of opinion that |the ideal

constitution of the Finance Committee woulc;t ‘be one

containing three members with financial experience, re-
 presenting :— ’,"
(@) Indian Official Finance; (
(b) Indian Banking and Commerce |
j (¢) The London money wmarket. y
With a committee constituted as above, and the prin-

ciple .of the above recommendations respected /in spirit,

" the Indian opinion would, probably, be perfectlyf at peace.
In comnection with the permanent staff of ithe India

Office, it may be interesting to mention that a¢ the head

’ “ Averacm? rate of Interest earnad on loans given to approved bosrowers :{——),910-—2'84 %
T8 %{: 1018316 % 1913897 %, )

| : o



:-of the* Fmanmal Department but su‘bordmate to the ‘
 Permanent Under Secretary of State and to the Assise
. tant Under Secretary, is the Financial Sectetary, who 1800
responsible for the financial work of the office. The' '
| Commission is of opinion that a system which throws the
 whole burden of supplying special financial knowledge
| and criticism upon one single becretdry is undesua,ble i
\+ | and it, therefore, suggests - ;
. Either (1) that the Under Secrstary of State or the Assistant Under Secretary
© should have financial experience ; or (2) that there should be two Assistont, Under
. Seoretaries, ot whom oné should have had financial training. As betweon these
alternatives wo are unwilling to expross an opinion, bolieving that the choice must
depend largely upon the varying circumstances of the time and on the material
at the disposal of the Secretary of State. 'We are content to record our opinion
that, in one or other of these ways, the burden of work and responsibility w luéh
 previously fell upon the Vinancial Secretary should continue to be diminished,
a8 it iy under the existing arrangement, It has also been suggestod that the Finans
cial Department should be strengthened by the appointment of a second Finan-
oial Secretary, to whom business of a technically financial character shonld be spe-
olally allotted. We bring this suggestion to the attention of the Seoretary of State.

The pecuniary value to India of the efficient performance of ‘the financial
business of the India Office is very great and would amply justily any extra cost
in splaries that might arise from the adoption  of our recommendations.

‘ " State or Central Bank.
“In 1900—1902 a proposal was put forward before the
Governmgent of India for the amalgamation of the three
Presidensy Banks and the enlargement of their capital
by a substantial amount on the condition that the Govern-
ment would hand over to the amalgamated.Bank the

- management of the Paper Currency and a large portion
. of the public balances; subsequent proposals have, with.
. mote oy less variation, revolved round these cardinal
prinuplas Several difficulties arose in the framing of a

workmg constitution for a State Bank for India, such as,
_ the combination of ultimate Government responsibility
- with day-to-day independence for the authorities of the
_ Bank ; the preservation of unimpaired authority in the
eXecutm, officers of the Bank, whose duty it would be

: vtn take a broad and not always o purely comimercial
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~ view of policy, and at the same time to make use of the
~ commercial instincts and commercial knowledge of repre-
_ sentatives of the shareholders ; and the maintenance in the
day-to-day management of the Bank of that high element
 of decentralisation which is now possessed by the three
| Banks. For, as the Government of India wrote to the
Becretary of State (January, 18, 1900) “nothing would

 “be more unwise than to discard the wvaluable local |
i "“knowledge skill and experience of the existing

' directorates and managements of the Presidency Banks.”
. There were some other points also, such as the status
of the Bank in London, the method of regulation of the
tiote issue, the division of profits between the sharcholders
and the Government, which required close examination
and satisfactory solution. | i
‘ The attention of the Royal Commission was iuvited to

the feeling prevalent in Hngland and in India in regard
 to this question. In the memorandum prepared by M.
L. Abrahams on the subject of a State Bank in India,
it was represented that the difficulties and inconveni=

ences which arise in the management of general balances

and of the Paper Currency and Gold Standard Reserves
are largely contingent on the absence of a larg central
. banking institution competent to hold and manage them
and to transact for Government other business naturally
falling within the province of the Government’s|banker,
stich as remittance. The lack of such an institution ren-

dered the position of the Government, to a more ot less

extent, unusual and anomalous. The Royal Commis-
siotters examined Mr. Lionel Abraham’s proposals, and
~ at the request of his colleagues, Professor John Maynard
Keynes thoroughly examined and sifted the evidence
and facts available on the subject and drew up, In colla-
boration with Sir Frnest Cable, a memorandum' on pro-
posals for the establishment of a State Bank in India.
This memorandum is materially different from the earlier
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 conceptions of the proposal. It lays down an outline
. constitution, so far as concerns the relation of the Bank
| to Government, the powers of the shareholders, and de-
. centralisation, in the following manner : “
he 0 ‘Tf}f}e supreme direction of the Imperial Bank of
 India shall be vested in a Central Boatd of three members,
consisting of the Governor of the Bank (who shall be
| Chairman), the Deputy Governor, and a representative
 of Governiinent, together with three or more Assessors.*
Ty Thefg % aternor shall be appointed for periods of =
five years U ¢ Ject to age limit) by the King on the recom-
‘mendation: \the Secretary of State, and shall be remov-
‘able in lik,  ‘auner. He shall be eligible for re-appoint-
ment. The salary of the Governor shall be Rs. 1,00,000
per annum f. '

3. The xepresentative of Government shall be ap-
pointed by the Viceroy, and shall be, in general, the
Financial Member of the Viceroy’s Council, the Member®
for Commeree and Industry, the Secretary from the de-
partment of one of them, or the Comptroller of Currency.

4. The' Assessors shall be the Managers of the three
Presidency Head Offices and of such other Head Offices
as may be created hereafter, or their Deputies. The

 Assessors ' shall have the right to attend any meeting of

 the Centttal Board and to lay their views before it, but shall
not vote. The Central Board shall also have the right to
summon jany of the Assessors to attendance.

5. Ths Deputy Governor of the Bank, and Managers
of the P isidency Head Offices, who shall all be of the
same sta 1s and receive salaries of Rs. 60,0001 shall be |
L e e B U v, ot Doty ok e PO

i ue%tli shiodld Be & pointed, so far-as may be possible or convenient, {rom the stafls of the Presidency
cos, . ‘Thoug! /it wonld not be wise 16 lay down any rule or principle on the matter, and while \}

it might be an alvantagous thing bo introdice from time to time officers whose banking expetienes
*had Jnin elsewheije, the Governorship of the Bank,should be & position to which theleading oslicials.
‘of the Presidencs Offices conld reasonably look forward ss o possible prize. It might, perhsps, in- b
crease public confidence in the non-oficial character of the Bank's management and i the Governs
ment's Intentions, if it, vrere dofinitely laid down that members of the English or the Indian Ciwil
i aerv'loe were ingligible for appointment as officers ¢f the  Banik.’-——Annexe to the Royut  Comnvigs.
gion’s Report, puye 63, \ , ;
S T These figires are pub forward very tentatively, to suggest the stabus of the Officers affected, -

o
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f appointed by the Viceroy on the nominatio‘n‘of the Gover- | i

~mor of the Bank and of the Government representative
/'on the Central Board., But the appointment of a '%\/Ianager

" to a Presidency Head Office shall be subject to theé appro- |

wal of the Presidency Board (including representatives of
' the shareholders) of the Head Office in question. J{ 4l
6, Within the limits of the Bank Act the Central |

. Board shall have absolute authority, and the signature o

of the Governor supported by a majoritiinte of the |
Board shall be legally binding upon the Bu. | save that
the representative of the Government sl4t3 have  dis-

. cretionary power (for use in emergencies onl; | to suspend

" the carrying into effect of any decision unti;:t has been |

. right of veto.

~ reported to the V iceroy, with whom shall lie an witimate

7. The Central Board, which will  have no direct |

ff““'r“ﬂealings with the public, shall have its offices, and: estab-
| lishment located at Delhi (or Calcutta). Its members ©

. will keep in touch with the chief commercial, centres of

/| the country, partly by the attendance from time to time

. Governor or his Deputy.

. of the Assessbrs, and partly by touring on the part of the
|
| 8. All transactions between the Bank and the public
in India shall be under the atithority of one ot other of
the Head Offices. = In the first instance, Presidericy Head
Offices shall: be established at Calcutta, Botqiubay and
Madras, and the spheres of influence of these He" d Offices
 shall be the same as those of the existing | ‘residency
| Banks. Ceylon shall, as at present, be within “1e sphere
" of the Madras Head Office. 5 |
9. FEach Head Office shall be under the dire,>tion of a
| Presidency Board, consisting of the Manager (who shalf
be chairman and have the casting vote), the Deputy
' Manager, a representative of the Local Govermnent, and
three or four unofficial members, " i
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amongs’r their own number.
. Any business, within the limits of the Bank Act

| ‘Iegally bmdmg on the Bank.
 Although the Central Board shall have authority

| conform, on all matters, nevertheless in general, and failing
| special prior instructions to the contrary, a Presidency

. Board shall have entire discretion to transact oun its own

" authority all business of the following descriptions, (s,ub]e,ct
. to such restrictions as regards the maximum and minimum
“ rates of interest as the Central Board may from titme to
time impose in respect of the several classcs of busme<5

} enumerated below) i—

a maximum petiod of six months.

endorsement of another bank Uil

AL

8 o security as is pernutted by the Bank Act.
(iv) Tobuyand sell in India gold bullion and suc,h

bonds  and securxtles as may be dealt in ac-.

co1d1ng to the provisions of the Bank Act.”

( To provide trade remittance for customers. £
" “all parts of Indid,hand private 1em1ttance §

" to London.

B (vii. To accept® interest and non-interest bearm’g‘

; 4 .o @ deposits.

l% . (vii) " To accept valuable goods for safe keeping. .

| - (viii) ' To open, staff, and control branch banks at
any . place within the Presidency Board’
sphere of influence.

e

i & The unofﬁcml members shall be elected by thc;;ﬂi J
i sha.reholders on the local register of each P1es1dency frdm

| and not contrary to the express instructions of the Cen- M
| tral Board, entered into by . a Presulency Board, shall Bev

to issue mstructxons to which the Presidency Board shall -

(ii?; To rediscount sterling trade bills, be'mng the

g (iii) Tomake interest bearing -loans  for penodq” |
: ‘not exceedmg six months against such kind

(i) ' To discount Indian trade bllls) maturing Wlthm““,%__ iy
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‘ The duties of the Central Board would be chmﬂy con-
 cerned with bank rate, with the remittance of funds from
_one Presidency to another, aund between India and London,
. and with questions of general policy. All questions of

Jindividual credit would be ordinarily within the dis-

i ‘cretlon of the Presidency Boards. The general magnitude
" of the transactions of any kind must come within the

” ‘cognisance and ultimate control of the central Board. But

'/ the nature of the individual transactions making up the

| total, in general, should not. In all matters relating to
‘individual credit the Presidency Boards would possess the
. same independence as each Presidency Bank has now.
' The Presidency Boards would also control the movement
. of funds within their own presidency. )

The Manager of a«Presidency Bank ‘may attend the

Central Board in person on occasions when he can con-

' veniently be absent from his own office, and when he
. specially desires to place his views or proposals before
~ the Central Board, The Central Board, on its part,

. would convene from time to time meetings at which all

. the Presidency Managers would be, if possible, present.

] While the Central Board’s offices and establishment must i
| be fixed at one place, there is no reason why the Board

. jtself should not meet from time to time, if it should bL 5
found convenient, at various centres. i

Tt may be remarked that a State Bank Sonstibied W ;
_ above relegates the existing Presidency Banks t* a posi- - '

tion of insignificance and dependence which th * share-
holders could scarcely accept with any regqrd 1eir self-
respect. The method of the appointment suggc  :d above
for the Governor would result,in effect, in his beir. " reckoned
as a Covernment official. The Bank should: lie alto-
gether outside of the ordinary Government machine.
When the Government reserves to itself the right of veto
in all matters and of direct representation by means of



0 tv

| its official representatives on the Imperial and Presidency
, Boafds of Directors its position is secure and safe. It
'lis therefore to the shareholders of the Presidency Banks
Fﬂt the Governor and Deputy Governor ought ultimately
o account for their conduct. But not being dependent

: gon the good will of the shareholders of the Presidency
Banks for the retention of his services, the Governor
 would be una,;(nenable to their influence. Human nature

bemg what ;* is, absolute independence may engender
a spirit of 1‘"' ‘ponsibleness which, if produced, may some
day cause i "lculable harm to the interests of the share-
holders. Ty her, the policy of placing the Governor of

the State Bank and the Manager, in the case of Presi-

dency Banks, at the head of the sharcholdetr’s represen-

tatives and confining the latter’'s duties to mere consul-
ative functions is one the soundness of which may
asonab]y be doubted.

It is lanz’l down in Professor Keynes' scheme that halj
, Jf each of the Pres1dtncy Boards will be  constitu-
. ted from | representatives of the shareholders and the
- Managers f the Presidency Head Offices would be appointed
by the approval of these representatives. The share-
holders will have no direct representation on the Central
Board ; they may lay their views before it through their
Presidency Managers. The enhanced prestige and power
tlerived in, consequence of the custody and management of
‘tiote issue would, no doubt, be a great privilege, but it
15 a debatable question whether it would be a sufficient
compensation to the shareholders for the relegation of their
yire’sent comtirolling position to one of imbecile lookers-on.

to the capxtahqatlon of the Bank, the scheme
ﬁ,»hat the nucleus is to be obtaihed by the
amation of capltal and reserves of the three Presi-
cy Bangs. It isconsidered inadvisable for the Govern-
ent to sunscribe any part of the capital for the Bank itself.
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The scheme pmceeds the exmtmg assets  of the

| Bank will be accurately, valued. is believed that

as they stand in the books of thc Bank at present,
‘the assets are almost certamly undmva.]ued The te-
. serves of each Bauk will be levelled so as to bear the
same  ratio to their respecfwe capitals, This ought to

pre,sent no practical dlﬁmulty, as the ratios of reser es

to capital in the three Banks happen to be very neatly

; equal Any difference wﬂl ‘be adjusted . v reducing
reserves and paymg away. the excess to tlu ~areholders, /-

or by increasing the reserves out of earni . . hereafter.

One share will be issued in the State Bank 1 each share

. held in the Presidency Banks. It would be . dvisable not
to add the reserves of the existing Banks to the capital and

. distribute them by way of a new issue of shares, It

would weaken the balance-sheet of the new Bank and
create an unwieldy nominal C’\plt'\l on which to, pay divi-
dends. If increase of capital is conmdend demrable, new

capital might be issued for Rs. 3,75, Q&uooo (doublf‘ng the |

evisting capital) of which only twenty“‘pex cent. ¢ may e
g cap at. .

called up. The offer of stuch shares to the existing share--

holders pro rata at a prermum of (say) 100 per ¢ nt, would
be a valuable concession to them, or, the issue 'may even

‘be made at par if it is considered pohtm to offer great in- '

ducements. Power could be taken in.the Barle Act to
issue 5 per cent. preference shares to a considerable amouat,

1t may be mentioned, however, that there is no necessity

for increasing the capital, as with tle control of the paper
_currency and of the (Government’s cash ' balances ‘the
resources of the Bank would be very grnat ‘

The question of the division of profits betwee' the share-
holders and the Government raised a probler, of a good
deal of difficulty. The management of note i sue and of

“the Government balances would provide the BanL with a

A

considerable source of revenue, likely to gr Jw in the_
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‘future, in the fnnts of which the Gov‘,rn,ment must ob~ ,
vxously share. :

*‘mmapvcmm i

It has been suggested in Professor Keynes scheme i

that the Imperial Bank of India should perform, with-
out special remuneration, the duties connected with =
; the purchc,se ‘of gold hullion, issue of gold and  silver,
management of the note issue and custody of the

Paper Curtency Reserve ; also, to manage the Govern- o

. ‘ment debt/in India, to accept payments and make dis-
| ‘bursements on behalf of the Covernment (Imperial and
~ Ipcal) at all places where the Bank has set up a branch,

and it should be a declared policy of the Bank to open
branches, é mpxdly as opportunity offers and the neces-
sary staff ' 1d organisation become available, at tost
places whei® there is now a District Treasury.

. The Bank should pay to the Government annually a
i isum equal to the present income from the sterling invest-

‘ments now in the Paper Currency Reserve and from such
mvestments as are proposed by the Commissioners to be
t:ransferred to it from the Gold Standard Reserve in ex-
change fo* gold./

The ne ' profits of the Bank, after due allowance for
deprecxatfon and preference dividend (1f any) are recom-
mended to be / dealt thh as follows :- :

(@) La d1v1dend of ten per cent. to shareholders.

(b)—i—-o‘f the remainder, two-fifths to be transferred
to the reserve when this remainder is not more
than 20 per cent. of the capital, and one-thitd

' when it exceeds 20 per cent.

(¢)—the balance should accrue to the shareholders
up to an additional 5 per cent. of their capital,
‘and  thereafter to the shareholders in the
proportion one-third, and to the Government
lin the proportion twe-thirds, ‘
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and 3 per cent. placed to reserve, |
 The effect of the proposed provisions would be seen‘

cent. i A (e

e J0 1o b :
ra ‘ 11 1/5 4/5

15 13 , 2

16 ‘ 1398 Riwdy

18 14 4/5 WG

@O 15.1/8 4 2/3

a2 15 31,15 L )

25 16 1/3 6 {223

28 16 14/15 7T/5 R 13/18

30 ’ 17 1/3 8 412/3

Prowsmn should be made for an 1ncreaaf_d proportion

30 per cgnt. ! j l
 There

U at shorter intervals with the concurronca; of the share
holderq At each’ decennial revision the vaernment

(including the reserve) of the Bank at 25 years| putchase

[ A’c presen‘r the net profits of the Presadency Banks aref‘g i
| approxxmatcly 17 per cent,, of which 14 per c«ent is d1v1ded” o

-r“'f:rom the following table (in percentages  of the capital):— [
Net profits, per To shawholders To Reserve, To Gowmment it

of the annual average of the sums payable to the shatre.

to Government in the event of net proﬁts ever| exceeding

’would be conditions in the Bank Ac'q provzdmg
e revision of relations between the shareh?lderq and
the Government. The Act may, the kchem;’ﬂ says, be
rewewed at intervals of ten years, and 'should be sub~
. ject to equitable revision at the option of (Joverrhment or

should be free to take over the whole goodwill and assets 1

holders in the five years preceding. FPiofessor Keynes

_ appropriately remarks :

/The first provision may seem to place the shareholders somewhat at the
merey of the future good faith of the Government. Bub il is diﬁi&;ult to limit the
authority of & sovereign power. livery institution, however purely private, is

. ultimately dependent on the Government’s equitable regard for exiﬁﬁng interests,

i
)
§

L ably, even g Prosidency Bapk would hardly be safe.

~ From a Government which was deliberately prepared to revise the égha.rtet mequit‘ :
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A reserve 1ay, if possfble be created out of profits
" for the equalisation of dividends, as profits in banking |
| *m: hkely to be very ﬁuctufxtmg |

e rules proposed for governing the Indian Currency
Note issue provide that wp to 40 per cent. of the gross
circulation of notes (which includes the notes held by the
'Bank itself in reserve) may be held in g hdumary form
‘without payment of tax, the balance being held in cash
(gold or rupees) ; or, up to Go per cent. may be held ia a
. fiduciaty form, on payment of a tax to the Government at
. the rate of 5 per cent. per annum on the excess of the
. fiduciary issue above 40 per cent. of the total circulation.
. The. proppruon of cash should never fall below 40 per

| cent, save that the Becretary of State in Council shall
. have auth(pnty, in emergency, to suspend the provision
. of the Ban,k Act which enjoins this.

Ina couﬂtry like India where the use of currency notes
is still in its infancy the above percentages for fiduciary
holdings (i.e., investment of the Currency Reserve in
gﬂt—edged &ecurmes) are far too high. I have mentioned on
pages IIO«I’; of the book some of the reasons why,in my
Opinion, fhe ﬁducmry portion of the Currency Reserve
: ought noL to tise above 33 per cent. of the circulation,

If it is allowed to work up higher, any monetary upheaval
causing more ‘ian the ordinary pressure on the currency
offices  fo oe encashment of notes might cause
inconvenienice jand trouble to the Bank authorities and
may even put, them in danger of having to apply for the
suspension of che Bank Act. FExcept in cases of war, recourse
to such a measure would be likely to engender panic and-
hamper the growth of the note issue. The force of these

‘ observatlon% would be apparent when it is remembered that

. the exxstmg1 fiduciary issue has been only 24 per cent. of
the average gross and 26 per cent. of the minimum gross

. eirculation im 1911-12; and the corresponding figures




C‘URRENCY OR(-ANISA'I‘IONS IN INDIA

(tion of the Currency Reserve is a line of policy that should

| acute crisis. | U

| 10 crores are invested in the Covernment of India Pro-
Inissory Notes and 4 crores in Consols. It hf(Ls been sug=
gested that the proportion of foreign sterlm;g securities

ought to stand at present.

present.

For the ﬂmLmtmg part of the ﬁducm ¢ ra}serve, bills ‘

of exchange having two good names to 1e1fn, and that

have passed through some Bank, would he preferable

if they could be obtained.
The scheme further mentions that ‘e

(i) The Government promissory notes wo{i;m b candall
led and replaced, in the books of the Bank, by a

Government book debt bearing no interest. $
(i) The consols would be taken over at mirket value.

|

| mever be allowed to come into play. Even at the risk
. of a diminished revenue from the currency reserve  in-
yvestments, the ouly right course would undouhtuﬂv be L
to keep the portion of coin so ample as tO} meet an |

- should be raised to ro crores. This would mal@ 20 crores |
in all of permanent investment, and this is the hxghest !
figure at which, it is thought, ‘rhe pexmqnent 'nvestment | |

I consider even this is too high a ﬁgu\re am‘l that thﬁ‘ I
permanent investments may remain at (14 uores as at

i (estimﬂted) in 1012-13 were 21 per cent, i 24 per cent il
It has been urged that in grave emergencies, when ‘the :
. Government’s guarantee for encashment of the notes may |
possibly be required, the coin 'in the Gold Standard Reserve |
would provide a temporary bulwark, pending the reali- | ¢
sation of the sterling securities, To cast glances on the
Gold Standard Reserve for covering the consequences |
Qf mdxscrctmnu in fixing the amount of the fiduciary por-

'As regards the form of the fiduciary mcme{ at pre sent

|

T'he initial book value should, in the event of subsequent '



S

1xi

deprecntxon, be wutten duwn f:o maxket Value .mnually |
 but should not be written up, in the event of apprecia-
tion, until market value excc,eds book value by 10 per
cent. , and then otly by the excess beyond 10 per cent.

(iii) The approved securities, 'u,cepted as fiduciary re-

 serve, would be calcndated with a margin of 5 per cent,

| he bills of exchange would be faken at par, less rebate.

o (1v) In the pubhshed accounts of the Bank, a distine-
‘tmn would be made between the Issue and the Banking N
;;i- departmmw in the same way as is done in the case of the "

i Resue départmen’r of the Bank of I ingland.

e Thoug the management of the paper currency would
k u1est Wlth the State Bank, it is thought that the notes must
;jremam sovernment totes in the sense that the Govern-
ment, m\ addition to the Bank, would guarantee their
‘_cunvét"s‘id'n into coin. In this case thev could preserye
‘their present form and appearance unchanged, i.e., they
A could reﬁr'hun @s they are at present, Government prozmm
. sory notés pay}ﬂble on demand at certain places in legal
| tender money This would allay suspicion without lay-
ing on t] 1e Goyemmen‘c any real additional burden. For
Vst the B.;mk wiere, by a violent chance, to get into diffi-
“culties, there cmuld not be the least doubt that the Govern-

. ment would h'we to maintain the solvency of the note
. issue whefher{they had formally promised to do so or

‘not‘

LS the (’mkremment would gtarantee the note issue,
the securmeyq and cash belonging or pledged to the Issue
department) of the State Bank would become their pro-
perty, 80 far as required for meeting liabilities on the notes,

in the eveut of difficulties.

The notes would, of course, be legal tender and will
be accept: eI in payment by all the branches of the Bank,
. and also @ all the Government treasuries in payment

. of the mo res due to the Government.
i
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Tt is stated that the restrictions of the mrcle system
| denominations at a small number of pxescnbed nfﬁcev of

| ‘ever they can do so without embarrassment,

The question of the relation of the State Bank with Other
i bankmg institutions has also been dealt with, It is
. suggested that the State Bank ought to aim to the’ greatest

. ouly such trade bills as have paas«,d through Lhe; hands of
. another Bank or shroff or marwari of high sta: dmg and
' have received their endorsermnents. The State Bank would
have on its list certain Banks and private Indian \ﬁnauuers

. mers and for whom in general it would be prepared to

| Indian joint-stock Banks on sounder lines than hitherto.
I*m on admitting a Bank to the rediscount)list, the
local Manager of the Presidency BanAE( may require,
from time to time, to examine somewhat carcfully, in
i confidence, the Bank’s position ; and the risk of losing

its position on the re-discount list mighty act, to some
| extent, as a deterrent to rash banking. X :

Particular stress has been laid on provcnthg the State
 Bank from competing with the Exchange B\anks in at-

' of rediscount might possibly aid in the {1evelopment ofl

 should, as far os practicable, be dispensed witk. There
should be a legal right of encashment of notes of all

| the Bank, and all other offices, though under no legal
obhgatmn should be authorised to encash notes Whenj"_é 7

possible extent at rediscount business, It snould accept

of high standing who would be among its regular custo- "‘1 ‘

t“reduacount freely. By this means the busmes# of Sta.te U
Bank would not compete with other Banks. ’i‘he power i

tracting deposits in London, as it would rousé opposition. 0

The Bank would, however, be free to carry out the

Secretary of State’s remittance and to' hold Balances jiel

" London and invest them in the London mm*%y market,

' The Bank would also be free in providing pr
. tance on London for its Indian customers,
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‘ Secretary of State would bonitinme to do Bis ordmary
banking business with the Bank of Fngland and to main-
' tain a balance there ; and it would be the business of the
"State Bank of Indm to keep him in funds. The method @
oy effectmg remittance would be by selling drafts on
India in London and by buying sterling bills in India,
- but to safeguard the business of the other Banks, the State
: ‘Bank should be precluded from buying sterling bﬂls
 in India, except from other Banks. ‘ ‘
e The method‘uutlmed, above would be more easy ofa |
. favorable explanation to the public. At present, the
Secretary of State receives money from the Exchange
. banks andg others 'in London by the sale of hills on India
" and lends \the same money again, until such time as he
f”has need of it fipr his disbursements, either to the Exchange
. Banks themselves or to other constituents of the ILondon
. money "m‘q,rket‘ The State Bank might possibly find it
" advantageous to rediscount  sterling bills for the Fxchange
. Banks in lndm and hold  the bills until the money was
(i actually wanted by . the  Secretary of State. ’[he floating
 sterling re;qurres or the bulk of it, could thus be kept
in India anq still directly benefit India’s foreign trade,
‘mstead oﬁ a%!%ftmr in a viry slight and indirect way
thmugh g8¢nera) help given to the London money market,
' No one coyjq shen criticise, as is now done, that India’s
money was be finv diverted away to purposes wholly un~
- connected Wlth India. The money would also earn higher
. rates of inte., ‘st in India. If it, at any time, turned out
' that the moxi_ley was wanted by the Secretary of State
. before the bills fell due, they could easily be re-discounted
‘at the Bank of England.
The Londc{rn Office of the State Bank should, it has
i been suggesﬂ,ed have mno direct dealings as a banker
. with' the geweral public and in its London re-discount -
; business its q)peratlons should be restrlcted to the Bank of
’;England T , 4
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{The Bank will, of course, manage the Government's
- will do so in India. i gy
. MThe scheme lays down that the management of the Ity

but will consist of-x

| (1)—Financial Secretary at the India Office, or the |
‘permanent Under Secretary or Assistant
Under Secretary when either of  these is i
possessed of financial experience, i

/ (2)~A Member of the Secretary of State’s ‘Council‘.“

mercantile houses concerned in the Indian trade.
(4 & 5)—Two members of financial or banking ex-

‘primarily of Indian experience and the other
(0f Landon expietiensely ol G

like the present Finance Committee of the Secretary of .
“S‘tate’s Cotineil and may be expected tobe m 51.'5%1,0}1 a close i
| %otich with the India Oifice as to form in Yeqlity only an e
. adjunct to the India Office. | i

| As Covernment banker the State Bank gt nold, with-
out payment of interest, the balances not, neld in the ‘
Reserve Treasuries and in London, with th. exception of
an emiergency reserve of, say, 1} or 2 crorels which would |
be retained by the Government of India, and of that part
of the London balances held directly in thel name of the
Qecretary of State at the Bank of England. \According to

some private understanding that has existed between the |

étérling‘ and rupee debt in England in the same way as 1t i

Tondon office will be vested in a Board which, unlike “ 7
India, will not include the Manager of the London office,

) representative of one of the larger Londo'nf““h ik
perience (one of whom might be, in general, ol

'l‘he London Board would thus, to a great‘gz‘xtént,‘bé‘ i

India office and the Bank of England, the ﬂé)ating balan- .

ces of the Secretary of State at the said Bank have not
fallen below #5 lakhs, Very often they range anywhere
between one and fwo Crores of rupees. | G

I
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'he management of the Mint and the custody of the
 Gold Standard Reserve would not be entrusted to the
| State Bank. But when the Gold Standard Reserve is
 brought into play for the support of exchangeor to redeem
the guarantee of the Government for the encashment of
. the currency notes, the Bank would act, under the orders
| of Government, as the Government’s agent in the matter.

o In considering the question of the general advantages
| of a State Bank, particular regard has been paid to the
* objections made and criticisms levelled against the Govern-

. ment, in regard to the investment of large sums of India’s

. money in the London money market, and it is stated that

e

| by the establishment of a State banking institution “ a
. ‘‘buffer is placed between the Secretary of State and vexa-
# tious criticism on small details of financial business.”

e following significant observations made by Pro-
fessor John Maynard Keynes place the situation in a
much clearer light :

As regar “:s the Secretary of State’s exposure fo pressure or parlismentary
oriticisrn of an, undesirable kind, the oreation of a State Bank would, withoub
question, improve and strengthen his position. Recent experience shows that

* ho cannot, uider th«% present system, resist cross-cxamination on minute details
of financial thanagennent. If arrangements arve introduced for loans from cash

. balances (in London?) and for gome degree of regulation of the currency reserve by
discretion, will he not be liable for all kinds of questions in Parliament on details
of executive holicy.

The State Bank would have a high degree of independence ; aud there would
he numerous qu‘wions to which the Seoretary of State’s proper answer would
be that it was enf\:i"ely a matber for the Bank. He would never admif, for example,

_ the faintest degree of responsibility for the precise lovel of the Bank rate at a
particalar moment. The Secretary of State would be behind the Bank, but his
_authority would only come into play on rave and important occasions. On im-
portant changes of polisy and on alterations of clauses in the Bank Act, the Seore-
tary of State would have the last word and with ib the responsibility, T over &
 period of time there were a widespread feeling that the regular administration
of the Bank was ill-conducted, it weald be his duty to grant an enquiry and to act
in the light of its report. But for the ordinary daily work of the Banlk he would
necessarily disclaim responsibility to a far completer extent than is at presen$

~ possible in the case of any of the financial business now conducted by the Govern~
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i ,menf, The method of a.ppmntmeut suggested above of the Governor and Dep\mty Wb

. Governor is intended not to make them Government Officials, bat ' to place them

i & positon of considerable mdepondence A Btate Bank would certainly act as
a puffer of no little importance between the Secretary of State and external pr:es- |
uuw of an uudammble kind,* | -

i have given above a brief summary of the proposals

‘;,estdhhshment of a State Bank, as drawn-up by Pro~
 fessor John Maynard Keynes, after a thorough study of
the subject and sifting of the prcvmus proposals and
. materials available, The Commissioners in their report
. regard this question as one of great importance to India,
i which deserves careful and early ‘consideration of
| the Secretary of State and the Government of India, and
. they suggest the appointment for this purpose of a small
| expert body, representative both of official and non-official
experience, to study the whole question in India in con=
 sultation with the persons and bodies primarily interested,
. such as the Presidency Banks, and eithér to pronounce
| definitely against the de51rab111ty of the establishment
~ of a State or Central Bank in India at the, p:neaaent time,
ot to submit to the authorities a concrete chhelne for the
~ establishment of such a Bank fully worked out in all its
_ details and capable of immediate application,

1 have referred, in passing, to some of the more glaring
incongruities and anomalies of the proposedt scheme.
. A detailed consideration of the whole schewme would only
 be possible when the proposals, in cut anc Jdried form,
are placed before the public. The present scheme dis-
cusses the question in its various aspects and defines the
Jandmarks which require carefal consideration at the
hands of the would-be examiners of the proposed scheme.
Its recommendations, where made, are of a- “vague and
tentative character,

* ' Extract from anneze to the Report of Boyal Commiseion on Indian Fim.nca and meency.
014, pages 61-02. |

i now before the Government of India in regard to the i
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| There is, however, little doubt that if the underlying
features of the final scheme run on the same lines as
-govern the present proposals, the project is not likely
‘to ‘receive any widespread support or approval, The
‘tendency appears to be to officialise the State Bank to
' such a thorough extent as to make the position of the
. shareholders, and of the public, one of imbecile lookers-on.
' Reading between the lines one can hardly fail to discern
‘that the anxiety centres more on the question of how to
| screen the Secretary of State in Parliament from in-
. convenient interpellations and embarrassing situations aris-

ing from a faulty system of the management of Indian

Afunds and reserves in TLondon, than on a genuine desire
' to take the people of India intq closer confidence in the
|| management and disposal of thp reservoirs of monetary
. tresources under the control and custody of the Govern-

. ment and to extend its benefits to the people of India at
| large with a liberal and bountiful hand.

The scheme is a large one and all of its consequences
cannot be ascertained and predicted with certainty. The
. country and the Government should not embark on it
e tﬂl it is thoroughly examined and re-examined and thresh-
ed out in all its details and all possible chances of strik-
ing out on hazardous ferra ncognita, which past experience
and skill can indicate, are eliminated. If the principle,
wiz,, the right of the people to share in the enjoy-
ment of the benefits arising from accumulation
, of huge funds in  the Government’s possession beyond
. current requirements and after providing for rea-
sonable contingencies, is recognised, the proposals
should tend to render the opportunities for such enjoyment
. within easy reach and not to make the attainment thereof
merely a shadow in reality.

i do, however, consider that the scheme is deserving of
fullest consideration and a small expert body may well be
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such a body, I hope, the question of the repreqenta‘cxon
. of non-official Indian and Huropean opinion will be given
 fullest consideration and ample opportunities will be:
. afforded to the public in India to lay their views in
the matter before such a committee. The hasty and
touch-me-not attitude which, from the Indian point of
wview, has been a characteristic of the proceedings of the
Royal Commission on Indian Finance and Currency will, it
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appomted to examine the same, In the formation of L

is hoped, not mark the work of the proposed committee. =



. THE GROWTH OF
- CURRENCY ORGANISATIONS IN INDIA.

S

. CHAPTER I
; ‘T.h‘e Rise and Fal‘l of the Rupee.

it s tmagined by a not imonslderahle number of persons
that Silver only has been the currency of India from time lme«
' memorial and that the natives are attached to it. This is,
 however, entirely erroneous. «Silver was first forced upon
(the entire mnative population by the Company in 18:8, and
it was only In 1853 that Sllver has been the exclusive currency
of India ln consequence of Lord Dalhousie demonetising
((Gold.  The natives themselves greatly prefer thelr ancient
standard,} Gold, i?rofessar Henry Dunning Maclecd, M.A.
i ( | Early History,
,The eatliest récords of the Indian Rupee, as it is now
cutrent, are traceable from Sir James Stewart’s important
work entitlé;d “I'he Principles of Money applied to the
Present State of the Coin of Bengal”, published in 1772.
From a perusal of this work it appears that when the Fast
. India Company /entered on its career of commerce, and
latter on of coniquest, in India, it found gold and silver
| ? coins equally ciarrent in Northern India. Gold circulated
. freely side by side with Silver, but there was mostly no
i fixed legal ra'gf‘tio between the two. 'And, indeed, none
. could very wiell exist, for all princes and chieftains,
* | and even governors, endeavoured to issue every one his
own coinage.. In Southern India, gold coins formed the
common currency of the people, that is to say, in so far
as coins were, actually used as measure of value and as
a medium folr the exchange of commodities.

g An appr(}aximat_e census of coins revealec! that no less
| than 994 di‘ﬁeéirent kinds of gold and silver coins—of differ- -

L

R
LRl

b
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| e:xt weights and different degrees of fineness —were cmrent
| Quite naturally, their values were constantly varying.
. People themselves could not often decide the wvalue of
' the coins one held and in the settlement of payments
‘the services of Sarrafs (professional money changers) were
requisitioned. The Sarrafs acted as appraisers of money )
| and declared the value of a coin.

i The East India &c:mpanv found this state of affairs

intolerable and a great impediment to the extension of
| their trade. Their first attempt to remedy this defect was
by the simultaneous issue of gold and silver coins,—bearing
_ their own stamp, of a fixed standard of weight and fineness
. and bearing a fixed legal ratio between thc:m The.

| fluctuation in the market value of the two metals does not
| seem to have heen taken into consideration or allowed
| for. The arrangement, therefore, produced difficulty !
. lactual practice.. The Fast India Lompany, ’thereupon
. referred the whole matter of the Indlam coinage to Sir
. James Stewart who was regarded as one of the most emi-
::ntmt economists of his time. \ |

In his work, which is a masterly tréause bn coinage, |
he showed that it was 1mpoqs1b1e to maintain unlimited
; qu'mtmes of gold and silver coins in mmulat/lon together

_ at a fixed legal ratio between the coins d1ffe1ent from the
‘actual’ market ratio of the metals. J{r’le therefore,

. 1_rccommended that, the legal ratio between the coins should

“; ﬁtnctly conform tg the relat:ve market value: of the metals.

J‘
£ 18006, Y

Lord Liverpool’s Advice.

i In 1806 Lord Liverpool wrote his famouas treatise on
' 4 the Coins of the Realm. - The Fast India Connpany tired
| in ‘their attempts o maintain the equilibrium’ of currency
¢ Inéim on an 1mprattxcable bimetallic basis, & vailed them-
.| selves of the opportunity presented by the issue of this
v ‘treamse, to address a minute to the Covernmen ts of Bengal
ls,nd_ Madras declaring their entire adherence ‘to the prin-
ciples enunciated by Lord Liverpool, viz., thait one metal
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~ only should be made the standard as unlimited Legal
. Tender, but that other metals might be coined and made
- current at their market value in reference to the standasd.
o ‘But, unfortunzgyely, the Government of India selacted
Silver as the standard. Ina Despatch dated z5th April,
1806, to the Covernments of Bengal and Madras, the Court
of Directors of the Fast Iudia Company, however, took
care to add: i e ‘
Tt is not by any means our wish to introduce a silyer onrrency to the exclusion
of the gold, whers the Jabter iy the general measure of value, any more than to forea
& gold eoin where silver is the genoreal measure  of valuo,

| i 1818,

. | The Rupee made Legal Tender.

The Government did not stick to the above pro-
mise for long, for we find that, in 18 18, it issued a new coia-
age ol Gold g’:aur;d Silver, The ratio between the two was
thanged to bring the coins in conformity with the relative
‘market value of the metals, These silver and gold coins
were declared as equal Legal Tender throughout the terri-
tories of the Kast India Company.

. The effect of this change was that, along with the rest
. of the country, Silver Rupee was for the first time foroed

=

‘ in the Madras Presidency “where Gold coins had hitherto

“‘been the principial currency and money of account’”.*
Vit 4
‘ - 1 1835,

(‘ A further wrong step.

The Indisin Rupee in its present form and size was
for the first ftimie coined in 1835. The weight was 180
grains troy,~(~165 graius of which consisted of pure Silver
. and 15 graing of alloy, that is to say of eleven-twelfth fine-
ness. This s?a‘tandard of weight and fineness has since been

retained and \is prevalent to-day.

The new' Silver Rupee was declared to be the sole
- Legal Tender/ and it was enacted that “ no gold coin shall

“ henceforwaird be a legal tender of payment in any of the
““ territories {of the Fast India Company.”

i 0
YEHintract Diom para 4 of the Report of the Indian Currency Commission, 1809,
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In actual practice, however, this law remained in-

| operative. Gold Mohurs of the same weight and fineness | |

as the Silver Rupee, were coined at the Indian Mints and
“were allowed to pass current, and be received at the

U S LTS M A RV £ 0 R g S W
b A Pl )
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| “Public Treasuries at their market value in Silver”. |

By an Act of 1835, the coining of Gold Mohurs (or

treastries were authorised * freely to receive these coins

“by the denomination of the pieces.”” As the Gold Mohur

| fineness, this notification represented 4 ratio of 15 to 1
o between gold and silver. ‘ ] :

Wi

185253

Gold Demonetised, |

i 15 Rupee gold pieces) was authorised and by a notification
idated I3th January, 1841, the officers in chmge of pubhc il

' "at the rates until further orders respectively denoted '

' and the Silver Rupee were then of identical weight and |

i

There does not appear to have been any development .

; f /of importance in the Indian Currency system down to
. the year 185253, when the Government of I,ord Dalhousie

 was alarmed at the large discoveries of gold! ‘“The extensive
discoveries of Gold in Australia’'—so 1uas the Despatch of
1852—‘ having had the effect of dmn»mshﬂmg its value re-

| *“atively to Silver, holders of gold ¢oin have naturally

. “availed themselves of the opportunity of obtaining, at
“Govemment Treasunes, a larger price m silver than they

“could obtain in the market

The Government of India, as a 1esu‘1t of the above

| decision, issued a Notification, on the 25t th ﬁ’lecember, 1852

declaring that on and after January I, 1?85J, ‘no gold

. “ coinwill be received on account of payments due, ot in
i “any way to be made, to the Government/ | in any public
“treasury within the territories of the Eatg:t Incha Com-~

il pany 1

Thus for the first time in the annals oGL ¥ India, Silver 3‘

. Curzency became the sole and the only Lepal Tender in
 the country. .

f
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il 1864,
Revulsion in favour of Gold,

j ’I‘he Notlﬁcation of 25th December, 1852, was w1th-

'drawn in 1864, when Government treasuries were again
! ﬁperrmtted to receive Gold Sovereigns as the equivalent of
. ten rupees. This rate was raised to ten rupees and four

‘ V,,fannas on 28th October, 1868, |

876,
First Thoughts.

‘l‘he Bengal Chamber of Commerce and the Caleutta
 Trades Association, alarmed at the fall in the value of
. Silver, memon,ahsed His Excellemy the Viceroy of India

! urgmg the temporary suspension of the compulsory
~ coinage of Silver by the Indian Mints,

The Governrhent of Indla. in their reply of February g,
" 1877, said: . {
i | The valus of no substance can serve as a standard measuro of valus unless
0 ite use as the material of legal-tender enrrency is freely admitted. If, therofore,
/| bhe free coinage of Sibver on fixed conditions were disallowed in India, Silver would
0o longer be the standard of | value of India, but another standard would be subse
L tituted, namely, the | monopoly value of the existing stock of rupees tempered by
" any additions made t6 it by the Government or illieitly. . It no such addmom were
iy m.ade, the value of the Rupee would gradually but surely rise,
‘ The stamp of a pi opeﬂy reguiated mint, such as the Indian Mints, adds nothing
s excepi; the cost of mamuiaobur« ‘and seigniorage to the value of the metal on which
L 11; is impressed, but onlay certifies to it weight and purity.
A gound 'system ot ourrency must be automatic or self-regulating, No eivis
. lised Government can undertake to determine from time to time by how much the
. legaltender currency should be increased or decreased, nor would it be justified
e leavmg the comnaunity without a fixed metallic standard of value even for a
short time. It is o\ mistake to suppose that any Buropean nation has rejected
‘Sﬂver as o standaid of value without subetituting Gold,

The Govjernment of India, accordingly, decided that
~ “up to the piresent thete is no sufficient ground for inter-
““fering with tlhe standard of value,”
r . 1878-70,
. The Treasury’s Brave Stand.
L The cury; ency system began to show signs of increas-
e -mg unstablllxty, and was a source of constant anxiety to

e

i




CURRENCY ORGANISATIONS IN IMDIA.

Govemment as silver bullion continued to fall in value, B

The Government of India, ﬁndmg, their situation increas-
ingly embarrassing, addressed, in 1878, a despatch to the
Secretary of State for India in which they proposed :
(x) that a gold standard and gold currency
should be introduced into India;
(2) that the weight of Silver in the rupeevshould
be mcreased

and, it was further proposed to lxrmt the
free coinage of %11&«.1‘ in the Indian Mints.*

j

i
|

Lord Cranbrook, then Secretary of ‘State, forwarded |

LA

this despatch, without expressing any opinion of his own,
to Sir Stafford Northeote, Chancellor of Exchequer, who
referred the proposals to a Committee consisting of Sir
Louis Mallet, Mr. Edward Stanhope, M’ P., Sir Thomas

Seccombe, Sir Thomas (afterwards Lord) Farrer, Sir Regi~ |

nald Welby, Mr. (afterwards Sir Robert g Griffen and Mr.
Arthur Balfour, M.P.,—all of whom, after a careful ex-
amination of the proposals contained in the despatch, re-

ported that “‘they were unanimously of opinion that they

“could not recommend them for th&, sanvtlon of Her
“Majesty’s Government.” ;

In their reply, which is dated 241;115 November 1879,

the ILords Commissioners of the Treasuiyy, addressing the
Secretary of State for India, state their pbjections to, and
reasons of varjance with, the Governmet»t of India’s pro-
posals, thus :—

The Government of India propose that the free coinage fbf Silver shall be ress

 trioted, so that the Rupee shall no longer remain, as at presient, simply a piece of

4
silver of a given weight and fineness, but shall in addition to these qualities, bear

a fixed relative value to the English Sovereign, ¢ ] v g The
proposal appears to be open to those objections to a tokem currency which have

*It may be noted that the Indian Mints had all along been open tu unrestr coinnws, tha
g, any Native or Foreigner coulil tender bulhc;n to the Mints 'to %e colined tﬁgﬁfﬂ i ]D(w'er;"p'emort;
had a right to present bullion in any form to the Mint authorities in order | tohave the same assayed
melted down and coined with all conveniont speed, withoub any delulw.hunlf on payment of a t\omma{

" phaege for manufacture and seigniorage,

1t was not till 1878 that the idea of closing the Indiun Mints to froe é« i nd Sty
first found ﬁgr:ts:slc()in ciuu% emr’t(f)gaillllyhm 18]03, 1tigla1; put ilnm fo:ca:rm'r‘:ig ’o]anv ge‘ﬁ’butg]n,‘xl‘:n foﬂh?: :
coume was oady' deprec e valye of ory Whi a
. rsuoceeded another, 106 aa ever greater hole, 4 ch Hub the liovurums.mt,, as aae f:“
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mkes:t to very serious difficultios and temptations,

g proposal, lay themselves open to the same cribicisms as are made upon Governmenits
. which have depreciated ‘their ourrengies. | In general, the objech of such Governe
‘ments has been to diminish the amounts they have to pay to their creditors. In
/the presenst case the objeot of the Indian Glovernment appears to be to increase the
amount they have to receive from their tax-payers, My Lords fail to see any real
 difference in the charaocter of the two transactions.

LW all i A # # * ‘ *
| My Lords need not point oub that a change of the currency laws is ono of

/. umadvisable to legislate hastily and under the influence of the pressure of the
moment, or of an apprehenision of unoertain consequences, upon a subject sa coms
plicated in itsel! and o fmportant to every individual of the community, in its
bearing upon the tmnsactzions and obligations of daily life.

. It i8 not proved thaf; increase or readjustment of taxation must necessiarily
" be the consequence of in\attexs vemaining as they are, for nothing is said about
‘reduction of expenditaire, and equilibrinm between income and expenditure may be

| regained by coonomty of expendittive as well as by increase of taxation. Further,

the cost of inerease of salairies may be met or at least reduced by a careful revision

' of estabhshments, ‘ ‘

A perusal of the dc:watch feads to the conclusion that the Government of
* India are especially anxiy. 8 to put an end to the competition of silver against
., their own bills a3 & means. uf remittance to India.  Bub my Lords must ask whether
| this would be more than a franster of their own burden to other shoulders ; if so,
who would eventually bear Sthpr Toss, and  what would be the effect on the credit of
‘the Government and on th? commerce of India,
o tiil ¥ " * L i e : L

|, on the other hand:a‘.' it is the ease that the valus of the Rupee has fallen in

Tndia, and that it will be/ raised in India by the ¢peration of the proposed  plan,

" that plan ig open to thf}a objection thab it alters every contract and every fixed
| payment in India, Ji

. | This proposal is, in; faot, contrary to the essential and well-established prin-
. giple of the currency law! of this country, which regards the current standard coin
8 a pieos of a given met:pl of a cortain weight and fineness, and which condemns os
tutile and mischicvous evvery attempnt to go behind this simple definition.

|1t is perfectly true/ us stated in the despatch that “the very csseace of all lawa

relating to the currency! has been to give fixity to the standard of value as far as it
s possible,” but it is rfio less frue ‘that, according to the principles. which govern
ur gurrency system, ‘she best and surest way, and, indeed, the only tried and

known way, of giving | this fixity is to adhere to the above definition of current

}

ﬂ
\

een recognised by all oivilised nations, iz, t;hé,p» instead of being automatio,
must be “managed” by the Government, and that any such arrangement not
only fails to keep a token currency at par, but exposes the Government which under. |

i app@um:td my Lords that the Goveinment of India, m making the present ‘

. the most diffienlt tasks which a Government can  undertake, and that it is most
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sumdard coin. A pound I8 a given quantity of gold, a rupee is & given qm\n’oity il
of silver ; and any attempt to give those terms a different meaning iy oondemued by i

| experience and authority.
Tf the present state of exchange be due to depreamnon of silver, the Goverw
ment goheme, if it succeeds, may relieve :

(1) the Indian Government from the inconvenience of o nominal xmad]uac. S
ment of taxation in order to meet the loss by exchange on the home mmdtmcas.

(2 ) Civil ervants and other Englishmen who are serving or working in Indwa, s

and who desire to remit money to England,
(3) Englishmen who have money placed or invested in Tndia which they wmh i

¥

, But tlds relief will be given at the expense of the Hr dian tax-payer, and with
ithe effect of increasing every debt or fixed payment in IA dia, including debte dual 0
by ryots to money-lenders ; while its effoot will be matﬁmm!ly qualified, so far as .

" the Government are coneerned, by the enhancement of tigxe public vhligations an

I,ndm., swhich hive been contracted on a silver basis, (

| 11, then, a case has been made out, which my Lords do ot admit, for an alter
;at;xon of the currency law of  India, the parbwular allomtmn{ which the Governwent
of India propose, could not, in the opinion of thy 'I‘reasmy, be entertained until |
the doubts and objections which have suggested themsel yes to my Lords are ans.
wered and removed.  These objections are founded on pr ui'axples which have been

: long and ably discussed, and which are now generally admitted by stabasmen, v

A and by writers of accepted authority, to lie at the root of tbe eurrenoy syatem.
{

{ i Wk * * : ¥ ‘}* *
‘ It 38 no hght matter to accept innovations wlmch L..mt sap and 11ndermine“ i
| ‘that system, and my Lords have, therefore, felt it their (luty plainly-—though they
“hope nob inconsistently with the respect due to the Gc}v&mment of India=-to exe
press their conviction that the plan which had been re.?erred to them for their
observations is one which ought notito be sanctioned by Her Majesty’s Govern,
ment or by the Secretary of State. z.%
1880, ﬁ‘
In the Thick of Battle, |
The difficulties of Indian finance wlere constantly
increasing, and the Government of India, /in a Despatch,

dated 2nd February, 1886, to the Honae Government

strongly urged that “the interests of Brmsh India 1mper~'
“atxvely demand that a determined effort shcpuld be made to

“settle the silver question by internationial agreement.’’
The intention was to fix the ratio betwe-on Gold and
Salver on an international basis,

i}

SR 3



mm»gmsn: mn waLy ox» THE ROPEE, e

W}nch replied on 3ist May, 1886, as follows

; ,; ' As a result of this review of the inconvenienoss cansed by the depregsion in
/i the value of silver, the Government of Tndia oxprogs their opinion (cited above)

. * * ot theroremains one thing which is not beyond the possibility of human control,
 and that is “the establishment of o fixed ratio between Giold and Silver.”” The
| proposition fhus stated as an undoubted axiom is, however, one of the mogb dis ;

i putable and disputed pointe i in economio goience, My Lords may, in passing, com-
" pare with this statemont the declaration recorded by Mr. Goschen, Mr. Gibbs and

i Sir Thomas Seccombe, a8 the tepresentatives of Her Majesty's Government at the
International Monetary Conference of 1878, that “the establishment of a fized

M rabio be«tWeen Gold and S;Iver was utberly impractioabls”.

S he Indmn Govemmem further expross their belief  that it is possible “to
soeure o stable ratio betsween gold and silver” and that “a serious responsibility
“will rest both on the Govérnment of India and on Her Majesty’s Governmont if

“they neglech any logitimate means to bring about this result”, It would, hows

ever, have heen more sautwfactory if the Indian Government had undertaken o
. explain the grounds of their confidence that a stable ratio between gold and silver
can be eebablmhed and the methods by whioh this is to be acoomplished,

* w0 @ * * »

It has been the poliay of this country (i.e. England) to emancipate commer-
cial transactions ag far ag pos ssible from. legal control, and to impose no unnecessary

' restrictions upon the interchange of commodities, o fix the relative value of

. Gold and Silver by law would be to enter upon a course directly at variance with

| ®his principle, and would be regarded as an arbitrary interferonce with a natural
law, not Justifiec by ony p{resens neosssity,

j * :m i e L » ”

3 i {0

The observation of the Treasary in 1870 “that nothing is said about reduction
of expenditure” geems to a}pply still more strongly to the emtmg gituation, and it
may be safely concluded fhat the control of its expenditure is far more within the
reach of a Government tijmn is the regulation of the market value of the precious

. metals,

0y It will appeaé‘ from the above remarks that the main
reason underlying the proposals of the Government of

~ India was to previent silver exported on private accounts

from FEngland tc this country for minting purposes {rom
entering into comipetition with the Government rupee. The

Treasury opposed this policy on the ground that it would

. enhance paymemts made by England to India for the com-
modltxes purchased and exported from here to England.
e \

i

o The despatch was forwarded by Lord Raidolph Chur—\
| chlll then Secretary of State for India, to the Treasury,‘

L
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\ the interests of England and preserve her position of pre- |

o cmuwmv ORGANTSATIONS IN INDIA.

M Ttis remarkable that throughout all the controverf»nes
that have raged round the currency policy of India, the

|

Home Treasury has always made a brave stand to protect

| eminence in the domain of currency and finance.

"R Their opposition to the closure of mints in order to |

save England from paying a higher price for Indian com-

- modities owing to exchange inequalities was no less digni-
fied and patriotic than their attempts, of late years, to |
dissuade, and even to thwatt, India from adopting a Gold |

Currency for the fear that if Indian Mints are opened to

the free coinage of gold, it may put a serious strain on |
England’s reserve of gold and may prove a great tempta- |

“not but elicit admiration and praise from those who,

| though niot agreeing with the Treasury’s point of view, yet
. understand and appreciate the motwcs\vvhlch prompted !

1t

. tion for its shipment to India in large quantities. Such |
 staunch adherence and advocacy of one's principles can-

If the Indian Government had but taken a real leaf !

out of the Treasury’s history and had thev been as unre-

mittingly watchful of Indian interests in matters currency
as the Treasury has been of the interesty of Hagland, the

Indian Currency of to-day would have rested on an entirely

 different and far stabler basis and ¢ all / the mistakes, all

«« the inconveniences, all the artificialities of our present

“ position  would have disappeared long,agc. i

: 1803, {
Closing of the Mints to Free Coi}uage

The value of Silver continued to falll and the decla- " .

ration of the United States Government of its intention

to repeal the Sherman Act, whereby about 54 millions of

ounces of Silver were purchased by the Umtted States every
~_year for coinage purposes, naturally filled t‘pe Government

 of India with alarm. It was thought that India would now

B iy
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m'm‘ the dumpmg ground for altnost all the deprec]ated

. silver in the world.* Accordingly, on the 26th June, 1893,
. the Government of India closed the Inchan Mints to the

"f‘* free cbmage of S1lver. i

1913,
The Effects of the Policy oi‘ 1893

A great hue and cry was raised throughout India when

the announcement regarding the closure of the Mints was

. made by Government. Men of experience and acquaintance

| with local conditions vehemently protested against the

. measure and characterised it as a death-blow to the Indian

export trade. But during the long number of years that

have intervened, the people in India have been thoroughly

 accustomed to the change and the trade has not only re-
. covered any set-back which it may have temporarily st1s-
J tamed at the time but bas, since, made rapid strides.

Indm has to ‘temit nearly 30 crores of rupees every

year to Lngland on account of what are known as ‘"Home

b Charges”. This expendlture is incurred in England on

' account of interest on the portion of India’s public debt
borrowed in England ; in payment of interest and annui-
. ties on account of railways purchased by Government
from the g guara; nteed companies; on account of Stores, Arms,

and Materials of all kinds imported for the public depart-
ments ; on account of charges incurred in England for the

recruitment and trmmng of the British forces in India ; and

on account of pensxom to retired public servants and sol-
diers.

*The steady decilne m the value of Silver may be judged from the following statemient of avers

‘ age rates for the pilver bullion in London

1875, h\d pm ounce ; 1876, 50d. par aunce ; 1878, G4dd, per ounce § 1870, 524, - per ounce §
i 8, })er onude 5 3 L8OL, dba, por ounce 3 1892, 404,  per ounce ; 1308, 394, per
ounce 189 834, per onnge ; 18£\9 27d, per ounce,

Th valtio of Silver/now stands ab about 27d, %ﬁ&ﬁce in London, An import duty of 4 %

% 15 leviediby the Goyernmiont on all sliver imported i

“‘
I
{
{
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A considerable portion of this expenditure conmsts”

 of payments made on account of interest on capital supplied
by England and, since the magnitude and extent of the

Public Works (Railways and Irrigation) is rapidly enlarging,

R, so the amount of India's public debt has also increased

and the volume of Home Charges is proportionately swelled.
. In 1893, the volume of Home Charges stood at 16 mxlhon ;
. Pounds; in 1913-14 the figures have run up to over 20
.| million Pounds sterling. All this amount must be paud in
0 Gold,

In order to give an idea as to how this huge amount

i “ is made up, I give below a classified statement of expendi-
ture, chargeable to the revenues of India, incurred for dis~

_ bursement in England :

THE STATEMENT.

Revised Budget
Estimates, Estimates,
1912-13. = IQI3-14.

£ i !

i Dxrect ‘demands on the

Revenues, , .., Land

Revenue; ¥ Opium;

s e it Stamps;

. Excise; Customs ; Forest;
Registration, &e. B 88,3003 09,500

. Interest on ordinary debt,

chargeable to Revenues.. 2,205,000 L 1,979,100

. Post Office .. i 1 54,700 63,600
| Melgraph .. .0 . 190,200 1 2851600
ARG N by 7,100 \.f‘ 8,100
Salaties and Expenses of Civil i "
Departments .. vy 444300 400,200

Miscellaneous Civil Charges.. 2,628,100 ' 2,625,200
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| ‘ | Revised Budget
Estimates, [Estimates,

1912-13. 1913-14.
£ e

| Famine Relief ;
Construction of pro-

tective Railways and R
Irrigation Works .. 122,000 7,200

Railways .. K v 8,981,200 0,104,000
Irigation .. 3 K 126,700 134,100

* Civil Works .. i 1t 90,500 85,400
Military Services. .. o B2l 800 5,272,000
Marine. . i i Ghin 224,000 251,600
Military Works i e 30,000 19,800
Special Defences .. U 9,300 7,100

£20,408,200 20,381,300

A scrutiny of the above figures will show that nearly
half the amount of the remittance to Fngland has to be
found from revenue taxes, rates and cesses levied from the

people. In 1872, before the States of the Iatin Union.

(e, France, Belgium, Italy, Switzerland and Greece)
~ demonetised Silver, the rate of exchange stood at one rupee

equivalent in the currency of England to about rs. 11d.,
that is to say, nearly 104 rupees were required to make-up
a remittance of 1 sterling to England. Calculating at
this rate, 104 crores of rupees would have sufficed to make
up the portion of the Home remittance chargeable to the
Revenues proper (s.e., 10 millions of Pounds.) At the rate
of exchange current to-day (i.c., 16d. to a rupee); the Indian
Government has to levy 15 crores of rupees in taxation
(net realisations) to provide for the Home Charges. In

| other words, the fall in the price of Silver has resulted in a

net increase of taxation in India to the extent of nearly
14% crores of rupees a year in order to complete the Home
( remittances alone. The Government themselves are a

PRI
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vietim of the blunder committed by their predecessors-
in-office in 1818, when they, unfortunately, made Silver,
instead of Gold, as the standard medium of currency in
India. If India would have had the same sort of currency
which is prevalent in ¥ngland and if Gold Mohur (or
Sovereign) had been the standard Unit of coin and unlimited
Legal Tender (with silver coins constituting an auxiliary
cutrency and legal tender for small amounts only), the fall
in Silver would not have disturbed the finances of India.

] TheGovernment of India, on their part, have made the
best of, admittedly, a bad bargain by closing the mints to
the free coinage of silver and thereby arrested a further fall
of the rupee, Xf the rupee had been a freely minted coin
to-day, as it was in 1892, Indian taxpayers would have
had to found 20 crores (mstead of 15 crores) of rupees in

. order to liquidate the portion of Home Charges payable

~out of taxation proper. The adoption of a gold standard
. by fixing the relation of the rupee with the sovereign pet-
manently at 15 to 1 has not only brought us one stage
nearer to a real gold currency but has also proved a
permanently beneficial reform and has saved the country
from being drained on account of its depreciated currency,



CHAPTER II.

Progress to a Gold Currency.

The unit of the Hindoo system of currency was of Gold,
and, although the Mohamedan conguerors introduced 4
i silver rupee in 1542, Gold still formed part of the currency,
while in the southern states, where they did not gain
ascendancy, a gold currency continued in force, even after

' the British conquest. Mr. Lesiey Charles Probyn, late Account
ant General of Madras,

Gold or Silver, Which is more ancient ?

It has been mentioned in the previous chapter that
Gold was the principal medium of curtency throughout
India in pre-British days. It had been the original measure
of value in Aryavarta since time immemorial. Gold was
“being collected from the beds of certain rivers—uotably
the Indus—in Northern India, and refined, long before
Alexander the Great invaded this country in 327 B.C. There
are no records to show that Silver, too, was produced in
the country at that eatly age, but large quantities appear
to have been brought by foreign traders and travellers
for purchase of Gold. ‘“The Phoenicians before the time
of authentic history”’—writes Professor Henry Dunning

MaclLeod—‘brought vast quantities of Silver from Tar-.

“tessus, and exchanged it for Gold dust of the Lower Indus,
“which Sir Alexander Cunningham, the highest authority
“on the subject, holds to be Ophir.”

Many thousands of the early Indian silver coins are
still in existence, having been dug out of old Buldhistic
ruins®*. It is said that Gold was not coined in earliest
times but was kept as dust, tied up in little bags, which
passed current as equivalent of money. History records
that the Persian King Darius, who .invaded India about
500 B. C., exacted 360 talents of Gold Dust from the King
of Northern India—probably of the part now known as

the Punjab—as tribute. This gold dust, Darius got coined

in Dorics,
 * 8lr Alexandor Cunuingham thinks that silver was st coined in India about 1,000 B.0, :

I
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There is no definite information as to when Gold began
to be coined in India, but that was, certamly, long before
the Persian Mohamedans first visited India in the elghth ,
century A.D. They found that Gold constituted the prin-
cipal currency in the country though silver coins also
passed current, but there does not appear to have been

any fixed legal ratio between the two. India was then

| divided into a number of states—of various sizes and

strengths—and every state issued, as was quite natural,

its own coinage and the coins of one state found little cur-

rency in the jurisdiction of other states, but since the means

of communication and inter-state commerce were not so

. facile and speedy in those days, as they are at present,

. this diversity of coins may not have caused much incon-

. yvenience or impediment to trade. Silver seems to have
” /{ received an impetus in the Mohamedan times,

{ In Southern India, where Mohamedan influence was
[ not much felt, Gold was the standard medium of currency
| lright up to the early British days. Silver coins, if any,
formed an infinitesimal part. Farly English settlers in
. Madras found “that, in 1796, gold pagodas, worth 3% rupees
s “each formed the principal part of the remittance annually
| “made from Madras to Bengal”.* The salary of British
. soldiers in those days was often paid in Madras in gold |

~ coins.

It is evident from the above facts that it is wrong
to imply or hold that

(x) From time immemorial Silver has been the
standard currency of India ; and

(2) India is too poor a country to afford a bona-
Jide gold currency.

Indeed it was not till 1835, when the present coinage
system was first rigidly introduced in India, and silver
coins were made Iegal Tender to the exclusion of Gold,
that India for the first time became a silver-using country,

16 CURRENCY ORGANISATIONS IN INDIA.

i r»;&%"‘ Indian Cotnuge and Currency, by L, U, Probyn, TLondon : Efiloghan Wilson, 1807,
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Even then the old habits of the people did not altogether
. change and gold coins continued to circulate freely among
. the people to such an extent that the Government thought

. it proper to annul, in 1841, the previous restrictions and
| recognise Gold as a current form of currency.

.. The Government of Lord Dallousie, alarmed by the
. discovery of extensive deposits of gold ore in Australia
' and elsewhere—which seemed likely to cause a fall in the
~ value of Gold and made Holland, in a moment of undue
 panic, to demonetise Gold—issued a Notification on the
. Christmas day of 1852—the auspicious yuletide when
| Lord Jesus Christ had come into this world with His
| charming Message of Peace and Goodwill unto all man-
b {' kind-—declaring that thenceforward no gold coin of any
¥ikind would be received at the Government Treasuries,
.} And, thus, by a single stroke of pen, His Lordship
. deprived Indians of the use, as currency, of a metal dearly

~ loved and prized by them all. ‘

‘ i e v 1864,

A Powerful Movement for Gold Currency,

About 1864, a strong attempt was made in India to
. repair the injustice done to Indian currency, and inciden-
. tally to Indian trade, by Lord Dalhousie’s policy : and to
. formally secure a cutrency based on the bonafide circula-
. tion of Gold by getting the Indian Iegislature to declare
. the Hnglish Sovereign, which had by that time acquired
. a wide circulation in the countty, as the standard unit of
. currency, round which the silver coins were to resolve as
. an auxiliary media of circulation. The Chambers of Com.
. merce in Bombay, Caleutta and Madras were the pioneers
 of the movement. Many high officials and leaders of
. public opinion,—and the Bombay Presidency Association—
 supported it. . \ ‘
. The Bengal Chamber of Commerce was of opinion
|\ that the introduction of a gold currency into India was.
. almost universally admitted to be a positive necessity
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demanded by various circumstances which had been de-

veloped within the last few years ; and the time had arrived

when that necessity should at once be recognised by the

State, and measures promptly adopted which should
gradually, but surely, lead to the adoption of Gold as the
. general metallic currency of the country, with Silver as
 the auxiliary. ;

| The introduction of a gold currency into India, urged
the Bombay Association, was an absolute necessity for

the expansion of trade and commerce. The existing =

silver currency was no longer adequate for the increasing
wants of the country and commerce was seriously crippled
by its inefficiency. From time immemorial until within
the last few years India had an extensive gold currency,

" and the superior convenience of it was fully appreciated

Dby the Natives. The measures taken by the Government

had suppressed the gold currency, but had by no means
 extinguished its popularity. The gold coins in circula-
 tion comnmanded a considerable premium in the market
 and the Natives made an attempt to remedy the deficiency
| by circulating Gold bars bearing the stamp of the Bombay
Banks. Large quantities of gold had been discovered in
neighbouring countries, which would greatly facilitate the
introduction of Gold. The direct trade with Australia
was prohibited by the exclusive Silver Standard, and the
. expansion of the commerce of India was seriously impeded.
A silver currency might have been suitable to the country
when its commerce was limited, and payments in the main
extremely small, but was very inconvenient when wealth

was largely diffused throughout the countty and the

operations of commerce had become so eformous. The
transport of this bulky and cumbersome currency entailed
heavy and useless expense ofl the country, and was a
serious impediment to the growth of trade. The insuffi-
ciency of the existing cutrency had already caused severe
financial embarrassment and threatened the commerce of
Tndia with periodical and fatal vicissitudes. The restora-
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. tion of a gold currency would be most popularly received
. in India, both from ancient associations and present con-
| wvenience, , :
~ The views expressed by the Bombay Chamber of Com-
' merce were, as befitted that body, pregnant with sound
judgment and practical wisdom. The monetary condi-
' tion of India, said the Chamber, was in the most unsound
. and unsatisfactory state, and its exclusive silver currency
. was no longer adequate for its wast population. The
| trade of Bombay had trebled within the last ten years,
and the last year the aggregate import and export trade
. alone of Calcutta, Bombay and Madras had amounted to
nearly Rs. 1,06,00,00,000%. The resources of India were
| only then beginning to be developed, and were rapidly ex-
. tending in all directions, The special demand of India for
. Silver did not atise from any predilection for that metal,
. but was compulsory, and due only to the Government’s ex-
: ‘c;lusivéand inconvenient silver currency. While Silver was
. transported from a great distance at heavy cost, Gold might
. be cheaply obtained from neighbouring countries.** The
heavy charges on Silver prevented its re-exportation,
‘and thus it lost its reproductive power, and was a setious
. and unnecessary loss to India. The exclusive Silver Stan-
'dard and currency of India rendered direct trade with
. Australia and other gold producing districts impossible,
" and forced a country with abundance of Gold to traverse
. half the globe in search for Silver before she could pay for
. Kuropean commodities. The superiority of Gold would
~ secure an immediate and intelligent welcome for it in India.
. The importation of Gold into India had steadily increased
for many years, though it was not legal tender. The
| Natives themselves had devised a rude remedy for the
_deficiency of the existing silver currency by using Gold
bars stamped by the Bombay Banks as a circulating
medium, The exclusion of Gold from the currency of

50 T e
% ho total yolame of import and export trade of these bhres towus Ting vastly  Increased
The Indian ouf~
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U since. § i
0 ; aln #% Gold deposits had nob probably been discavered in Tndia by that time,
| pub of Gold now aniounts to aver 3 croves of Rupees every yean :




20 CURRENCY ORGANISATIONS IN INDIA.

India could not be justified or be considered other than
barbarous, irrational and unnatural. The ouly remedy
was to introduce a well-regulated gold cutrency into India.

The Madtas Chamber of Cominerce expressed niearly
the same opinions as were stated by the Bengal and the
 Bombay Chambers of Commerce, and strongly urged the
introduction of a gold currency.

Sir William Mansfield (afterwards Lord Sdndhumt)
presented a long memorial urging the same views.

Several Government Officers, under instructions from
the Government, held meetings to elicit public 0p1mon in
regard to this question. The people were unanimous in

their approval of the scheme for the introduction of a
| gold currency and had no doubt of its success. They
 testified that Sovereigns in immense quantities circulated

in their districts : the Indians bought them in large quat-
| tities. An important witness said that the introduction
of Sovereigns into Rangoon would be highly beneficial ;
 be Sovereigns were very popular in Burma, and should
.+ be the only standard coin. A large number of Collectors
in the Southern India reported that large quantities of
. Sovereigns were in circulation in their districts; and the

 Indians bitterly complained of the losses and inconveni-

ences they suffered from their not being received at the
. public treasuties.

The bankers of I,ahore were unhesitatingly in favour
of the déclaration of the Sovereign as the standard unit of
currency, because it was the coin most familiar to them,
being most abundant, and almost the only one used for
equalising the E‘cchange‘a and if a z,old currency were
_ available, and it would hmhtate the adoptlon of a paper
currency.

The volume of evidence in favour of the introduction
of a gold currency was solid and large. I have taken only
a few excerpts reptesenting the bulk of opinions expressed.



Urged b’y sﬂch a poweﬂul and extenmve movement, the
Government of India addressed on the r4th July, 1864, a
Despatch to Her M&}ee;ty s Secretary of State for India

aP
“or India, should be made Leoa‘ Tendet throughout the
“for ten Rupee%' and that the Government currency

sovereigtis at the rate of a Sovereign for ten Rupees, but
“i:hey should not be exchargeable for bullion”, !

. Her Majesty’s Government replied that while unwm-
**mg to make the Sovotexgu a legal Tender, they saw “‘no
i ”Ob]echon to reverting to a state of matters which p1eva11ed
. Yin India for many years, namely, that gold coin should
 “be received into the public treasuries, at a rate to be

¢l

“clamation”. It was considered that this experimental

“pave the way for the use of a gold coinage in whatever

“favour of the Sovexeztgn”

. A Notification was, accordingly, issued by the ¢ tovern-
ment of India, on 23rd November, 1864, directing that
. sovereigns and half-sovereigns be received, until furthcr
_ notice, as equivalent o Rs. 10 and Rs. 5 respectively,
V;_‘lpayment of sums due to Government,

1866-7
The First Curren&y Commission.

S ' An Indian Currency Comumission—perhaps the first
© of its kind and the fore-runner of the Herschell, the Fow-

o was appointed to deal with the subject of the currency
of this country in all its bearings. This Commigsion,

 British dominions in India at the rate of one Sovereign

jler and the Chamberlain Commissions of the later days—

proposmg that SOVermgm and lmlf- sovereigns, accordmg.

‘notes should be exchangeable either for rupees or for

“fixed by Government, and publicly announced by Pro-

‘:"measure “will, so far as it goe facilitate the use of the |
 sovereign and half-sovereign in all parts of India ; it will

'1[“shape it may ultimately be found advisable to introduce
“it; and at the same time, it establishes a preferehce m‘ :
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‘after careful investigation, came to the conclusion that
“the demand for gold currency is unanimous throughont
‘'the country’” and recommended the acceptance of FEng-
lish and Australian sovereigns in all the Government
. Treasnries of India, without restriction, and the issue of
. currency notes in exchange for Gold.
i In response to the above recommendations, the Govern-
ment of India permitted, in 1869, the receipt of English
~ and Australian sovereigns by the Government Treasuries.
The rate of exchange was raised to tem rupees and four
annas. |
18707
Sir Richard Temple's Note.
i During the Viceroyalty of the Farl of Northbrook,
Sir Richard Temple, who was then Finance Member ‘of

~ the Imperial Council, wrote a Memorandum recommending

2 gold standard and gold currency for India. ‘“Ihere
was no man’, said TLord Northbrook in hm evidence before
~ the Indian Carrency Committee (1898), ‘‘who had more
. “‘experience of India all round than Sir Richard Temple.
“He had been in almost every part of it in responsible
‘positions, and he would not have recommended this,

_ “4f he had not believed that a gold currency was likely to

' “be acceptable”’.
Sir Richard was, later on, promoted to a Governorship
in India. This memorandum of his is one of the most
cogent, philosophical and able pronouncements ever
made on the subject of gold currency for India.
It is a lengthy document, - T have given it in extenso
. at the end of this book in the form of Appendlx A, and
would recommend its perusal to all interested in the ques-

o tion of gold coinage and currency. It bears the date of

15th May, 1872.

: 1875.
Mr. Hollingbery s Vindication.
The continued fall in the value of Silver was causing .
considerable damage to the finances and material pro-

 gress of India. Mr, Hollingbery, then Assistant Secretary
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f to the Govemmen‘t of Incha in the Finance Department,
‘-"5affex a cateful investigation of the matter, submitted a
. most well reasoned reporL to the Government. ‘

.V The price of Silver had fallen abroad to 574d. pex‘
011nce in 1875, but it had not yet affected the market value
_of the metal in India to that level. In course of time, how-
ever, it was bound to fall to its value abroad. Mr. Holling-
bery represented that what was wanted in India was not
the withdrawal of Silver as a bullion operation, but the
substitution of Gold for Silver in future importation of
bullion to settle any balance of trade. The question was,
' therefore, not what a difference in the value between Gold |
. and Silver would suffice to expel Silver, but what would be |
. sufficient to make the importation of Gold into India for
. coinage more profitable than the importation of Silver. j
. v Mr. Hollingbery estimated the quantity of Silver in
circulation in India at 130 millions sterling ; and thought
 sixty millions of Gold would be far more than sufficient
to restore a gold currency. He showed that with a gold
. currency the cost of remitting fifteen millions sterling to
. England for Home Charges wotld never exceed the cost of |
sendlng Gold from India to England, thatis % to 1 per cent. i
But owing to the balance of trade being always in favor
~of India, the Couuncil Bills would always be at a premium, ) I
so that instead of a loss there would always be a profit. |
He pointed out that countries which have a silver
.currency and have an adverse balance of trade or borrow
in gold-using countries experience a heavy loss in making
remittances for the latter countries : for which reason they
find it necessary o adopt a gold standard, and every new

. country which adopts a gold standard makes the necessity

- more urgent for the remaining silver countries to conform
to the general custom of the world, and adopt Gold as the (

e

sole legal standard. And the effects of this fall would be
. disastrous to India because it would be the ouly country
in the Hast which would offer a fixed price for Silver irres-
pective of its depreciation abroad, and so it would be ﬂooda
ed with depteciated Silver. :
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i e adoption of a gold currency in India. And it was nota
' mere fanciful desive for change, but stern necessity which
 compelled the Furopean States to adopt a Gold Standard,
. The same principles which apply to European States also
‘applied to India. The postponement of a change to a Gold

the fall in the value of Silver, while the longer the change to
. aGold Standard was delayed the more difficult and expen-
. sive, but not the less inevitable, will it be in the end.

. deserves the most careful study, as every one of its prog-
nostications has been fully verified and intensified ; country

. Japan, which was long considered as the fortress of Silver,
. has been obliged to take to Gold.
) 187870,
Proposals to make Sovereign Legal Tender.

The Governinent of India in a despatch addressed to
the Home Covernment, in 1878, expressed the opinion
“‘that it will be practicable, without present injury to the
. “community as a whole, or risk of future difficulties, to

“adopt a Gold Standard* while retaining the present silver

% Some people have tried to explain that the term *'(lold Standard’ did not mean a real gold
eurcency. | They say @ “A conntry hag a perfect gold monetary srandard when it money 1§ referable
L a fixed g0 (o R y . ‘ When all money  bargaing ate bagad on

[ Mgold, and expressed in gold or ifs efliclent reprosentatives, and when Gold thus becomes the legal

J Mand effective moasiire of valne. | (Probyn, Indian Coitdge and Currency, 1807, vage 361 And.it.
* is, thorefore, nof, necessary that gold coins ghowld conatitute the actual media of cireulation go long
. ga Bilver rupes is referabls to and is_expressed in (for purposes of exchange) a fixed ratio with. tie
: ‘Gf)ld %nvereig?,l angdthls has already been attained in India by the closurs of Mints and the fixity
' of exchange at 18, 4. f

i “Bnough proofs are given in the evidence cited in this book to show that such an interpretation
of the eaid term is incorrect and amounts to & distortion of the whole  seheme. But with a view
to divectly contradict any such t,heorg, T may cite the evidence of Lord Northbrook, ex-Yiceroy of

India. Speaking before the Indian Currency Cominittee, 1808, His Lordship stated: i

Vo e think that, fn order to establish a practical gold standard, 16 st be accompanied by a
4 “pold curreucy, I g’io not understand a gold standard separated from a gold cuirenc <1 Tedn
{ “geparated from giving anybody who has gold the power of taking it to 8ome place, and hayiag ity

Y “cut out into pleces of the welght and fineness of the standard of value to be established. A Gold
“Standard meons that by law a certain quanbity of goid of a certain fineness, My rked in & certain
| werianner, shall he the measure of value for cormnodities, and I do nob undegstand how such a stans
#rdard can be introdnced for any practieal purposs Tess the Indian Mints are oponed for the colnage
“of Gold, and thig is the same thing as to inbrodnce a gold currency ¥ A G % ¥
“fmpression 1¢ that the great masy of the transactions,  hoth of the Covernment and of the pecple,
e amall, and that it might in bhe end, by feasthle-to limit the lagal tender of the ropse . R,
tratadctions below a certaln amount, and to open the Indian Mintg for the colnage of Hove.
of the standard weight and flneness, the same as our goveralgns’’s /

i

| By persisting in retaining Silver as the standard of » |
. India, the finances and tHe progress of India would be
. lirremediakly injured; on the other hand great financial
advantages atid commetcial good to India would follow from

Standard will not arrest the evils which were in progress from

This most able report, remarks Professor MacLeod,

. after country has adopted a Gold Standard, and even
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“currency of India, and that we may thereby in the future
“fully protect ourselves from the very real and serious
“dangers impending over us so long as the present system
“(t.e., silver standard) is maintained”,

With the eventual ob] ect of adoptmg of a gold standard
and cutrency, on the British model, and in order to help in
the extension of the use of gold coins in India, the Govern-
ment of India proposed to proceed at the outset as follows i~

We first tako power to receive British or British-Indian (iold coin in payment
for any demands of the Government, at rates to be fixed from tirae to time by the
Government, ill the exchange (which then stood at about ls. 7d.) has setitled it
self sufficiently to enable us to fix the Rupee value in relation to the Pound ster-

ling permanently at 2. Simultaneously with this the seigniorage on the coinage of’

Silver would be raised to such a rate as would virtually make the cost of & Rapec--

t0 persons importing-bullion—equal in amount to the value given to the Rupee in
. comparison with the gold coing above spoken of. We should thus obtain a self

aoting system under vb'hich Bilver would be admitted for coinage at the fixed Gold
| Tate as the wants of the country required ; while a certein limited seope would be
given for the introduction and use of gold 00in, 50 far as ib was found convenient or
profitable.

These proposals did not meet with the Home Govern~ /

men‘r s sanction.
1892,
Bengal Chamber of Commerce te the rescue.
Representatives of different countries met at an In-
ternational Monetary Conference at Prussels, to con-
sider measures for the increased use of Silver as currency.
They failed to arrive at any satisfactory conclusion. ‘This

brought the question of changing the standard of value

in India from Silver to Gold once more into prominence.

The Bengal Chamber of Commerce represented to the
Government of India that it was “‘impossible for men of
“business to feel any confidence in the future value of the
“Rupee, and they believe that such a state of things res-
“tncts the investment of capital in this country and seri-

“ously hampers legitimate enterprise”.

And, if success in the settlement of Silver question cotglgkf TaRy, M
not be secured by an international agreement, the 2 het ""*

4

§

"4
e
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of Commerce saw nothing “but the prospect of endless

“fuctuations in the relative values of Silver and Gold,
tattended with a fall in the value of Silver of indefinite
' “amount : and the Committee (of the Chamber of Com-
“merce) think that in such case the Government of India
‘should take steps to have the question of the advisabi-
"]1ty of introducing a Gold Standard into ndia careful
**and seriously consider ed by competent authorities”.
(18-2-1892). .
! 1893,
Lord Herschell’s Commission.
The Government of India telegraphed to Her Majesty’s
: Secret'xry of State for India suggesting to “‘at once close
' “its mints to the free coinage of Silver and make arrange-
‘‘ments for the 1111;10(11.1\.,1;101’1 of a Gold Standard”.—(21-6-
o v Ul
; In October,. 1892, the Farl of Kimberley, then Secre-
. tary of State for India, referred the propos sal of the Govern-
. ment of India, for investigation and report, to a Commis-
‘sion consisting of Tord Herschell (President); ILord
Farrer ; Tord Welby ; Mr. Leonard Courteny ; Sit Arthur
Godley ; General Sir Richard Strachey ; and Mr. Bertram
Currie. »
. In their report, dated 31st May, 1893, the Commis-
sioners expressed themselves as follows :—

While conscious of the gravity of the suggestion, we cannot, in view of the
serious ovils with which the Government of T ndia may at any time be confronted
if matters ave left as they are, adwise Your Lovdship to over-rale the proposals
for the closing of the Mints and the adoption of a Gold Standard which that

_ Government, with their responsibility and deep interest in the siecess of the mea.
 sures suggested have submitted to you.

But we consider the followfng modificotions of these proposals are advisable :
The closing of the Mints against- free, coinage of Silver should be acoompanied by

' an annovncement that, though closed to the publie, they will be nsed by Govern.

« ment for the coinage of rupees in exchange for Gold at & ratio to be then fixed,

 gay, 18 4d. per Rupee; and that at the Government Treasuries Gold will. be
received in gatisfaction of public dues at the same ratio.

The Secretary of State for India, thereupon, sent on

the 2oth June, 1893, a cablegram to the Governmen’c of

India, which reads :
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Her Majesty’s G’rovernment have decided to approve the proposals of your
'Government to close the Mints to free coinage, and to make arrangements for the
adoption of a Gold Standard, sithjeot to the modifications recommended by Lord

 Hetschell’s Committee, which your Government have accepted. You are, there-
fore, empowered to take the necessary steps.

In accordance with the foregoing a1rangements the
Government of India, issued on the 26th June, 1893, noti-
fications whereby-~

(1) Indian Mints were closed to the free co111age‘
of Silver,

(2) The Government undertook to receive gold

 coins and gold bullion at the Mints in ex-
change for Government rupees, at the rate
of 7'53344 grains troy of fine gold for one
rupee, plus a charge of one-fourth per mille
on all gold coin or bullion which would have
to be melted or cut so as to render the same
fit for receipt into the mint.

(3) Gold sovereigns and half-sovereigns o:‘: cur-
rent weight, coined at any authorised Royal
Mint, were made legal tender at all the trea-
suries of British India and its dependencies
in payment of sums due to the Governiment,
as the equivalent of fifteen rupees and of
seven rupees and eight annas, respectively.

(4) Currency Notes could be had from the Paper
Currency offices in exchange for gold coin
or gold bullion at the rate of one Govern-
ment rupee for 7°'53344 grains troy of fine
gold (1s. 44d.)

It is evident from the above facts that the Govern-
ment of India had, in 1892-93, actually proposed to Her
Majesty’s Government, and then with the latter’s full con-
currence, actually decided that the closure of the Indian
Mints to the free coinage of Silver would be accompanied
by the restoration of a Gold Currency in the country.

1897.
. A subsidised Gold Standard.

No further action appears to have been taken by

~ the Government of India till 1897 in the direction of
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redeeming their pledge, to  introduce a gold currency
in India. In this year, the Government of India again
‘addressed a despatch to the Secretary of State expressing
their readiness to go in for a Gold Standard if they were
assisted by the Imperial Government.  The following ex-
. cerpt from the aforesaid despatch, which is dated the 3rd
. March, 1897, would be found interesting :— ; :

We have been Jed by public discussions in England to believe that Her Majesty's
Government might be willing fo entertain the proposal to give assistance to India
in some shape towards the attainment of the  object we have in view.,  While we
cannot plead inability on our own part to carry our proposals into effect, ab any

 tate 80 far as the stage to which at present we propose to cotfine them, we think
it our duty to represent that the establishment of a Gold Standard in India is a
. mattex of Imperial concern, and that India may fairly claim that the whole burden
- should not be put upon her. We would urge that Her Majesty’s Government
should contribute not only in material agsistance, but by creating that greater
confidence which will undoubtedly be the result of their publicly assuming a shave

| of the Liahbility.

The Home Government could not see their way to
‘accede to the above proposal.

‘I'he notions about the introduction of a gold currency
involving a large expenditure of money were greatly ex-
~aggerated  The extension of gold currency, in the present
shape of the Government’s proposals, does not mean any-
thing beyond the throwing open of the Indian Mints to the
coinage of Gold, when tendered by any private individual ;
_and the introduction of this simple measure will not cost
much expense, :

1898,
“ A Famishing Money Market, "’

: In 1893, the rate of exchange had already fallen to
1s. 2'985d. per rupee. Comsequently, the first object
which engaged the Government’s attention, after the
closure of the Mints, was to raise the exchange value of

the rupee. The Government acted on the principle that the -
exchange value of the rupee would depend on the number

. of 1upees in circulation and that if the supply of rupees
 were limited, the exchange would automatically be forced
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up Wlth this end in view, no rupees were coined from

i June 1803 till 18g7. The balances of silver rupee reserve

' fell to about 3 crores.

L money market was famished and the distress which

_ensued has been thus graphically described by Mr. Met-
 wanjee Rustomjee, representative of the Bombay Native

L

Shares, Stocks and Exchange Brokers' Association, in the ‘

course of his evidence, before the Indian Currency Commis-
sion of 1898 : | i
. The stringency of the money market (in1898) . . . . . . . wasso
sovere that it was impossible to sell Government paper or geb advanoes upon it
Our firm was repeatedly asked by a firm of undoubted standing, trading with
England and China and other parts of the world, to get advances on Government

paper. This firm was always bolding more than Bx. 100,000 worth of Govern- i

ment paper for the purpose of raising money whenever it required it. Bub wo were

. umable to negotiate assistance for them ; wo did get them the nmoney at times, but
. on condition of répayment within fwo or three days, and very often the banks
confessed that they were unable to lend owing to want of cash in hand to spare
for the purpose. This is a most serious inconvenience to trade. . . . . The
result of such tightness, it can be easily imagined, would block trade ; exporty
would be slow to move ; and importers would find it hard to meet their obligations,
There is a large business done by brokers for Exchange Banks and Presidenay
Banks in Government paper for a short settlement ahead, and the brokers avoided
a8 muoh as possible executing such orders, and requested the banks not to sell
paper for delivery on one fixed day, as they could not guarantee payment, and,
in faot, portions of such settlements were postponed beyond due date as nobody
would buy Government paper or advance upon it,

With Government paper in such a predicament, one can easily realise how
difficult it would be to soll other securities. Holders of shares and Municipal
Bonds and othor first elass securitios could not cither sell or raise money on their
socurities, It was a terrible state of affairs and would be intolerable in London
for w day, { i ; y « A glaring illustration of the far reaching
hardships resulting to India from the stringency of money is furnished by the re-
cent failure of the Municipality of Bombay to float a loan of 29 lakhs ab & Der cenge
interest. The Municipality has always commanded nearly as good credit as Governs
ment paper, and the failure to float its loan iy due to the experience of the strins
genay of woney for the last two years. . . . . Government are unable
from the same cause, move or less, to help the Municipality. Thus the most

urgent works, such as sanitary measures on a large scale, and the improvement

of the drainage and dwellings of the poor, which are the orying necessity of
. Bombay, run the risk of being indefinitely postponed,—to the great danger of

Mercantile orvedit has heen shalen a good deal. ¥ / woney rose
to an unprecedentedly high rate of interest, ranging from 13 per cent. to 24 per-
cent, per annum on best seourities, and that was its eurrent value for some time
. although the Bank of Bombay rate was nominally at 13 per cent,
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Actua;lly, however, 18 % interest was repc'irtged to, at T
" times, have been charged by the Bank of Bombay for
advances on the security of Government paper, and even at
this high rate of interest, enough money was not procurable. |
i 1808, Voo

The Appointment of the Fowler’s Commission. ‘

The currency policy of the Government of India was
thus subjected to a tnost severe test and it looked as if
it was in danger of breaking down under the strain. |

Lotd George Hamilton, therefore, appointed a Com-

mittee . “‘to deliberate and repoit 4 / upon
. “the monetary system . . in force in India .« .
“and to submit . . suggestions . . for the

. “‘establishment of a satisfactory system of currency in
. “India, and for securing, as far as is practicable, a stable
~ “exchange between that country and the United Kingdom'',
i  The Committee was constituted as follows —Sir
. Henry Fowler, G.C.S8.1, M.P., Chairman ; Lord Balfour
. of Burleigh ; Sir John Muir, Bart.; Sir Francis Mowatt, =
. K.C.B. : Sir David Batbour, K.C.5.1., late Finance Member

" of the Council of the Covernor-General of India; Sir '

Charles Crosthwaite, K.C.5.1.; Mr. B.C. Le Marchant
Mr, Fdward Hambro: Mr. W.H. Holland ; Mr. Robert
Campbell ; Sir Alfred Dent, K.CM.G. ; Mr. Robert Chal-
mers, Secretary.
! 1808,
Lord Northbrook’s Evidence, : ‘
The Right Honourable the Earl of Northbrook, G.C.S.1.,
commenced his official career as Private Secretary to Lord
Hallifax, when he was Sir Charles Wood and President of
_the Board of Control, belore the Government of India was
. transferred from the East India Company to the Crown.
. Afterwards, when he went into the Parliament, he was
Under Secretary for India, in 1859 and 1860 ; Sit Charles
. Wood was then Secretary of State for India. His Lordship
_ ‘then went to the War Office for a short time, and subse-
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quently came bdck to the India Oﬁice and remained there
1804, He was Governor-General and Vu,eroy of
Indla from 1872 to 1876.

| Lord Northbrook’s vast and vrmed experience and the
| excellent opportunities His Lordship possessed of studying
the question of a gold currency for India, together with
. the exalted positions held by him and his high sense of

| responsibility, all go to endow his opinions with consider-
 able we.1ght and importance. His clear and forcible ai-
- guments in favour of a gold currency in India deserve every
. tespect and consideration at the hands of the powers that

hel
. Speaking before the Indian Currency Committee, on the

4th November, 1898, His Lordship expressed himself thus :

(Questions put by the Chairmon). Have you any ‘observations  to pub
before the Committee as to the objections which have been raised to the in.
| troduction of & Gold Standard into India 2-—Yes, The first objection is that the

i gold standard is not suitable to India, because India is a poor country., I really

do not know what is meant by a poor country. It wealth i to be determined by

i pevenue, or trade, or credit, I cannot admit that India is a poor country in comparis

‘son with many countries that have a Go'd Standard. Of course, local exchanges
, of cominodities in  India are earried out, principally, not even in silver, but in copper

| and gold coins would only be used in the larger transactions. But it does not

follow that Gold would not be extensively used for those transactions,

et Another objection raised is that & gold ewrrency i unsuitable to the Indian
© people.  Sir Robert Griffen, in an article he wrote the other day, said there is no

 demand fot a gold currency in India ; but, in my opinion, by far the greater weight

of authority is upon the other side.  In order to establish this, I must trouble the

\Committee with a short history of what has happened in India with regard to
. coinage.

' The unit of the Hindu coinage was Gold, und gold coins were in circulation
before the Mohamedans came, The Mohamedans introduced the rupee, but at
the same  time gold coins called Mohurs were frecly circulated. At first, under
the East India Company, Gold and Silver coins were hoth Tiegal Tender. . There
i8 & Despateh which has been laid before Parliament (1 think it was moved for by
the Chairman of this Committee) from the East India Compary in 1806, In that
. Despatch you will find a very intersting piece of evidence on that matter. In para-
graph 20 you will sco that, under the Government of Madras, gold coins were
then the principal currency, money of account, and the measure by which the
pay of the troops was generally caloulated. Those gold coins were of a very mode-
rate amount ; they werve called Star Pagodas, and were worth about 8s. They
| were the currency of Madras at that time, Gold and Silver coins remained in
. cirenlation as Legal Tender till 1835, when the Silver Rupes was made thoe sole
) 4_Le‘gal Tender, Notwithstanding that a considerable amount of Glold contmued

L.
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tobe coined at Caloutta, and gold coins were received ab certain rates af the Govern.
ment Treasuries, A stop was put to that in 1853, but, nevertheless, Gold eon«
tinued to be coined; and, in 1857, the Bombay Government recommended the
introduction of the Sovereign as Legal Tender. At about the same timo there
were so many English Sovereigns-—or rather Australian I think they were-—in.
troduced into some districts of Madras by labourers yeturning from Ceylon and
Mauritiug, that the Government were obliged to receive them inte the Treasnries,
and a Gold Currency based on the sovereign would rapidly have superseded the
rupee currenoy, if the Government of India had not prevented ity

: =

| In 1864. the principal commercial associations in India recommended a Gold
Currency—the Borbay Chamber of Commerce, the Bengal Chamber of Commerce
and the Madras Chamber of Commerce—and the Government of India in the
same year recommended the introduction of the Sovereign as Legal Tender.* In
1868, the Caloutta Chamber of Commerce again recoramended the introduction of
the Sovereign as Legal Tender. A Commission was then &ppomtod to enquive
intv the mabter, and reported that, “The demand for Gold Cmrency is unanimous

throughout the country”, ** } ! . y
. In 1878, the Covernment of India recommended a Gold Standard and the
ultimate adoption of o gold currency. “ . 4 . ' :

. Perhaps some member of the Committee may say, bow is it A ; ‘ :

“that you did not adopt it ? The answer is a very simple one, That was a time

when Gold was appreciating, and it was impossible to do it. Then, after that

- carae the question of bimetallisma, That, T think very properly, twned all the

thoughts of the Indian Government in the direction of trying to keep the Silyer

' Btendard by securing an infernational monetary arrangement with France and the

| United States of America, and, therefore, the particular question of the Gold
.+ Btandard and currency went into abeyance. But at the same time, during those
o discussions, when Lord Reay and Sir Louis Mallet were the representatives of the
India Office at the Monetary Conference of 1881, after coming back from thut
enquiry e infecta, without huving been able to do unythmg, hey reported that
India, by adopting a Gold Standard, could, in a few years, obtain a supply of Gold
; sufficient for all purposes of her commerce as o standard of value, and that the
W difficulties derived their foree yather from the interests of England and ofher gold-

‘  using countnaa than from those of India itself.

! Now, this T want to put befose the Committee, There is a remarkable fact
which presents iteelf 0 me in lookmg back at all this a,ge,m,mbeeause I knew it be-

‘ fore—namely, that all through these papers, and all through the consideration and '
| discussion of the guestion, there is hardly one single suggestion from any one with
‘n knowledge of India—I doubt whether there is any suggestion at all that a Gold
Currency would not be popular in India if other circomstances rendered it dosir-
e able. I, therefore, venture to think that, if the history of coinage in India is con-
) ' sidered, the balance of authoriby shows that there is no ground for rejecting a Cold
‘ Currency as being unsuited to India. I am glad of having had an opportunity of
putting this forward, becauss I have not seen it in evidence, nor is it elaborated

in any of the publications which I have read on this subject,

" ® An account of bhis correspondence hasalready been givon, Fox § ilg sec Bir Charles
Travelyan’s Minute, published as Oommons Pnper!; No. 7% of 1865 m.‘ il S o

% See tlommons Papers No, 148 of 1868, A
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Anot!mr w‘gtmaenb againgt a Gold Standard is that its cost would be enormous,

s I have daalt with that already ; I do not admit it, 1T would add that the evidence

given by Lord Rothschild and Sir Samuel Montagu, and the facts as to gold pro-
 duetion, show that such gold as would be vequired in India could be easily supplied
. out of the gold producmon of the world. The production of Gold in the world
has mcreaaed . { 5 : § Therefore, T think that
the dxfﬁeultms which existed no doubh when Gold was appreciating, need not
. now stand in the way of raaking this change, There is no reasonable probability
 that anything that the Government of Indis may do, ot any reasonable quantity

of gold that they may want, can geriously interfere with the Gold market of the

world or injure any Gold Standard countries.

Do you think, taking all these circumstances into consideration, this is a
suitable time to malke such & change ?—I cannot conceive & better time than the

| present, You have got the Hxchange up to 1s 44 ; you have a large production

of Gold, and evetybody expec-ts that some devision w1l] be come to upon the matter.
. . A . . Taking all the circumstances together

T cannob conocive a bettor mme to make the change than the present.

In rega‘rd to the question of expense to be incurred

by the Government of India in throwing open the Indian

- Mints to the free coinage of Gold and introducing a Gold
Currency in India, Lord Northbrook gave, at an earlier
. stage in his examination, the following evidence :—

Would Giold have to be provided for that purpose by the Government of India?—

I do not think it would be necessary. I have seen it stated that to establish a Gold
Standard and a Gold Carrency in India would require an enormous accumulation
of Gold by the Government of India. I do notb see that myselfs T think that the
supply of Gold would be obtained gradually, and withoub any such great cost to
the Government of India as has been supgested. In the first place, the opening

. of the mints to the coinage of Gold would cost the Government nothing exeept the

| eost of the coinage. Anybody who chose to bring Cold to the mint would have
it oub inbo a sovereign, and the Committee, of course, know that at this moment
there are supposed to be gomething like £300,000,000 sterling of Gold in India,
1t will probably be to the advantage of some, ab any ratbe, of the holders of thab
. Gold to bring it to the mints to be coined i . Y 3 Then
aguin, I think, after cerfain notice and with every probecuon to individuals, the
customs duties might be lovied in Gold, and if the Government of India wend
| throngh the other items of revenue, it might be found that some of those other
{ items might be ecollected in Gold. Certainly, the opium sales might be made for
\ Gold; theve is no diffionlsy about that: Then I think that about three
millions of Gold are now produced in India. Tf the people who are interested in
that production can manage to have the vefining carried on in India they might
‘send that Clold to the Indian minte and have it coined at probably considerable
i profit to themselves. Therefore, I do not think there is any necessity for any
large expendlt‘me by the Government of India in orﬂ ar to provide Gold.
L

L.
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18090,
The Indian Currency Committee’s Report.

The Indian Currency Committee,~—consisting as it
did of prominent Financiers, Bankers, Merchants, Officials
 and retired Members of the Government of India—after
a thorough investigation of the whole question made the

following important recommendations (—

(1) That the British Sovereign should be made
Tegal Tender and a current coin in India.

(z) That the Indian Mints should be thrown
open to the unrestricted coinage of Gold.

(3) That as soon asthe Government of India had
accumulated a sufficient Gold Reserve, and
so long as Cold was available in its Trea-
suries, it might discharge its obligations in
India in Gold.

(4) That profits made on the coinage of rupees
should not be credited to the trevenue or
held as portion of the ordinary balance of the
Government of India, but kept as a special
reserve, entirely apart from the Paper
Currency Reserve and the ordinary Treastury
balances.

(5) That no fresh rupees should be coined until
the proportion of gold in the currency was
found to exceed the requirements of the
public. ‘

(6) That with the object of attaining the effec-

. tive establishment of a Gold Standard and
Currency as above, the Government of India
should husband its resources, exercise a
resolute economy, and restrict the growth
of its gold obligations.

The report of proceedings of the Committee, published
as official blue books in 1898 and 1899, shows that the
members of the Committee had gone very carefully into
the matter and before making the above recommendations
they had fully satisfied themselves that the people of India
were—by traditions, nature, national habits and predi-
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lections, as well as by reason of growth in commerce and
wealth,—in quite a fit and ripe condition to use gold coins
as currency media- in their daily monetary transactions.

The efforts that are now made in some quarters to explain

that “the Fowler Committee had to deal with a great many
“subjects on which they had perhaps not very. much ex-
“perience to guide them'’-—and hence their recommenda-
tions need not now be given much importance to—are due,
probably, to nothing except an ingenious desire to defeat
the proposals of the said Committee and, again, to put off
the day of the realisation of India’s hopes and the redemp-
tion of the oft-repeated pledges given by the representatives
of the British Government to the people.
X010,
. Sir James Meston’s Declarations

During the course of his speech in the Budget debate
in the Imperial Legislative Council, Sir James Meston,
then Financial Secretary to the Government of India,
made the following frank and forcible statement of the
Government policy on the question of the establishment of

a gold currency for India :—
. The broad lines of our action and our objects are olear and unmistakable,
and there has been no great or fundamental sacrifice of consistency in progress
_ towards our ideal. Since the Fowler Commission that progress has been real and
unbroken. There is shill one great step forward before the ideal can be reached
We have linked India with bhe gold countries of the world, we have reached a
Gold Exohange standard, which we are steadily developing and improving. The
next and final step is a true gold currency. That, I have every Lope, will come in
time, but we cannot force it.  The backwardness of our banking arrangements,
 the habits and suspicions of the people, the infancy of co-uperation—all stand in
the way, Bub the final step will come when the country is ripo for it I trust
that will not long be delayed ; tor, when it comes, it il obliterate all the mistakes,

all the inconveniences, all the qcﬁﬁoialities, of our present position.

{10 B N
Government once again champion the cause.
| In a despatch sent on the 16th May, 1912, to the
_ Secretary of State for India, the Government of India
_once again put forward the case in the following lucid and
_ strong langnage : ‘

0y
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Tt 15, wo think, an indisputable fact that the establishment of a gold ourrency

wae regarded as the logical and natural sequence of the closing of the mints &0

Silver, and a8 the necessary accompaniment of the egtablishment of a Gold Stan.

dard. 4 A § ‘ . 1 ¥ N Such a measure will

murk a step along the path which has been aunthoritatively accepted as the line

‘o which our eurrenoy policy must develop, and in time it will be of great 2888~
tance in maintaining the stability of our currency systenn . . . .

Our proposal for a gold coinage has behind it the overwhelming support  of
 the Indian public opinion, the leaders of which are ready and anxious to extend
' the every day use of the common coin of the Empire, and are unable to unders

stand why India should be denied the same minting facilities as have been given
to Australia and Canada.

v 'The Home Treasury, to which the matter was referred,
pointed out several obstacles in the acceptance of the pro-
. posal; the coinage of Gold Sovereign in India was pronoun-

~ ced to be beset with legal difficulties. Accustomed as we
 in India have become to what Sir Guy Fleetwood Wilson
yonce remarked as the Treasury’s spirit of scarcely veiled

Tostility towards this question, their answer did not cause
| much surprise.

G 1913,
. The Royal Commission on Indian Finance and Currency.
Baffled once again in their attempts to secure the
restoration of a gold currency in India, and despairing
at the inability of the India Office to cope with the situa-
tion, the Government of India accepted the suggestion of
the Secretary of State that, before any final decision was
taken, the usual procedure of eliciting public opinion in
India by means of a Royal Commission should be followed,
~ In vain did the Government of India urge (vide, telegram
' dated 18th May, 1912) that “‘Matter has been twice subject
“‘of debate in Imperial Legislative Council, 2nd during past
“year has been discussed vigorously in Press and by Com-~
“nercial interests in India and England ; therefore (we) do
| “not think it is necessary to collect further opinions.”

A Royal Commission on Indian Finance and Cuarrency
_ has accordingly been appointed. It consists of the Right
. Hon'ble Mr. Austen Chamberlain, M.P,, (Chairman) ; Lotd
_ Faber; Lord Kilbracken,G.C.B.; Sir Robert Chalmers, KCEB;

i
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SII Fmest Cable Sir Shapurjee Burjorjee Broacha :

Sir James Begbie ; Mr. Robert Woodburn Gillan, C. 8. L.;

Mr. Henry Neville Gladstone ; and Professor John May-
. nard Keynes, (Members) ; Mr. Babﬂ P. Blackett, Secretary.

The terms of reference are: To enquire into the
location and management of the general balances of the
‘Government of India ; the sale in London of Council Bills
and Transfers ; the measures taken by the Indian Goveérn-
ment and the Secretary of State for India in Council to
maintain the exchange value of the rupee in pursuance of

ot supplementary to the recommendations of the Indian
Currency Committee of 1898, more particularly with re-

. gard to the location, disposition and employment of the

. Gold Standard and Paper Currency Reserves ; and whether
the existing practice in these matters is conducive to the
interests of India ; also to report as to the suitability of

. the financial organisation and procedure of the India
Office, and to make recommendations. ‘

. After the decision about the appointment of the Royal
Commission was arrived at, the Government of India

- urged on the attention of the Home Government that in
order to enable the Commission to ascertain the real wishes
of the people, every facility should be offered to the public
in India to approach and put forward their views before
the Royal Commission.

‘ “In your telegram of the r4th February’—runs the
cablegram sent by the Government of India on the 1oth
April, 1913—*"we were informed that the Royal Commission
would enquire wnler alig into Indian Currency adminis-
tration. ; . It is as-

sumed generally by the pubhc in Indm that the question

. “(re gold coinage and currency) will be left for the Com-
~ "mission to decide, and we are of opinion, after full consi-

. ‘deration, that this is the only possible course now. Ample
“opportunities for ascertaining the opinion of represen-
“tatives of the commercial public in India will no doubt

. 'be given to the Commission.”
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Without in any way anticipating the recommenda-
tions of the Royal Commission, or attempting to pre-
judice their judgment, it may be remarked that the way
in which the Commission has hurried through its work

 does not hold out much hope of a satisfactory solution
of the question. Inspite of the fact that the Government
of India urged that “‘ample opportunities” should be given
to the people of India to represent their case, very few
Indians have been examined, and of these, too, several
are Government Officials. The object for which the Com-
mission was appointed is to set right the anomalies of
the Indian Financial and Currency Administration ; and,

_ obviously, the best place to make a thorough enquiry into
these affairs is India itself. The people of this couti-

try fondly hoped that the Commission would visit India
and afford them “‘ample opportunities” of explaining their
difficulties. But, it appears, that the Commission has no

. intention of doing so and the Royal Commissioners have
contented themselves with the evidence of only a few
non-official Indian witnesses that could bear the trouble
and expense of going all the way from India to England
to appear before them. Groaning under the inequitous
weight of an arbitrary system, the people of India prayed
for a remedy. The remedy is held out but the process
incidental to the attainment of the object is at once
too costly and troublesome to be within the reach of the
people mostly interested in the matter.

Needless to add, the absence of sufficient Indian repre-
‘sentation in the constitution of the Royal Commission,
and its decision not to wvisit India have caused consi~
derable disappointment and have detracted from the
) populanty of the enquiry. It is eamestly hoped that
‘the grievances of the people of India in currency matters
will be removed and the recommendations of the Goverti-
ment of India will be sanctioned by the Home Govern-
ment. If, however, the persons at the helm of affairs
in England fail to guage the true extent of the public

38  CURRENCY ORGANISATIONS IN INDIA.
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“feelmg in the matter the expectations raised by the appoint-
' ment of the Royal Commission will, if unfulfilled, tend to
_ deepen the feelings of discontent and the heart-burning

: ‘among the commercial public in India will grow bitter..

The Bogey of Hoarding.

:  While the Government of Ind,ta, and the pubhc have
. been leaving 1o stope unturned in their endeavours to
| bring about the establishment of a real gold currency in

. India, some stay-at-home Lng,lmhmen and a few financiers
of Dngland and their prototypes in India have been busy

. in creating misunderstandings in respect of the attitude of
the Indian people towards Gold., These misreptesenta-
‘tions are intended to serve as a blind and to set the
English nation, and other gold-using countries, against us.

. The world’s international indebtedness is settled,

' in a great measure, in the money market of London and -
compared with her vast monetary responsibilities and huge
‘commerce, the gold stocks of England are netoriously

 slender. Economists have, from time to time, invited the

| attention of the Covernment of England to the extreme
danger of basing her extensive credit system onsuch in-
adequate reserves of Gold, and to the risks of the whole
financial fabric tumbling down on a stir in the interna-
tional political firmament ; and have urged on her states-
men the urgent necessity of increasing the England's
holdings of Gold.

But as a woman in the heyday of her glory and charm
is oblivious of the inevitable ravages of time and resents
any suggestions tending to the preservation of ber youth
and beauty, even so the great English Nation, in the
zenith of power and lulled by the soft zephyrs of success

. and the mild rockings in the cradle of prosperity, scorns at
the wisdom of her economists and the advice of her states-
men, Amidst the exultation of a race for credit spinning,
she has, evidently, forgotten that old Father Time is to
respecter of persons and colour. The Orient may be awed
or beguiled by her charming spirit of adventure and bold-
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ness and be, even, forced to disgorge her millions for the
benefit of the London money market, but the nemesis
is relentless in dealing out strict justice—and punishment-—
_even where errors of omission are committed.

Short of Gold themselves and alarmed at their large
indebtedness to India in the international trade balance
account, year in and year out, the financiers of Fngland
" have contracted a deadly prejudice against India importing
any Gold at all and numerous pretexts and excuses have
. been invented with a view to mislead the powers that be
. and thwazrt the schemes for the introduction of a Gold Cur-

rency in India. i
. Fifteen years ago, this prejudice found its expression
_in the following typical evidence given by Mr, Lesley

' Chatles Probyn before the Indian Currency Committee,
1808 :
(Questions put by the Chairman) You think that if gold coins weve allowed
to oirculate in India, they wonld be largely withdeawn for hoarding 11 think g0 3 3
. including in hoarding, tying them round peoples” necks and arms.

And melting them down to make other ornaments ?--Melting them down for‘ ‘

‘ornaments ; but T think the greater tumber of them you would see round the neck
. and arms of the people. ‘ ‘ ‘ |

A present, Gold is not go very largely used for hoo,rdmg a,nd omameuts—-—mt,
so largely used as Silver ?—Not so largely used as Silver, but it is used to a very
considerable extent, there is no doubt about that. May I make this clear to the
Committee ? I may be wrong, but my view is this, that if you put gold coins into
cireulation it will be like, a8 it were, opening a retail shop at everybody’s door.
The gold coins are thrust before the people.  You, as it were, create a demand for
them. They seo them. That is my view.

That is to explain the additional hoarding that you fear ?-—If the ccing are
in circulation they will be offered to the people. It is just like putting up a thing
in a shop window in the street, except that they have nothing to pay for their manu®
faoture.

1f a gold standard is established there will be a fixed ratio between Gold and
the Silver rupee, which would make the bargain more casy for him, because he
would know how many gold coins he ought to get for & certain number of rupees 2-
No doubt it would come to that,

It (z 5y Gold coin) would dlsa,ppear as it came in —-—Yes, and also there i3 one
other point, Of course, there would be o greater demand for Gold on the gold
stock of the world. o

Do you think that the w1thdrawal of Gold for hom-dmg would make such
gerious impression upon bhe stock of Gold in the world as to make if desirable to
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“fk‘mevmt ho&rdmg 71t s my 1nd1v1dua.1 opinion that it would. Of course, it is
only a matter of opinion,| You cannot tell at all until it is really tried,

. You know how largely the production of Gold has inoreased ?—¥og,

A.nd you know that it: will certainly be much more ?~Yes,

' Do you still think that the hoarding in India mxght bo a danger ?—1I am gnite

' gure it will be a difficulty.

The question is whether it would be a danger as regards the aai;ock of Gold in
| the world, & danger in the way of causing a serious appreciation of Gu'd *—Haxdly.

I should think ; but, whatever danger there is, I am quite certain it would be

‘accentuated by sovereigns, as we may call them, passing into circulation.

‘ With due deference to the ability and experience! of
.\ the witness, it may be stated that itis due to the spread
of such wrong impressions about the inordinate fondness

. of the Indians for Gold, and the unproductive uses to
. which Gold is put in the country, that our efforts for

e the introduction of a gold currency in India have not

. hitherto been crowned with success. It is not necessary
. for me to criticise the opinions expressed by Mr. Probya.
I will let another Englishman,—one who occupied a high
and responsible position in life and who was a person of vast
experience and wide information—to contradict the vera-
city of such ideas. The late Sir Samuel Montagu, Bart.,
.~ M.P,, examined before the same Committee, said :

There is now a production of Gold, I believe, unequalied; T think it is 20 wils
lions more than the usual average, You would do a service I think to Hurope if
- you were to gradually utilive this extraordinary surplus of Gold
(it) would in no way injure the City of London.

What do you say as to hoarding ¥—~Hoarding is a bogey which may be laid.

. + 1 do not think there is any hoarding in Russia
and I should bhmk that the Natives of India are as intelligent as the Natives in
Russia, the bulk of them. As a matter of fact they have been hoarding Colds
. X believe there is something like £300,000,000 of Gold now in hoard.

You think there is a large quantity of Gold already hoarded ?--Yes; T do
not know why it should inerease if you introduce a Gold Standard. I should think

it would rather bend to diminish.

- The production of Gold has considerably increased
since the above evidence was given. I believe it is now
. something like { 100,000,000 stetling every year’; and the

economists of the world have seriously proposed that some

new outlet should be found for a portion of this excessive

output. There is thus still greater reason why the Indian
s ‘

L.
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currency should be based on a genuine circulation of Gold.
Apart from the steadiness which such a course would im-
part to the Indian currency system as a whole-—and, by
the increase of confidence therein abroad, afford facility for
 the attraction of cheaper capital to India—the adoption of
this measure would result in the absorption of a portion of
the world’s surplus out-put of Gold in this country ; and,
as a natural corollary, arrest the unhealthy dearness in
prices which a plentiful supply of Gold has caused, and
thus tend to simplify the labour problem and troubles in
England. |
It may no doubt be true to a certain extent that owing

to want of opportunity for investment, or lack of attractive-
ness or because of insufficient faith engendered by centuries

. of political unrest and upheaval, the people of India took

to hoarding the precious metals and were at one time
. unwilling to disgorge their hoarded capitals. Ignorance and
 indifferent means of communication also accounted for this

tendency. The hoarding of money was quite common in
~ England itself up to the middle of the last century and in
some parts of France and Russia the practice is still in force,

. but none has for that reason ever regarded England or

Frarnce or Russia as countries unfit for the introduction of a
gold currency. The habits of hoarding have now been
greatly given up in India, but the old prejudice has in this
respect not yet worn out in England. On the contrary every
effort is being made to make capital of it and to spread
erroneous impressions among the people of Furope and
America by portraying the people of this country in all
sorts of impossible colours.*

That Gold is now extensively used for bonafide currency
purposes would be evident from the following unimpeach-
able official and representative non-official testimony. * *

* “Prominent Finonciers and Bullion dealers”, says the Hon’ble Montagn De P, Webb, “who
“ought to know better (Mesers. Samuel Montagu & Co.,) add o the ignorance and prejudices of the
“West by dlasemimtmﬁ silly stories about Indians swallowing Gold for medicinal purposes, gilding’
“the domes of their religious buildings, and using Sovereigns to ornament window panes, etc., as
“bhough ‘Gold were not used for & variety of purposes--not always useful or artistic—in Xurope
“and America, ax well a8 in India.” i

* % I am indebted to the Hon'ble Mr, M. De P. Webl’s book “Advancs India” for these sume
0%, !
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(OFFIOIAL).

BURMA. “Cold appears to have been used to some extent in hmmcmg he
rice trade in Rangoon, Bassein, Akyab and Henzada,”

SOUTH INDIA. ‘'The whole (92 lakhs) of the sovereigns is reported by the
Bank of Madras to have been issued to their branches at Aleppy and Cochin.  Gold
 hag pagsed freely into cireulation in Travancore and its volume ig increasing.”

UNITED PROVINOES. “There was a considerable increase in the gross
‘receipts and issues of sovereigns during the year, and much of the gold coin issued

1

| oame back into the Treasuries. In some districts sovereigns were received with

 kevenus collections, proving the use of Glold a3 currency by the ageicultural popul-
ation,”’

BOMBAY PROSIDENCY, ‘“The eiroulation of sovereigns is steadily in-
creasing,  The coin is becoming rore familiar to the people and is being used for
the purpose of crops ab up-country places to a larger extent than before.
Apparently gold is replacing rupees in connection with trade remittances,’

THE PUNJAB. ‘(Ambala). The use of Gold among all classes may now be
oonsidered general.  (Gujranwala)—There has been a very marked increase in the
uge of sovereigns by the people of this district.  (Gurdaspore). Thero is no doubt
that the circulation of the sovereigns is considerably larger than it was in the past,

This is true of the village bazar as of the urban market. (Hoshiarpore). ' Gold ia
" generally tendered in the Bazar, when making large payments.  (Jhang). Mossrs
Ralli Brothers do not accept Gold; other European Firms and Indian Firms prefer
Gold, The people prefer Giold because it is less troublesome than silver money.
(Zyatpore) Among the agrioultural classes, soversigns are popular and in constant

circulation, | (Multan). A considerable portion of Gold is in eiveulation and daily

transactions in big villages and towns ave earried out in gold to some extent. (Shak-
pore). About three-fifth of the Gold issued frow the Treasury is in circulation as
currency”, :

 Further eatract from the Paper Currency Report —All the Treasury Officors
~ “in the Bombay Presidency report that Gold iy not being hoarded or melted now
o the same extent as before. . y i G . .

“The latest estimate of the number of Rupees in circulation is 180 crored,
“and the figures for (old 4 " ¥ « may be taken to be 60 crores.
' “The growth of the ciroulation of Silver bes not kept pace with the growth of
ffeivenlation of Gold,”

(NON—OFFICTAL).

The Kamcht Chambes of Commerce —*‘Suvereigns are now more pomdar and

more widely used as surrency than ever before, There is every indication that the

peoples of Bind and the Punjab are appreciating the advantages of guld coins,
and that the popularity of sovereigns i likely largely to increase’

The Punjab Chamber of Commerce, Delhi.—~"Sovereigns ave becoming popular
'end their civoulation is increasing, They are agcepted as legal tonder in the baza,u,
_and $his may be attributed to the intelligence of the people.”
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The National Bank of India, Lid.~*“Sovereigna. are rapidly taking the place
- of supees throughoui the Punjab”,

The Churtered Bank of India, Australia and Ching.~-The sovereiguis now “
. firmly established in populatity for currency purposes.’” '

The Bank of Bengal (Delhi and Lehore)—The daily transactions in sove
ereigns are growing wider.” ‘ ‘
The whole Indian situation is correctly summed-up
1in the report issued on 30th July, 1912, by the Commissioner
of Paper Currency, Lahore, in the following manner :*
The replies constitute a large mass of evidence which is almost mmanimous
 in declaring that the popularity of the sovereign as currency is greatly on the in-

erense, and that there is practically no part of the Punjab or the Frontier Province
. where it ig not eagerly sought after and accepted. ‘ !

| 'The reports that are put into circulation by some
. interested financiers and bullion dealers of London as to
the propensities of the Indian people to drain the world’s
. stocks of Gold for burying underneath the Indian soil are
nothing but absurd misrepresentations of normal and
naturally sound and rational condition of things. Some
of the European writers have been so far carried away by
' such misleading versions as to go to the length of solemnly
putting it forward that the world ought to combine to pre-
vent India from recetving payment in Gold for the goods
which foreign nations buy from her, Craziness could
hardly go further! Every country in the world is at
liberty to keep and retain all the Gold she can afford to
by, but if poor India—which has no voice in the comity
of independent nations except through her Rulers, and in
the determination of whose financial policy what the Hon'~
ble Mr. M. De. P. Webb describes as ‘‘a secret committee
“.¢ Tondon financiers whose own interests are of necessity
“jrequently opposed to the interests of India,”* play an
important part—wishes to organise her currency systeml
on the sound and all the-world-over-curient gold basis,
then heaven and earth are moved to prevent her from at-
tempting to reform her monetary system. ‘

& Advance India-~E2age 53;
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: That the habits of the people of India in respect of
1y ‘the use of go‘d coins are not radically different from those
_ of the people in other parts of the world, and that Gold
is now actually used on a large scale for genuine
_currency purposes is testified to by no less an authority
 on Indian Finance and Currency than Mr. Lionel Abra-
. hams, C.B., Permanent Assistant Secretary of State for
. India. FExamined before the Royal Comimission on Indian
Fmance and Currency, on 6th June, 1913, he stated :

My own opmmn is that on the whole it is a good thing that India should have
a gold ourrency . § . y It is a curious fact that
many people who have to use money in the course of their business have an ex-
. traordinary affection for the use of gold money, and I think that the people in
. India, like people elsewhiere, if they want gold money and can pay for it in produce
or can acquire it honestly should have the opportunity of acquiring it. Indeed it

i§ inevitable ; you cannot prevent people from having Gold. if they want it.

Mr. Lionel Abrahams put forward a statement showing
that in the Government Treasuties throughout India,
there was an enormous transaction in gold coins of late
years. The actual figures being :—

| 1900~I0 IQIO~II IQII~-I2 IQI2~I3
GOLD SOVEREIGNS. (1y CRORES OF RUPEES)

Received by Govern-
ment from Importers 10.7I  II.44 25.58 25.41

Receipts from Ceneral
Public, 1.34 550 'T0.30 a7 08

Issued from Govern-
ment Treasuties to

public. : 2,83 16.0F  9r.g2 . 2993
Commenting on these figures he sdid.

That shows that there is a very considerable flow of sovereigns both out of
the Treasuries and Reserves into the possession of the public and in the nther ¢
diveotion. These figures, theretore, indicate a very considerable nse of soverelgm
a8 currency Lo Gl A st T thinds ibie
convenient, India being placed as 1’0 is, a.ud the  tastes "of the people
of India for the use of Gold being what they are, that Gold should citoulate a3
actual curvency.
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The True ‘ Remedy.

What India now aims at is to model her monetary
system on the lines of the monetary system of England.
The present monetary system of England is the growth of
centuries of experiments and failures and has now attained
a state of perfection and faultlessness unrivalled in any
other country of the world. The system of England has
behind it 500 years of trials, vicissitudes, scientific inves-
tigations and the unanimous arguments of the world’s
greatest economists and financiers; it has been copied,
with perhaps some slight modifications of detail, by

, one alter another civilised nation of the world. When
. other independent nations' come to England for imitating
her monetary system, why should India, a dependency of
that great and brilliant Nation, be deprived of the bene-
fits of England’s experience and wisdom, The respon-
sibility of the organisation of the Indian monetary systemn
so as to bring it in harmony with those of other civilised
nations rests on the English Government itself, and the
longer the reform is delayed the more difficult and more
 complex the problem becomes and the more expensive,
but not theless inevitable, will the reform be in the
end.

One country after another has abandoned Silver cur-
rency, so that now not a single civilised nation gives Silver
the place of honout in her currency system. Acting on the
advice of her economists, England abandoned this form of
currency over a hundred years ago, but, despite its great
fall, silver is yet saddled on the Indian people with all the
-pertinacity of the Middle Ages.

India’s commercial and economic condition cannot
adequately improve itself——mnor can India take up her right
place amidst the nations of the world—if she is kept tied
down with antiquated and out-of-date theories of cur-
rency, and arbitrary notions of State management and

control in this respect.
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’l‘he least that the Crovernment of India and His
.“_Majesty s advisers in England could now do to repair the
enormous injustice done to India, is to undo the errors
made by their predecessors-in-office in forcing a Silver
(Iurrency ot her ; and to restote a genuine Gold Culrency ‘
. by the opening of Indian Mints to the unrestricted coinage
i _of Gold, This can be done with great facility, and without
" incurring any expenditure worth the name, if the Govern-
. ment will only show a resolute will and firm determina-
[iton. Thete can be no monetary peace in India unless and
. until this reform is accomplished. Equipped with a sound
. and genuine form of modern gold currency, and with |
 Open, Free, Gold Mints, India will be a source of great
_ financial strength to England 'and to the Bnmh Empire
N at large.
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CHAPTER III. |
Indian Mints and the Free Coinage of Gold. |

There is now no real standard of value and no aatomatic
process, certainly no effective automa tic process, oi regulat-
ing the currency. I think this may be exceedingly dangerous
to the interests of any country, and I do not believe that
any Government in so large a country as India is wise enmougi
or has information enough to enable it to regulate the curr-
ency. ‘There ought to be some automatic process whereby
if a demand comes for currency it can be supplied indepen-
dently of the will of the Government, . « o o o o o The
principle would be that the bolder of Geld must have the

 right to go to the Indian Mint and bave the Gold converted
into what wounld be a current coin, which would be legal
tender.— Exiracts from evidence of the Earlof Northbrook B
Viceroy of India, before the Indian Currency Committee of 1898-99,

| What is a Mint ?

A Mint is described by Mr. Webb as “‘a Government
“manufactory at which the precious metals are tested, cut
“into pieces of convenient size for momnetary purposes
“and stamped with a Government mark. The object is
* “to enable the public to see at a glance that the precious
 “metal in circulation as money is of good quality and pro-
“per weight.’’ ‘

Mr. E. Rigg, C.B., 1.5.0., Superintendent of the Royal
Mint, Tower Hill, is stated to have given the following
description of the work performed by the Open, Gold Mint |
in London :— o
(1) The free coinage of gold presented by the

public for conversion into full-value, legal-

tender money.

(2) The coinage and issue of token Silver and
Bronze coins as they may be required, from
bullion purchased specially for that purpose
by the British Government. i

(3) The execution of coinages tequired by some
of Britain’s Colonies aud Dependencies ; and,
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(4) The manufacture of Naval, Military, and
other medals ; and miscellaneous duties.
| The functions included in paragraphs (2), (3) and (4)
 are already dischatged by the Government Mints in Cal-
cutta and Bombay. ; ‘
‘ ' 1890,

Recommendations of the Fowler's Committee.
; With a view to the establishment of a gold currency
in India, the Indian Currency Committee of 1898-99, made
the following recommendations - ‘

. We are in favour of meking the British Sovereign a legal tender and a current
ooin in India. We also consider that, at the same time, the Indian Mints should he
thrown open to the unrestricted coinage of gold on terms and conditions such as
govern the three Australisn branches of the Royal Mint. The resul would be

' that, under identical conditions, the Soversign would be coined and would cicon-

late both at Home atd in India. Looking forward as we do to the effective esta.
blishment in India of a Gold Standard and Currency based on the principics of the
treo in-flow and out-flow of gold, we recommend these measures for adoption,

The recommendations of the aforesaid Committee in

respect of the declaration of the British Sovereign as legal
tender in India were duly given effect to by the passing
of Act XXII of 1899, which provided that “ Gold coins,
“whether coined at Her Majesty’s Royal Mint in England,
“or at any Mint established in pursuance of a Proclama-
“tion of Her Majesty as a branch of Her Majesty’s Royal
“Mint, shall be a legal tender in payment or on account
“at the rate of fifteen rupees for one Sovereign”.

In regard to the throwing open of the Indian Mints
to the unrestricted coinage of gold coins, Sir Clinton
Dawkins announced in the Imperial Legislative Council
of India, in March 1900 :

Tt has been decided to constitute a branch of the Royal Mmb for the coinage
of Gold: The terms of the proclamation to be issued under the Imperial Coinage
Aot have been settled, and we are now meroly awaiting until the Royal Mint has
gntishied itself as regards the mint prewmises and appliances at Bombay . .+ .

. The gold from the Mysore mines i3, indeed, already reaching us in anticipa.
tion of coinage, and we count upon receiving an annual inc.ement to our stock of
Gold from one and a balf to two millions from this source %, X
T Ta 1918, the owtput from the Mysore goid mines wad worth 52,158,871,

U §

1
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The Government of India showed no hesitation in '

taking the initial steps necessary for the establishment of
a Gold Mint in India. 8ir Clinton Dawkins was so
enthusiastic over the proposal and sanguine about its

success that he went so far ‘as to declare, on behalf of
Government, that “India has at length emerged from a
“period of transition in her currency, has reached the
“goal to which she has been struggling for years—has
“established a Gold Standard and a Gold Currency”.—

(March, 1900). ‘
18901002,
Treasury’s Opposition.

The proclamation referred to has never been issued.
. What appears to have actually happened was that the

. Goverament of India and the Secretary of State matured
among themselves a scheme, and the terms of the procla-

mation to be issued, for throwing open the Indian Mints
to the free coinage of gold. The ILondon money market
had never favoured the idea of the grant of opportunities
for gold coinage in India as it was feared that since the
balance of trade with Britain is almost always in favour of
India, facilities of coining gold in the country would act
_as a powerful incentive for the importation of gold bullion
into this country and, as the stocks of gold reserves in
England are already very low, this drain would adversely
affect the financial stability and credit of the English
nation abroad. The Indian Covernment, at Home and
in this Country, were not—to be fair to them—deterred
by these conmsiderations. But the Treasury authorities,
 yielding to the influence of the London Bankers, raised “a
“succession of technical difficulties in a spirit of scarcely
“yeiled hostility to the whole proposal”’. The Government of
India remained firm in their determination and sought to
meet every objection raised’ by the Treasury. At one
 time, difficulty was created on the question of dispensing

with the charge for coinage. This was in due course dig-
posed of, At another, the suitability of the Mint build-
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held in May, 1gorx, between the Deputy Master of the Royal

. Mint and an officer of the Government of India, at which a

. plan was agreed upon. This scheme was submitted to
 the Treasury for their formal approval.

i “At this point in the negotiations,’—Says Professor
- John Maynard Kenyes in his most excelleant work on “Indian

“Currency and Finance” (Professor Keynes is a member of
e e . s
the Royal Commission appointed to investigate and report

o on the whole matter of Indian Finance and Currency)—

"the natural instincts of the Treasury officials became

‘‘uncontrollable, and respect for the independence of the

“India Office had to be abandoned. Their first line of

“‘defence in the form of technical difficulties having been

“overcome, they fell back upon open argument as to the

“wisdom from the Indian point of view of the whole

“‘project.” ,
The controversy culminated in the following terse
expression of opinion by the Treasury :—

. While expressing their satisfaction that an agreement has been reached, my
Lords think it desirable, hefore practical steps are taken to carry out the scheme,

| to invite Lord George Hamilton to review the arguments origindlly advanced in

favour of the coinage of the Sovereign in India, and to consider whether the course
. of events, in the two years which have elapsed since the proposal was made, hag 1ot
. tended to diminish their force, and to render such advantages as are likely to accrue

from the establishment of a branch mint wholly incommensurate withi'e expenses |

to be incurred, . S iy i & ‘

The Gold Standard is now firmly estublished, and the public requires no proof
of the intention of the Indian Government not to go back on their policy, which is
| beyond controversy., Sovereigns are readily attracted to India when required
| under existing conditions, . i ! v A ; i

On the other hand, the estimates of the Government of Tndia of gold avail-
. able for coinage in that country are less than was anticipated, nor is any consider-

able increase expected, at any rate for sometime : b b » «iihe
- staft would have to be maintained in idleness for a large part of the year at consider-
able cost to the Indian Exchequer. ! / 4 It ig of

course for Lord George Hamilton to decide whether, in spite of these objections,
the scheme is to be proceeded with, '

. In reply to the above, the Tndia Office said :

The establishment of a mint for the coinage of gold in India is the ‘olearest
outward sign that can be givei of the consummation of the new curtency system ;
and to abanden the proposal now must attract attention and provoke criticism
and unrest. . s sl . His Lordskip is not inclined to abanden
the scheme at the etage which is now reached. ! o

,‘~‘,‘ings,, appliances and staff at Bombay wete made the object:
: o‘f_seriogs‘criticism( by the Treasury. These matters, too,
- were adjusted. Then, a conference appears to have been

1
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The Board of Treasury, getting hot-tempered in the
duel, sent the following astounding answer :(—

v Tndian currency needs are provided from other sources and there is no real
demand for the local coinage of sovereigns, My Lords cannot helieve that
the position of the Gold Standard in India will be strengthened, or public confi-
dence in the intentions of the Government confirmed, by providing machinery for
«obtaining gold coins which is neither demanded nor required by the mercantile
community ; while on the other hand, the failure or only partial success of a Gold
Mint would undoubtedly be pointed to by the opponents of the Gold Standasd
polioy, although without justification, as evidence of the breakdown of that policy.
The large measure of confidence already established is sufficiently indicated by the
course of exchange, since the Committee’s Report, and still more by the readiness
with which gold has been shipped to India. This confidence is, in the opinion of
this Board, much more likely to be put in jeopardy by such a result, of which the
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| danger is by no means remote, than by the frank abandonment of one of the de-

!, tails of the policy recommended by the Indian Currency Committee, which ex-
. pevience has shown to be unnecessary. *

It need scarcely be mentioned, in view of what has

 been written before and of subsequent events in the history

_ of the monetary growth and requirements of India, that

 earomondations of in
grn viewad with gmt sraezement in Thdin, whoresuch sonymissions are 1 !
ariority a) disrapact towards thelr dullbeyst! de to oreate 1
; W W?rlbgh' %m% of, the Admm?t?on ags wh% 4 {u the India?nn)snlnd. . et

the above theories were fallacious and unsound. But it
had the intended effect with the India Office in vanquishing
-01, may be, misleading,—the Secretary of State for India.

The Gold Mining Companies of Mysore got nervous
at the delay occasioned by the Treasury’s hostile attitude
with regard to this question, and, despairing of ever coming
to satisfactory arrangements with the Government of
India for the conversion of their gold into money at the
Bombay Mints, reluctantly entered into agreements with
the London bullion dealers for the disposal of their pro-
ducts in England.

. The news of these agreements proved, if I may use a
metaphor, the last straw on the camel’sback. Faced by such
over-whelming odds, the Government of India became to
tally despondent of their success. The iron will of the
Treasury prevailed. To cover their submission with a
show of good grace the Government of India gave the
following explanation of the change in its views, in a des-

atch addressed to the Secretary of State for India in

ember, 1902 - :
* The coql %%roomt&:;!th which the' Treasury brashed daide one of the mob impertant res

Currency Commission, 1808, and ested for its abandanment has
rded with a corfatn

» and

-
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‘ | V Wo have now ascertained that the chief mining companies have made mange-
| ments, with which they are at present satisfied, for the regular sale. of their gold in

| Londlon; zmd we are doubtiul whether any terms that we could offer with a due
' regard to our own intevests would induce them at an early date to alter thote arrange«
. ments and to bring their gold to the Mint in Bombay, In the absence, therefore,
| of an assurance that a steady and permanent supply of gold of local production
. would be available for coinage in this ecountry, we prefer to drop the scheme for the
present, leaving its revival fo the existence or revival of conditions which cannot

at preaenb be foreseen.

: . The Secretary of State saw the helplessness of the
. situation and accorded sanction to the project being post-
i poned —(February, 6, 1903).

In abandoning the scheme in the above manner, the
Indian Government—it need hardly be said—showed consi~-
. derable weakness in their position, for there was absolutely
‘no necessity to get an assurance of a steady supply of gold
from the Indian Gold Mining Companies, or from any other
go‘ld owner for the matter of that, as a condition precedent
to the establishment of a Gold Mint in India. The mere
fact that England’'s trade with India results, almost in
every year, in a substantial balance in India’s favour was—
and will always remain—the strongest guarantee that
gold will be imported into India, unless the India Office
deliberately and of set purpose prevents it, as it has per-
_sistently done of late, by the transference of the bulk of
\ India’s cash balances and reserves to England. The gold pro-
{ duced in England is, I believe, a most negligible quantity and
| yet the absence of a sufficient local supply of the precious
| metal has never been advanced as a plea for suspending
| the coinage of gold in the Royal Mint of London, on the
} maintenance of which, in first class order, the English
Exchequer spends large sums of money every year. It
would be just as fair to transfer the London Mint with all
its officers and staff to, say, Cape Town—in order to coin
the South African gold into coins on the spot-—as to plead
that India should be deprived of the convenience of a Gold
Mint because a regular and adequate local supply of gold
could not, in conssquence of Government’s own dilatoriness
and indecision, be assured for a partmular space of time.



| 'The Government of India, in having been obliged to
‘drop the scheme, under the weight of extraneous pressure,
| seem to have felt the awkwardness of their situation to ‘
 V/such an extent that “no public explanation was given in
. l'“India of this sudden recession from what has hitherto
1 &’“been regarded as an essential feature of the currency
. “policy inaugurated inI1803 and definitely established on
| “the recommendations of the Currency Committee of 1898""..
(Extract from a letter dated 16th May, 1912, from the
Government of India to the Secretary of State). ‘
A : 1911,
i 5 Sir Vithaldass Thackersey's Resolution.
‘ ‘The graceful reference by Sir James Meston, then
. Tinancial Secretary to the Government, in the course of
_ his speech in the Budget debate in 1910, With regard to
1 the Gold Currency policy of the Government of India,
. again kindled hopes in the hearts of the Indian people and
. public enthusiasm and vigour was roused.
: A disctission was raised in the Imperial Legislative
. Council in consequence of Sir Vithaldass Thackersey's
_ speech, in March, 1911, in support of the issue of an Indian
gold coin from one of the Indian Mints., A year later on
22nd March, 1912, Sir Vithaldass moved a resolution ‘‘that
“this Council recommends to the Governor-General-in-
“Council that the Indian Mints be now thrown open to the
free coinage of gold in coins of suitable denominations’”.

In his reply, on behalf of the Government of India,
8ir Guy Fleetwood Wilson, Finance Member, had to admit
' that no subject of a purely financial character had in his
' time attracted so much attention and support (which is

a positive proof of the lively interest taken by the public
in the re-opening of the Indian Mints.) The Government
had gone thoroughly into the subject, and were of opinion
_ that there had been such a change of conditions (since
1g02) as fully justified the reviving of the question. It was
true that the Government got no good of Indian production,
but that was simply because they could do nothing with it

8 CURRENGY ORGANISATIONS IN INDIA.
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if it was nffered to them. The currency system of the
country had been through the fiery trial of 1907-08, and
. the need for strengthening their gold holdings had been
 brought home to them. The currency habits of the people
were changing. Gold was being more freely taken in
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! payment for agricultura} produce. Sir Guy instanced the

{ rapid increase in the circulation of currency notes, specially
_since the notes of the lower denominations were made

. universal, which went far to indicate that the people were
. ready for a handier form of currency than Silver and for a

- higher unit than the Rupee.

He spoke about the misrepresentations that had been

 made in respect of the proposal. It had been suggested,

for example, that the scheme contemplated a large loan for
the purchase of gold, coins whereof would be forced upon
‘an unwilling people on an enormous scale, thereby produc-
. ing a serious fall in the value of silver and considerable
~ hardship to the poorer classes. Another suggestion was
that between buying gold and paying interest on the coin-
age loans, the Government would be throwing away large
sums of money which were required for Education and for
the extension of Railways and Irrigation ; taxation would
. be multiplied, the gold would disappear as soon as it was
coined, and the exchange position would be as bad as ever.

All such suggestions were groundless and he sym-
pathised with Sir Vithaldass in his warm repudiation of this
description of his proposal, which was merely to open a
Gold Mint on a small scale, witha cold refinery attached
to it, so that it may be able to handle either raw old
from the mines, or ornaments and other alloys that may
be offered ‘or conversion. There was mno intention of
borrowmg, or of buymg gold, or of forcing it upon the people,
0. of coinin; a sinle sovereign, except hom ullion which
wa. brought to the mint volunta:ily for the purpose.

‘the Finance Member also referred to the criticisms
that haa been made urging that the sovereizn was an
expensive coin; that the Government got no profits from it
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such asthey did from the rupee ; that they would have to
bear the loss of wear and tear. To this objection, he re-
 marked, he could not attach importance knowing as he did
| the comparatively small cost at which the gold currency
' of the United Kingdom was habilitated by the late Lord
Goschen. |
A further argument against the proposal was that the
free coinage of gold in India would draw off a larger quan-
tity of gold from the Huropean markets than India ob- j

tained hitherto, and that consequently business and trade =

‘would suffer in gold-using countries. This apprehension
had set the whole of the interests of the gold-using coun-
tries against their proposal. But it was doubtiul whethet
the proposal, if carried out, would have the effect of in-
creasing the aggregate quantity of gold of all sorts which
came in the country to adjust the balance of trade.

 As against the above arguments, there were Sir Vithal-
dass’s weighty considerations. The coinage of gold in

the country would enable large quantities of bullion which

were now in the country to be converted into legal tender
coins, With greater familiarity the sovereigns would
pass more freely into active circulation, which would
diminish the pressure on the Government for the coinage
of fresh rupees and simplify exchange difficulties.

On the assurance of the Governiment of India that they
would refer the proposal to the Secretary of State for sanc-
tion, Sir Vithaldass withdrew his resolution,

When the matter was referred to the Treasury officials
in Fngland, they again raised obstacles and “the very
«modest, inexpensive scheme ofthe Government of India
tewwas not really practicable”. The idea of the Government
was to let the staff of the Bombay Mint do the work of ‘
éoining Sovegeigns when they were not coining rupiles.
But the Treasury insisted that whatever mint was tised for
| the coinaze of Sovereigns must be under the direct control
Jof the Treasury. Mr. Lione! Abrahams, Assistant Under-
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 Secretary of State for India, in the course of his evidence
| before the Royal Commission on Indian Finance and Cur-
.*\;re‘noif,‘ 1913, stated that even the proposal to put each
 officer of the Bombay Mint under two masters, namely,
 the Government of India for Rupee purposes and the
. Imperial Government in Tngland for Sovereign purposes,
. did not meet with the acceptance of the Treasury, As a
. way out of the difficulty, the Secretary of State then sug-
. gested to the Government of India the coinage at Bombay
. of a ten-rupee gold piece as originally recommended by Sir
. Vithaldass Thackersey. The Government of India have
. indicated their preference to accept this proposal, but the
. whole matter is left open, pending the recommendations
. of the present Royal Commission.
| 1013,
Fresh Evidence,

A brief summary of the evidence given by a few wit-
 messes before the Royal Commission on Indian Cutrency and
Finance, which held its sittings in England in 1913, on
the advantages of re-opening of the Indian Mints, would
I believe, be found interesting and indicate the trend of
- public opinion on this question.

. "Mr. Bhupendra Nath Mitra, M.A., C.LE,, Assistant
Secretary and Budget Officer in the Finance Department
‘of the Government of India, stated in the course of his

~ examination by the Right Hon’'ble Mr. Austen Chamberlain,
 M.P., Chairman of the Commisgion :—

I think myself that we ought (o have a Gold Mint. The main reason is that we
ought t6 have some means of coining a gold coin in Todia. Tt would help us in the
. mamtenance of the Gold Exchange Standard to have a larger civoulation of gold in
India, and though it is true that we geb our vequirements by the import of sovereignsy
into the conntry, a Gold Mint in India would indicate to the public at large that
Government was  certainly earnest in its endeavour to foster gold circulation
in the country, It would also attract to the Mint the amount of gold produced in
the country itself, and this amount would be turned into sovereigns vhere.

i I think some years ago—I have not the exact year is my mind—the Govern«
. ment of India withdrew its proposal for the opening of & mint at thab monment be«
. cause they found that all the gold produced in the Indian mines was under cone
tract of sale to London, Do you know whether that condition of things no longer
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emts ?—No, I emﬂd not say anything definite on the voint, but it seems 0 me

o get that gold in our mints,

(Xs that necessarily 80 2 1 presume that the mmes have heavy remittances to
make to London ; their shareholders are in London.” May it not pay them to remit

. arrange for these remittances easily by tendering the gold  in India and getting
5 pa,ymemt against it in England through Banks,

. Would you propose to charge any seigniorage on gold mmage ?—-No, nothirg,

| 7.‘ i Of course, we should have to charge something for refining the gold, but no'hmg ‘

_in ¢he the way of aexgmomge.
' Do you think, apart from the gold produced in mmes, wmuech gold would be

| hoards and be sent to the mint for coinage,

ber of Commerce, asked if his reasons for favouring the
e opemng of a mint in India, were sentimental rather than
- practical, repudiated the idea and said that he did not

. had gold bullion in any shape mlght go to the mint and
. get it coined.
" In view of the valmble services rendered by the Hon—
_ourable Montagu DeP. Webb, CLE., President of the
‘Karachi Chamber of Commerce, to the cause of Gold Cur-
_ trency, and his learned and forcible writings on the subject,
his evidence carries a particular importance and charm
about it. I have, therefore, subjoined it i extenso at the

 oral examination, Mr. Webb further stated :—

movements in the foreign exchange would be regulated automam*ally, ib would
 facilitate their regulation automatically. The other ady: antage iy that it wouald
also facilitate the growth and development of a gold coinage.

Taking the first point I do not quite follow your meaning when you say that

it would facilitate the antomatic regulation of exchange; in what way would it

do that 1—It would enable the public at all times to present gold for conversion

j into sovereigns whenever they required them and would therefore give them anothey
i means of put’b‘ing themselves in fandy, in cash, than ab present exists,

i i)

| that, unce we open the mint, the contract is bound to be terminated, und we wdl it

their gold direct to Londen and tender it here P10t may be so. . But they conld

‘ bmught: out of hoards in consequence of the opening of a mint -1t may uob Lic e
immediately, but it iy possible that at times of stringeney, during periods of famine
| after the oountry has been saturated with £0ld, gold ornaments will come out from

Mz, JTames N. Graham, representing the Bombay Cham-

admit that they were sentimental ; but because he thought
it was a matter of public' convenience that anyone who L

L end of this treatise as Appendix B. In the course of his

Will you please explain to me what advantages you think the opemng of the ;
mint would bring to India ?—One advantage, in the first place, would ba that
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‘ Am I to understa.nd that tho advnntage in that respant would be denved from
the faeihty for oommg the gold which is now in Tndia —That is one of the advant
ages, . s s In times of danger and emergency

itwould afford a means of turmng the savings of the people in the hoarddinto =

money rapidly. In past famines and in past times of trouble, metal has been pro- ;

duoed from hoards, and T think a similar experience would oceur again.

You propose, 1 take it from what you have said, that no sugmara,ge ghould
be oharged on the gold oomed ab the Mint ?—Certainly not.

‘ The principal a,dvamage which you would expect to derive is tha.b you wcndd
' inorease the amount of gold coin in cirenlation ?-~That would be one of the ten.
denoxes.
. Ta thers any other advantage 9—The advantage is that the gountry would bo
 fitbed with what I regard as an essential part of its menotary mechanism. T regard
. ibas an essontial part of ity cuITency mechanism that it should have a mint at whlch :

e . money could be coined at the requmtmn of the public,

‘ 1 want to get exactly at your reason why that is essential. Am Iright in think.
ing that you consider it essential to a proper currency system that there should ba
n gold currency ?—Yes.

' And essential to a gold currenvy that there should be a gold mint 3-—Yes,
L on the spot in India itself, : i i } ) v Xt
- would do away, in a measure, with the management by the beeremu'v of State of
the Foreign Kixchanges, in that there would be always the mint at which the public
 could convert their gold into legal tender coing in the event of the Secretary
. Btate taking any action of which the publi¢ did not approve. [Tt is a safeguard
80 to speak, an.additional safeguard, that the people.of India can on the  spot
- obtain their own money on presentation of the metal.

Regarding them as an’ additional safeguard of exchange, the sovereigns coined
' @ the mint must be exported, must they not ?—Not necessarily.

‘How would they supporb exchange without heing exported ?—The actuai
support i¢ not exercised until the time enmes for their exportation, but the fact
that they exist and can be exported when needed, is a sufficent practical support
. o exchange, It establishes conficence.

That is to say, if T understand you rightly, the move gold you haye in circula:
tion in India, the greater the reservoir on which you have to draw for the support of
 exchange in a time of orisis ?—Veg ; and if the fap to that veservoir is in your own
possession and can be controlled by yourself, you feel still more confident.

‘Mr, HF, Howard, CLE., 1.CS., for some time Se-
cretary to the Government of India in the Finance Depart-~
ment, now Collector of Customs, Calcutta, stated :—-

T am in favour of opening a mint in India for the free coinage of gold, . 5

i e v Lshould prefer the sovereign to a special Indian coin, such as

& 10-upee piece. I do not think that any seignorage should be charged on the
.yeoina,gg: of the syereigns. The vesult of the imposition of such a charge, unlegy
. Hhwwore purely nomnal, would apparently be to stultify the action taken in opening
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o themainb. .« W7 & s It may be that the opening of a mint
" would pot direotly or immediately operate to increase the circulation of gold, It
appears to me, however, to be anomalous that though gold is now the standard
metal of the Indian Currency, gold bullion in India can only be converted into
legal tender ourrency in India by being sent to England (or Australia) and there
coined into sovereigns, It would at present not even be possible, should circum-
' gtances draw gold ornaments or bullion out of hoards, to reconvert these into
sbandard coins otherwise than by this roundabout process.
\ (Orally examined)—T think it is & duty which we (the Government) owe to
 the publio, if they present bullion when we have nominally a gold standard,
" that we should be prepared to convert that into coin,

. My, Thomas Smith, late Vice-President, Upper India
Chamber of Commerce, and Agent of the Allahabad Bank,
Limited, Cawnpore—a gentleman of 18 years’ experience
in India—said : “On the whole I favour the opening of a
“mint in India for the free coinage of gold. I believe it
““t0 be one step further in the development of our currency
H'system L . ! / : Ll da ok
“approve a I0 rupee gold coin; it would be little bigger
“than a half-sovereign, and this coin does not find favour
“in India. The coin to be minted should be a sovereign
~ “identical with the British Sovereign”.

The oral examination of Mr. Thomas Smith by the
Chairman of the Royal Commission is very interesting.
It reveals some of the stock arguments advanced against
the extension of Gold Currency in India and indicates
how through a maze of suggestions and arguments un-
wary witnesses are sought to be led over to support the

orthodox official views.

Suppose you were an autocrat admivistering the Government of India and

you gaw that you could encourage the circulation of gold at the expense of rupees

or notes, or the cireulation of notes in preference to gold, what course would you

tako 1~-1f T wanted to make -money for the Government I should try to give them

| as many rupees as possible. If T wanted rightly to administer in the interests of

the people of India I’ should try to give them as much gold ag possible.

e there not a real reason in the interests of the peopls of India. and not merely

‘ g money making reason, why ‘the Government of India should discourage the

ciroulation of gold and increase the circulation of notes or rupces ?—No, the
Government can have their own reserves of Gold, and centialise their reserves.

' How do they get those reserves ? Are not those reserves dependent on the

amount of notes, and the  amount of rupees which they put inty ciroulatiion P

. Yes, that is s0.
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i for notes or rupees you substxtute Gold in eirculation, you automatioally

| atop the acemmulations of the reserve of Gold ?-—The reserve of Gold must suffer

in consequence if you are forcing Gold out, but I am not arguing that,
I think you put it to me that the Government should remain neutral in this

o haﬁter P—Yeos, -

‘ I am suggesting to you that in the m:;erest@ not alone of t}m Government,
. but of the people of India, the maintenance of exchange heing their fixst interest
. in your opinion, the Government should not be neutral, but that it should
_ encourage the circulation of notes wherever it ¢an, rather than the ecirculation of
Gold ?—Yes,
Wil Yon ee, perhapq, the line of argument indicated in my questions ?-—Yea,
¥ geo it
On the Whole do you agree with me, or do you differ ?--I sliould say that the
. balance lies in favour of developing the note circulation,
And keeping Gold in reserve rather than putting it into circulation ?-Tix-
actly. . T am not urging that the Government should force Gold, but that it should
e optional, and if & man expresses a preference for Gold the Government should

' endeavour to meet it.

! In the light of those considerations, what is your reason for favouring the
opening of a Gold Mint ?—The reasons are very fully stated by the Government
- of India, and on the whole I think I agree with them.

| Will you just give them to me ?—The main thing was, of course, that there
- might be Gold which is absorbed now, or is hidden now, but that might be con.

verted. One never knows when that occasion might arise. It would be there

for that purpose ; and there are times when it might be more expedient to import
* bullion, and have it coined in India,

Put the cage of some cxisiy foreing gold-—bullion-—out of hoards or out of
savings: I suppose what you have in your mind is a famine which brings pressure
on the individual and forces him to bring out his savings to live upon 2-—~Yes,

That would be & small man with a small amount of bullion, I suppese ?—Yes,

The total might be large, but in each individual case it would be small #—Ves,

| An individual could not go' direct to the Mint to get his own little store coined;
he would sell it as bullion ?—Yes,

. And it might pass perhaps through two or three hands before it reached the
Ming $—Ves.

Do you think, under those circumstances, there would be any real advantage
to anybody in being able to take the bullion to a Mint in Bombay, rather thau in
sending it Home to be coined ?~There probably would be a balance of advantage
in etting it done there instead of sending it Home to be coined.

Where wou'd the sovereigny be wanted when they had been got ? The in.
~ dividual who had brought out his little hoard would want tupees, would he not ?—-
The sovereigns would remain with the Government.

‘When the bullion had heen taken to the Mint and coined into soversigns,
what do you suppose the man who had gob the sovereigns would do with them,
toke them to the Government I think youw said just now ?—Yes

)

L



| 62 CURRENCY ORGANTSA’J‘IONS IN IN‘DIA

They would got into the Govemment treasuries ?—»—Yes ‘
And from the Government treasaries what would be the next step ? Would

. 'they stop there until they were wanted for the support of Exohange ¥—Yes, until i
el Lhey were wanted for the support of Exchange.

/i Aund when they were wanted for the support of E Lxchanga where would txey
i wa.nted ?—They would have to go to London,

. Would it not be just as well if the bullion had gone there af onoe instead  of
s ps,ssmg through Bombay ?-—Yes.

‘ ‘Do you think there is any real advantage in the opeaing of a Mint to Gold i
‘_ in Bombay 21 do nob say that it is going to do everybhmg, but thore is an clo-
ment in ibs favour

. Rather of sentiment, perhaps, than of very concrete advantage ?-There 19
a good deal of sentiment in it, yes. I say ‘on the whole’ T fayour it. i
Mr. William Bernard Hunter, Secretary and ['reasurer,
. Bank of Madras, examined, said : ‘“The mints are closed

. “'precious metal should be enabled to turn it into coin of
. “the realm ; and in Tndia especially what I really had in
. ‘“mind is that in times of scarcity those that had gold
. “should be able to convert it readily into coin or the '
. “equivalent.” :
Mt, .C. Le Marchant, a member of the Tndian Currency ‘
i ‘COIIImISQIOH of 1898, said that the Indian Currency Com-~
. ‘mission of 1808 attached importance to the opening of a
_ mint in India for gold coinage because ‘there was no doubt
fthat if it (i.e., gold produced in India) had been minted
/ “and remained as coinage in the country, after a succession
.~ “of years it would have become an appreciable item. th
N “tlnnk also there was the idea that it fell in with the senti-
“ments of the country. . . Gl e
- 'aware the opinion is held by people of great Indian ex-
- “perience that minting a purely Indian gold coin would be
| fax.l ‘advantage’’.
 The Hon’ble Sir Alexandar McRobert, who had beeﬁm
o Presxdent of the Upper India Chamber of Commerce, Cawn-
pore, for nine years, and is closely connected with India’s
premier Woollen Mills in Dhariwal and Cawnpore, ex-
‘pressed the following oplmon e

""cb' Qilver, and I think it is reasonable that the holders of
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T am inclined td_‘ believe that the advantages of opening a mint for the fres
coinage of sovereigns would justify the cost. There is the question of prestige as
| well as convenience. 1 would point out that the Indian mints, as now run, make
_n profit of over £100,000 annually even when they are slack and coining no new
| rupees from pufh&\s@d gilyer,*

The Cement of ﬂhe Empire.
. Fnough has been written to indicate that there is

‘a large and growing volume of well-informed, intelligent

and most weighty and respectable opinion—both official
. and mnon-official ; Furopean and Native Indian—warmly
. advocating the throwing open of the Indian mints to the
. unrestricted coinage of gold. And by reason of its world-
. wide use and interchangeability as well as the popularity

. lation ; and as felicitously described by Sir Shaputji Broa-
- cha in a metaphor,—owing to its being “‘the cement of the

. Empire’’—the balance of opinion is in favour of the coinage

o already attained by it among all classes of the Indian popu- |

of British Sovereign as the standard coin of India. It

 would appeal equally to the patriotic sentiments of all

sections of His Imperial Majesty’s subject and may serve
as a link of union binding the dominions of the King-
Emperor lying scattered all over the globe.

¢ If the objections of the Board of Treasury, to which a
teference has already been made, be really insuperable
and if, indeed, the red-tapism of the Treasury is so rigid
that they cannot see their way to make any concession
to the wishes of the vast Indian population,~—comprising
~ the largest and the most important section of the King’s

dominions—then a distinctively Indian coin of the same]

weight, fineness and size as the British Soveteign may be
coined, to ensure its interchangeability in coutse of time,

The size, equipment and details of control of the
managemnet of the Mints are, of course, matters which
the Government of India would thresh out and settle them-

S * In the course of his oral examination, Sic Alexander McRobert said i “My own practice
< ever since the sovereign was made legal tender, has been to pay all wages in gold as far as if
would go, that i3, so long as we could get gold, For about three years we could not

. Smet gold—about. 1907-8-9—but when we can get gold we invariably ‘used it for payving |

“‘wages. I think on the whole it s (an advantage that they should use gold as currency). It 1%

P

““more portable, it i8 easier hidden away, and after all it is the standard of valus throughout the j

| “'world,  The ordinary native—I am speaking now of the small man, the workman—uoes not handle
| “notes much, It is metallic eurrency that he believes in.” §

sl S

I
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selves with the Home Government. But in view of the
growing importance of Delhi as an Imperial centre of the
Fapire, and of its being within equal reach of all the
remote parts of India, I think it would probably be
preferable to locate the New Gold Mint in Delhi. It has,
I Dbelieve, been already decided by the Government of
India that in the event of a gold mint being opened no
seignorage will be charged. To do so would be to stultify
the whole scheme.

1882=1013.
The Mysore Gold Mines.

The steady and solid improvements made by the Gold
- Mints of Mysore, thanks to the warm encouragement and
generous support of the enlightened Ruler of that model
Indian Native State, renders the adoption of this scheme,
by ensuring a regular supply of the raw metal, eminently
desirable.

His Excellency Lord Hardinge of Penshurst, during
a visit to the Kolar Gold Fields on 21st November, 1913,
paid a glowing tribute to the excellence of the Mysore
Government and the Mining Board’s management in the
following eloquent terms :—

A striking feature in the record of the mines is the  steadiness with which
the production has been maintained and gradually inoreased. Thig, T understand,
_is due not to uniformity in the conditions in which the gold occurs but  to the
foresight and skill with which the mines have been worked and the deoper strata
which have been explored. Tho mines are now showing a gold output of over
three crores of rupees per annum, from which the Durbar derives a gross incoms
of 13 lakhs a year. These results exceed, I beliove, the most sanguine expectations
of the original promoters,

From a few statistics compiled by the Mining Boatd
for the information of His Excellency, it is interesting to
know that the investments in the several gold mines in
Mysore territories now represent a sum of nearly ninety
crotes of rupees,—made up as under — "
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| Mysore Mine oG G L
Champion Reef.. . i i Ji1.002.000

iorganm . o Vo v 850 648
Nundydroog .. il i R
Balaghat . 0 58,398

. Mysore and General Lx,ploratzon i 23,038
. West Kempinkote i A i 23,538

The vatue of the first output in 1882 was ' £38 worth |

W gold and in 1912, it was worth £2,158, 371 A tmly grand ‘
. tecord of progress ! ;

I the Govemmen’c of India even now fail to take

0 ; ‘advantage of this large local ploduct ‘on, and. by 1ts | i

| coinage and retention in India helpin the equalisation of

L her balance of trade with Hngland, where its equivalent
. money will be transferred, for satisfaction of share-
_ holders' demands, by means of trade adjustments, what

~ impressions, excepting those of indifference to and disre-

. gard for the people’s weal, will that course create m the
. minds of the Indian population ?




CHAPTER IV,

The Story of the Gold Reserve.

A Gold Reserve at the Bank of England would, I think,"be
a financial waste. It might be very good for England to
keep a Gold Reserve, but for India to keep a Giold Reserve
that might very rarely be trenched upon would be a waste

. the great depeti=

dence ought to be on Gold deposited inIndia itself.—Sir Samuel
Montagn, Bart, M.P,

Its Origin and Growth.

Until June, 1893, a silver rupee did not represent as
a picce of currency anything over and above the value
of bullion contained in it.  Any one could tender silver
bullion at a mint and have it melted, cut and marked into
coins of the realm on payment of a nominal charge. The
rate of exchange, when the mints were closed to free coin-
age in 1893, stood at about 1s. 23d., that is, the value of
Silver contained in the rupee, expressed in gold measure,

' was equivalent to 144d*. The mints were closed with the
object of dissociating the rupee—as currency—irom the
Silver—as bullion. And the first efforts of the Govern-
ment on closing the mints were, therefore, directed to-
wards raising the value of the rupee in its relation with the
English sovereign. :

"The object which the Government had in view was to
raise the exchange value of the rupee to 15. 4d. To attain
this object, fresh coinage of rupees was, practically, sus-
pended in June, 1893. This suspension continued for a
few years and rupees were artificially fo:ced out of circula-
tion : and in accordance with the laws of supply and demand
the exchange value of rupee began, steadily, to rise and
eventually stood at full 164.1 The Government of India
are tiow the sole suppliers of rupees and in virtue of their

* Tho vate of Silver in 1503 wag 394, per ounce. In 1913, if stood ab 27d. The actual cost
of making one rupes now is 10kd,

+ Before this stage was reached and the exchangs value of rupes got consolidated at 1s. 4d.,

Tndia had to pags through severe Crlsis arising out of the rupee famioe. Au account of the florcs
gtruggle in the Indian money market occaxionsd thereby hae alrendy been given in Chapter LI
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it

'Béi"t:ioh“as the monopolists of the token metal currency,

i they can always dictate their own terms. The exchange

 value of the rupee has, therefore, all along stood at 1s,

44, except when the India Office has——for reasons of its

own—chosen to accept a less value for it.*
As soon as the exchange got steady at 1s. 44., and

stood the test of market fluctuations, coinage operations

. were resumed. Though small quantities of silver were
coined earlier, + the coinage of rupees on a significant

. scale did not recommence till 1900 ; the Government mints
| were then kept fairly well engaged for some years, the

- number of rupees coined (less recoinage) being :

. Rs.
1900-0I .. SR .. 16,93,65,000
100102 .. ‘" o be i 3;82,40,000
190203 il i ol i 3,24,08.000
I903-04 .. e i .+ 1 11,15,53,000
1904-05 .. il ol Vs 4O.000T

: In July 1905, the Government of India stood in a
fairly strong position in respect of their silver reserves.
The total stock of rupees in the Government treasuries
(including uncoined Silver in their possession reckoned
at coined value) was 1837 lakhs. They then seem to

* T'he exchange value of the rupee has often touched 1s, 8'875d. In order to ¢xplain why
tho lowering of the exchange rate conld safely be avoided It would be necessary to explain the pros
cedure by which rupees in India ave exchanged for sovareging in England. Houses deating in Indisn
eommoditiss have to remit funds to Indin for the purchase of exports. Instead, however, of sending
actual Gold, they pay the money to the Secratary of State for Tndia and the latter advises the Governe
ment of Indin to deliver equivalent value in rupees, to the agonts of those houses, from Indian
treaguries and he himsolf ubilises those funds for meeting the Home Charges,

| The Governmant being the sole supplier of the rupee and they having fixed a certain price
for ib, viz,—£1 sterling for 15 rapees, it is evident that nobody can gebt any rupees except eivher by
%m%ment for them to the Seoretary of State in Jngland, or by bringing Gold sovereizns to India
0 buy rupees with. . This later procedure involves an exira expense of about 4. (Lipie) per rupee
on aseount of sea-freight, insurance and loss of interest for the period of about a fortnight spent in
transit. | No one can, therefore, bring goverclgns to India from England at lesa than 1s. 4id.  But
dometimes it happens that sovorelgng shipped from Australin o England in satisiaction of balance
of trade are purchased by Indlan export Houses en route. ' Again, Baypt has often to remit money
- to England for commodities purchased. Ingtead of letting these soversigns go to England, and then
bringing them to India, bankers arrange to pay equivalent money for these coins in England and
bring sovereigns direct trom Eoypb to India. In both of thede cages, savereigns cost sorewhat (say,
ahd.) less,  The Beeretary of Wtate can, however, always get at least full 1s. 44, for his rupee. The
policy of seiling the rupees at a lower rta exchange than 1s. 4d. ltas Deen the subject of stienuoud
Gritieism in India, and it 1S argued that this depreciation is brought about by esgcessive drawings.

% The total colnage, less recoinage, from 1804 to 1899 was as fﬁllows Mo
; 8

180405 .. i i v 8,04.000
1805-96 | 1 b i i 24,000
1806-07 [ i s TR

1807-98 | " i 't 87,88,000
1898~09 ' .. s R o) 87,256,000
1899--1900 o i L 1,32,08,000

t Fractions of a thousand are omitted.
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have gone to sleep and discontinued the purchase of
silver bullion for a short time and did not wake up
till December, when the stocks of silver coins had

sunk to 761 lakhs (40 9% of what they were six months
earlier). There was an increase in the demand of Council
Bills, in consequence of which the rate of telegraphic trans-
fers temporarily shot up to 1s. 4'532d. New silver, how-
ever, soon arrived and in March, 1906, not only had all
demand for currency been met in full but the stocks of

silver reserves were double of what they had been three
months before,

“T'his slight scare, however, was more than sufficient’’—

. writes Professor Keynes—'‘to make the Government loose
“their heads. Having once started on a career of furious
“‘com'lgc, they coatinued to do so with little regard to coni-
“‘siderations of ordinary pradence ;

“without waiting to see how the busy season of 1906‘7

. “would turn out, they coined heavily throughout the
“summer months, and, there being more silver in hand
“than could conveniently be held in the currency reserve,
“it was maintained, at the expense of the sterling resour-
‘‘ces in, the Gold Standard Reserve,” ‘

Some idea of the extreme limits to which the coinage
operations were pursued may be formed from the fact that
at the end of three months—in July, 19g0o6—the silver
reserve went up to 3z crores of rupees. Aund though the
demand for rupees in 1906-7 was on a large scale, the

mints had been kept so busy that the reserves of silver
. never fell below 20 crores of rupees., ‘“I'he more than
“‘adequacy of their reserve”’—to put the situation in the
eloquent words of Professor Keynes—'at the busiest
“moment of the very busy season 1906-7 did not check,
“however, the impetuous activity of the Mints”., Xn 1907,
as in 1906, the Government continued to coin incessantly,
In September 1907 the silver holdings of the Government
in one form or another stood at the excessively high figure
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raf about 31% crores of rupees. The demand slackned and

there was great redundancy of currency. It hecame neces-
sary for the Government to withdraw immense quantltles

' m STORY cm mm GoLD xmsrmvm

. ~ of old silver currency from the circulation.

' But all this was of little avail in checlqng the Govern-
_ment in their policy of a ‘‘furious coinage”. And though
the stocks of rupee reserves have continued to mount
steadily, heavy coinage operations have all along been
‘continued regardless of the redundancy thereby occasioned
. in the country’s currency. The amount of rupees coined

 from 1905 onwards (less recoinage) is as follows: *

Rs.
1005-006 16,87,67,000
190607 ‘ 23,37,81,000
1907-08 15,60,16,000
1908-09 ; i 24,51,000
1909-IO0 11,39,000
- IQI0-IX 19,094,000

1912-13 (Estimated) 15,75,00,000

The coinage policy of the Government of India, says
Professor Keynes, suggests these obvious reflections :

A sucocession of years, in which there is 2 heavy demand for eurrency, makes
iti less likely that the heavy demand will persist in the year following. The effects
. of heavy coinage are cumulative, The Indian authorities do not seem to have
uaderstood this. They were, to all appearances, nfluenced by the orude inductive
. axgument that, becanse there was a heavy demand in 1905-6, it was likely that

Tt may be Interegting S0 compare the above figures, whmh are given by Mr., ¥, W. Newmarch,
 Pinancial Secrotary at the India Ofiice, with the table 'of ¢oi muge In the Indisn  Mints, durlng
‘gome of these years, a.s iven by Mr. lumm Behary Bullaw, M.A., B.L., of the Beagal Provineial
Borvice, o his paper gn '‘the Gold Standard in India” (Decamber, 1001y )

Year, Rupees coined in lakhs,

1893-04 4.14
1 1897-98 49
180809 Va2
1800~1900 1,80
1900-01 17.15
1901-02 4,05
1902-03 11.27
1903-04 16,17
1004~ 10.88
100506 19,60
190607 28.37
1807-08 17,82
08 2,51
19081 2.08

191011 2,20

The difference may poﬂa&bly be explained by the inclusion of old rupees recoinod In one of
" the statoments and their exciusion in the obber, thongh if it has been necessary to recobn gver 134
. grores of old xupmas in twenty years time, this is snother proof of the excessive wear and tear and of
wwmfulnm | o Silver cucrenvy systera,
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there would be an equally heavy demand in 1906-07 ; and when there actually was
a heavy demand in 1906-07, that this made it yot more likely that there would
be a heavy demand in 1907-08,  They framed thoir polidy, that is to say, as though
a community consumed eurtency with the same sbeady appetite with which some
communitios sonsume beer.  In o farasthenew currenoy is to satisly the demands,
1ot of hoarding, but of trade, it is hardly necessary o point out the fallacy. Mores
over, even a superficial acquaintance with che currency history of India brings
experience to the support of reason. Even when the rupee was 'worth no more
than its bullion value, so that it was hoarded and melted much more than it is
10w, years of unusually heavy coinage were nearly always followed by a re-action,
It may be added to the above observations that since
their artificial enhancement of value, rupees are not used
at all for melting down to make ornaments. The habits
of hoarding have, also, to a very great extent changed and

there is very little hoarding of rupees now in vogue.

! There is a general feeling that the heavy coinage opera-
. tions carried on during the recent years have not had so
 much the object of meeting genuine demands of currency

_in view as to earn larger profits on the coinage of rupees
_and transmit those profits to England. I may cite the
~ opinion expressed by a paper of the respectability and
‘high standing of the Times of India, in a leading article
' published in its issue of 1st February, 1912 : !

.| The greed for coinage profits mush be given up. 1t is debauchitg. ‘It hag
| debauched the London authorities into taking frora uhe pockets of the public for

' Gold Reserves, while making it appear that they were depending on 1eserves

from coinage profits alone. * |

1t is difficult to avoid the spread of such ideas when

. the coinage of rupees is resulting, as it did from 1910 tO

% Tmpressions like these gnin strength from such staternents of the Government of India
| p8 the following contained in thelr despateh dated 3rd March, 1898, to the Home Goyernment :

! “fhe average annval addition €0 the currency when the mints were oven was about I,
#7.000,000, of which, however, a part only, perhapd half, was a permancnt addition, an smount
“‘equivalent to the remainder beinig removed from the eirculation principally for the pumpose of
seonvorsion into silver ornaments’”. f

S0, up to 1803, a fresh not addition of about 33 Jakhs 8 vear to the ctirrency was considered
quite adequate. This was the current opinion of the eowntry when the Fowler's Committee beld its
gittings in (;,898. Mr. Merwanjee Rustomjee speaking betore the Committee, on 16th November,
1808, stated ! i

“The meaning of this Government estimate is that Rx. 8,500,000 of currency were added
“aypry year to the existing coinage for the necessitios of India, Tf the country wore lolt to automatic
“onrreney, it would absorb every year 1. 8,500,000 of frash coin to supply its needs. The mints

 “heing closed in June, 1803, the currency sfurvat[’qn to the vountry in the fiye years has been to the
“axtont of Rx. 17,500,000, Lags aboub 2,000,000 coined for the banks immediately after the closure,
sand R, 2,000,000 received from the énrrency Departient: the deficit has been, in the matier of
*“fresh colnage, i{,s, 13,500,000, which alone would have Lept the circulation to its normal condition.”

The growth of trade and indnsbries in the country may srhaps have nevessitated @ somewhat
Inrger mlntzig;e of rupees but the expansion could  nob, cerf.ufn)y, %a,ve been @0 great ag to justify
the enormously heayy minting of the récent years, i
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‘May 1912, in a net average profit of about 42 9, of the
nommal value. | ‘

'l‘he tertn at preﬁsent given to the profits on mmagc in
the official terminology is the ‘Gold Standard Reserve”. It
 appears from the Government of India Notification No. 406~
F, dated 28th March, 1913, that the total amount at the
. credit of the Gold Standard Reserve fund stood on the
0 Rrst December 1912, at £21,543,I71, ot at 1s. 4d. equiva-

. }’;lent to Rs. 32,31,47,565.% |
. The bulk of this large amount was transferred to
. England and held there in the following manner : :
. ‘ ¢

| Gold set aside in the Bank of England, . Vel aBeiena
. Invested in the London money market by the

| Secretary of State for India-in-Council sub- |

ject to recall at short notice .. e .. 1,013,600

Ll In addition to thlS securities o:{ the face value of
£I7 501,513 were held in anland as under :

(a) Securities which are cither umfedeemable or
which will mature after long periods of time :

- o £
British Government 2% % consolidated Stock . 4,665,770
Local loans 3 0k stock .. Sl 200 0ab

~ Irish Land 2} 9% guaranteed Stock .. Wil 438 aea
Transvaal Govt. 3 9% Guaranteed Stock(1923-53) ' 1,092,023

Total = | 6306513

# The amount, composition and location of the Gold Standard Reserves on 31gt March, 1913,
" stood as under

, IN ENGLAND £
Securitlon at Ms uket Valug . 15,045,669

Invested in London with Banks and indiv:duuls on mtexest subje‘t to
recall ab ghort notice . <o 1,005,664
. Gold depogited at the ‘Bank of Lnghmd ah o Y 4 St b‘>0 000
Total 15 571, .du

INIINDIA,

Silver o . e e iy o i i o v 4,000,000

) | Grand Total £ 22,671,888
| (converted ab 1s, 4d., in Indian currenocy, Rs. 33,85,60,995).
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(b) Securities which ave due for yedemption within |

the next five years of time : £
British Treasury Bills, (due 1913) . v 2,400,000
Exchequer bonds (redeemable IQI%-—16) .. 6,035,600
Canada 32 % bonds (due 1914~19) ! 161,000

Corporation of London Debentures, _)% o and

3% % (redeemable 1913-15) .. 145,000 "

New Zealand 3% 9% Debentures, (due 1914—15) 246,400
Queensland 4 9, Bonds and Stocks (redeemable

I-7-1915). . 150,000
New South WaleS 4 i Bonds and 3% °/ ptock ,
(redeemable 1915- 18) 117,000
New South Wales Treas uryBﬂls (due 16-5 - 1913) 250,000
Southern Nigeria 4 9, Bonds, (due 15-9-1916).. 100,000

Union of South Aiuca Bills, (du 1-4-1913) .. 600,000

Total .. 11,105,000
Grand Total, £ 17,501,513
o The above sccurities were valued on 3oth September,

- 1912, at market price of the day at £ 15,965,148.
; The procedure of withdrawing India’s Gold Reserves
and investing or holding them in “bullion in England has
caused considerable discontent in India

Recommendations of the Fowler’s Committee.

The Gold Reserve was established in consequence of
the following general recommendations made by the
Fowler's Cominittee, 1898-0.

We recommend that any profit on the coinage of rupees should not be credited
40 the revenue, or held as a portion of the ordinary bulance of the Government of
India, but should be kept in Gold as a special reserve, entirely apart from the
Paper Currency Reserve and the ordinary Treasury Balanoes. . :
We regard it as the principal use of a Gold Reserve that it should be freely a,vml»
able for foreign remittances whenever the exchange falls below specie point ; and
the Governemnt of India should make its Gold available for this purpose when
necessary, under such conditions as the ciroumstanchs of the time may render
desivable. For example, the Government of India might, if the exchange showed
a tendency to fall below specie point, remit to England a portion of the gold
which it may hold, a corresponding reduction being made in the drawings of the
- Becretary of State.

There .is fot the slightest indication in the above
recommendations to the effect that the profits on the
coinage should be carried away from India and held per-

manently in England. ‘On the other hand, it is cleary
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eVldtnt ‘_'from“t*he language used that the profits ought to
remain in India and be made freely available for foreign

| IHE $10RY OF THE GOLD RESHRVE.

for meeting the Home Charges, ‘whenever the exchange
falls below specie point”. It is also clearly stated that if
such ' a contingency arose, and any portion of the
Gold Reserve was actually withdrawn' from India, the
Secretary of State for India ought to make ‘‘a corresponding
 reduction” in his drawings. The Committee evidently
meant that the “Gold Reserve” should exist in reality
~ what its name implied, i.c., a reserve of actual Gold, held in
India, for the purpose of supporting exchange by making
. remittances to Emgland whenever the necessity to do so
' V‘afc?t‘ua,l‘ly arose and to recoup the deficit by withdrawing
an equal amount from the general cash balances of the
country and keep the Gold Reserve intact. |

| If the Fowler's Committee had really intended that
this Reserve should be kept otherwise than in actual Gold,
and be maintained in Fngland as a safeguard in that country
. against risks of reduction in the standard exchange value
. of the sovereign, it is inconceivable why they should not
. have explicitly said so. The term given by the Committee
_ to this accumulation of money (viz., Gold Reserve) clearly
. expressed the function and limits thereof. When, some-
. time afterwards, the Government desired to divert the use
" and location of this Reserve, and began to interpret the
. recommendations of the Fowler's Committee in a new and
altogether different light*, then it was that, in 1906, its

i * Tn an Explanatory Memorandun of the Tast Indla Accounts and Tetimates, lssned In Jfuly,
1911, over the signature of the Right Honowurable Mr, Montagu, M.P., Under Seoretary of Stai[e
* for India, and published s o Partiamentary paper, it was stated
(old  Standard Reserve,
i “In accordancs with a vecommendation made by the Indiun Qurrency Committes of 18989,
-4t was decided that, with effect from April, 1, 1900 i i ;
¢ #e4 TThe net profit on the coinnge of newsyipess should notbe trented ax revenue, bt should
| “be paid to a special reserve. ! NS | S
‘. fMhe reserye should be hold mainly. in sterling securlties, the interest being added to the
fenerve as b ncerued”, ) g &
| s ackual facta of the cage are that the Indian Cirreney Committes did not make any recommenda-
| tion of the nature degcribed in the second paragraph and the declaration of this statement over the
. signature of no lesd u person than the Under-Secretayy of State for India, creatos a misaderstonding
and teads the people to belleve that in ubliising the Yadia’d Gold Reserves in the manner that the
t " Ofitce has done, the Government have been acting in accordance with tho recommendations
the Towler’s Committes, whereas in reality’ the actlon of the Indin Ofilee i in direct confravention
5 | Y )

10

%

remittances in satisfaction of Secretary of State’s demands a
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name was altered into the “Gold Standard Reserve and
it was decided that the bulk of this Reserve should be held
in England and iavested in sterling securities, and that a
part only be held in India in silver coins to ensure and
facilitate the encashment of the Council Drafts and
Telegraphic Transfers from FEngland. ‘
. Why the Reserve should be kept in England ?

The bureaucracy in India have from time to time
' given expression to several reasons as to why the Gold
- Reserve of India should be held in England. The main
of these arguments are :

(1) Gold is located in England to simplify the duty
_ of the Government of India in maintaining the gold value

. of the Rupee, as, when required to support the Emhange,

it would be immediately available. -

‘ (2) Holding liquid gold in India would entail loss of
. interest which the Government at present earn by invest-
ment in gold securities. -

« With regard to the first of these arguments, no strain
. can be put on the exchange value of the rupee so long as
India is able to pay for her purchases by her exports.
! It appears from statements recently published by
the India Office for submission to the Royal Commission on
Indian Finance and Currency (1913) that the Foreign mer-

. chandise Trade of India on Private Account for the period

| from 1883 to 1912 stood as under :* G
Vi Year, Exports. Imports. Net Exports.

(April-March) £.M. £.M. £M.
1883--84 58.747 35.136 23.611
188485 55.467 35.433 20.034
1885-86 55.885* 34.541 21.344
1886-87 58.952 39.108 19.844
188788 60.314 41.590 18.724

* The above statement Is In millions of Pounds gterling ; fractions of a million over one thou~

gand are shown in decima
! The rupees are converted into sterling at the rate of Tifteen Bupees equivalent to one Found

 Sterling

5
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i Yeaw Exj)oﬁs;k ' Imports Net Exports

a (Ajml—March) ol A L e
) TERB8g 6@.]652 44.380 0 20,272
- 188990 68,03t . 44873 24,536
0 aBgd-or ' OO.ws7 . 40.023 20.734 .
. 1Bg1-02 72.024 44.392 27.032
) (Nov-Oct.) !
189203 71.580 45.010 26.570
/| X893-04 73010\ 49.4400 | 24.170
. 1894-05 724290 45.040 . (| 20,190

189596 74100 49.390 24.710
18go-g7*  64.580  43.790 20.790
1897-08* 780930 75,740 28.190

i 1808-09 . 73.670 48.400 25.270
1800-1900%  6g.560 46.920 | 22.640

| 1900-01* aBsd4e0 850130 23.810

0 Tgow<o2T . 83,900 AZi7300 20,970
13002-03 04.510 54.050 40.460
1903-04 (dgriorol G360 42,650
160405 106.470 66.070 40.400
1G05-00 I1I.230 72,100 30.040
1006-07 | 129.270 20.050 50.220
1907-08% 99.530 87.420 120110

. 1908-09™ 111.240 75,840 35.400
1909-10 138.340 82.330 56.010
19I0-1I . 150.560. 89.850 60.710
1911-12 160.810 100.340 60.470

» It will be seen that throughout all this long period
. there has not been a single year—~inspite of the fact that
A ,fpa;rts of India were afflicted with acute faminesin several
different years—when India has not been able to pay for
her foreign purchases by her exports. On the contrary,
there has always been a substantial balance of trade in
her favour. There is thus, for all practical purposes, an
exceedingly remote risk of the disturbance in exchange
value of the rupee on this account.

v . But India has to remit neatly £20,000,000 (less atnouitts
' borrowed in the United Kingdom for capital expenditure

* [ the years macked with an asterisk (130607 £ 1807-03 ; 180019003 1000-1001 1 3. 1904 0y
1100708 5 1008-00) parts of India weve.visited by agube famines and tha npeudu o on Eummu
lek:f excaeded £5()0,000



1 in Indla) every year to England for what are descnbed as
the Home Charges and her Fxports must, therefore, ex-
 ceed her Imports by 15 to 20 million pounds in order
to enable her to liquidate her foreign obligations in full,
. Looking into the figures from this standpoint, we find that
_ there has been but one single official year (1907-08) during
which, owing to failure of monsoons and a widespread
famine in India, the Government of India were obliged to
draw on the reserves and cash balances alre: ady held by
the Secretary of State in Eugland ‘ to the extent of
W “48,050,000 to meet bills sold in India towards enabling
. . ‘the unfavourable trade balance to be liquidated, and
i “"£933,749 towards meeting the Secretary of State's re-
‘quirements, or £8,091,749 in all.”’—Vide evidence of Mr.
L1onel Abrahams, C.B., before the Royal Conmnssion
1913

An unfavourable balance of trade is, so far as Tndia

s concemed a matter of exceedingly remote and rare
occurrence ; and to keep 33 crores of Gold Standard
. plus 13 crores of Paper Carrency money of India for ever
in England to meet a contmgancy which occurs, sav,‘
‘at most once in half a century, is a circumstance which —
to put it in the words of the Hon'ble Mr, Webb—“has not
“oniy deprived the public of confidence in the adminis-
“‘tration of this Reserve, but it has, in my opinion, exposed

“‘India to grave danger”.

The wishes and feelings of the Indian people in this
matter were correctly voiced by Sir Vithaldass Thackersey
in his speech, on the administration of the Gold Standard
Reserve, delivered in the Imperial Legislative Council on

. the 22nd March, 1912. Sir Vithaldass said :—
' The location of Gold in India will not at all make the diby of the Gover-
‘ment of India any more difficult in maintaining the gold valie of the rupee.  The
~ eall on this reserve is made only when it is required for export, and it will be as
easy for the Government of India to deliver Gold in Tndin to those who wanb it in
i :e_xcha.nge for rupees ag it is easy for the Secretary of State to deliver Gold in London.
If Gold is required hy the Secretary of State when he cannot sell Council Bills
it can be exported almost immediately.




.Oncmable M, Montagu De P. Webb, stated :

In ooxmwtmn with the general policy of holding. the bulk of the Gold %smdard o

Reserve in London, I submit the Government have gone entively boyond their
province i in nndertakmg to provide not only Gold for export, but Gold toady deli- o
‘vered at a financial centre on the other side of the globe. . The business of Govern |

cipate the requirements of the publie by laying down  £20,000,000 of India’s money
‘Lcmdcm (or elsowhere) in advance. No doubt, London ig in all pmba,blilty the

in the balance of trada againgb Indm, would be rcqumod But Government’s duty |
ends when it provides that Gold in India. To deposit the bulk of the Cold in a.

| doring how they can strengthen their own = admittedly slender and inadequate
‘Gold Reserves, i3 to cxpose India to risks and d:mgerq trom Wluch she hag ﬂvery '
right to expect complete protection.

Gold Reserves, Sir Samuel Montagu, M.P., stated before the i
 Indian Currency Committee of 1808-gg. i

but for India to keep a g,old reserve Lh at might very ravely be trenched npon would
b a woste . i ¢ «  the  great dnpen-
! denee ought to be on gold deposxtad in Indm 1tse]f

; * ® % # * M *

U tha Treasury in India would produes a moral effect which would be very great.
T hl faet, I think, you would very soon be able to reducs your three-and-a half per cent
. rupee loany to three per vent. and o save the interest. '
With regard to the sccond argument advanced in
favour of the location of the Gold ‘Reserve in London,
viz. that the Government are thereby enabled to invest
| it in interest-bearing securities or on short-term deposits
with individuals or banks, several public bodies in India
‘have protested against this policy and regard it as full of

. grave risks. The Bombay Chamber of Commerce wrote
~ to the Government of India, in 1907, representing that the
Ly (101(1 Standard Reserve is being maintained for the bake .

mmmmmm on Indian ﬁFmance and Currency (1913), tho* ]:

‘ment, g0 far as the maintenance of the sterling  value of the tupee i3 concerned, i
18 to provide Gold in India for export, if vequired, and not to endeavour to anti- i ‘

‘cenfw whete the Gold, in an economic, financial or political crisis involying a uhange' e :

oentre where the bzmkmg community are already, on their own initiative, ‘consis |

Referring to the question of the location of India’s

: With regard to keeping a Glold Reserve here (in England), T ses no pmtxculalﬁ‘ : “. i
. advantage init. A Gold Reserve at the Bank of England woald, T think, 00
" bea ﬁmncml waste, It ight be very good for England to keep a Gold Reserve, | |

It you have an aceumuhhcm of Gald, every million of (lold that you deposit @ = “
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i of seriotis emergencies and that should such emergenc1es
arise it might very easily happen that it will be extremely
difficult to realise the securities rapidly. Indeed, the state
‘of the money market brought about by the very emer-
gency would, probably, be considerably aggravated if it
. entailed the realising of a large quantity of British secu-

 rities, whereas if the Reserve was a metallic one the posi-

. tion could be at once relieved.

In order to realise the full significance and force of
these observations, let us think for a moment about the
nature of the emergencies against which such Reserves
" are held and the occurrence whereof may render it necessary
- for the Government to speedlly realise the money now in-

. vested in securities. It is reasomable to believe that so
. long as prosperity and peace reign supreme and things :
‘glide on smoothly such sort of investments may, pethaps,

. be harmless, I have already explained that the chances
. of the occurrence of a famine of stch magnitude as would

~turn the balance of trade against India, are remote ; and

. should such a severe famine do happen and—what is still
- more unlikely—continue for more than a year, it is an

| axiomatic truth that it will be accompanied by a diminu-

tion in the people’s powers of purchasing foreign commodi-
ties and the imports would automatically dwindle down.
When we study the affairs of other countries in the
world, it is found that the reserves of Gold are held by them
- primarily for use in the event of political complications.
Should, therefore, such complications ever arise and
England may happen to be involved in a war with another
big Power, the first effect that the war would have would
be to cause the disorganisationof her financial and economic
_ equilibrium. In such circumstances the sale of India’s
several millions sterling worth British and Colonial se-
curities would be considerably difficult,—at any rate the
situation would be infinitely aggravated if it were accom-
~ panied by the sale of such a large quantity of securities,—
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ff7apart from the heavy losses that are likely to be involved
~ in the sale of paper money in times of panic or pohtlcal
1 ‘iunrest : :
‘ The Government of India, too, take somewhat the |
. same view of the situation. In a letter, (No. 8g), dated
st April, 1909, addressed to -the Secretary of State for
India, the Governor-General-in-Council, after referring to

the smgular unanimity of the entire informed pubhc
‘ ‘opmlon in India on this subject, said :

We are frequently asked why we strain after interest on the Reserve, which

is the basig of our currency system, and, consequently, one of the chief pillars of

. the ovedit of India ; and it is pointed out that other countries are careful to retain
. ultimate foundation of their crodit in bullion.®

Motrcover, we conceive thatthe position of the Goyernment of Indiain the markets
of the world would be much stronger as the possessor of & large store of liquid Gold
than a8 the posessor of a corresponding capital in consols or similar seetrities)  In

' the former case, the Indian Government might in an emergency be powerful to

£ help the market ; in the latter there would always be the potential danger of their

) wishing to realise at an inconvenient season.  We would, therefore, urgs on Your
. Lordship the propriety of building up a substantial share of the reserve in liquid
L Gold. :

One more argument is advanced in favour of keeping
India’s Gold Reserves in London It is this:

| India iy normally in the position of owing London money ; this debt ig dig-

charged partly by the consignment of goods, partly by the renewal at frequent
. intervals of short loans oz eredits made by the London Market to | the Indian Mar-

. ket on bills of exchange or through the Hxchange Banks, and partly by new per-
manent loans,  Tf there i3 great stringency in the London Market and London is

in urgent need of funds, the use of the last two methods ean be so much restrieted
' that India can be practically forced to pay what iy owing in Gold It is, in faot,
precisely becatse she is open to this pressure that it is necessary for a considerable
Gold Regerve to be kept.t

* The yeserves of Gold held In actual metal (not in securities) by the Treasuries and
. Bauoks of some of the chief countries of the world on 31st December, 1910, were ; i HRmEN

'I'he Uulted Btatey 01 America. e W e o i "63‘,211 000

iy . ve s e o L 131177000
Icussia Fa i s K v ui P A 130 470 000
Augtria i i i A i a Wi Uy . 55,023,000
Ttaly. . SR SN baa AR R R AR 868! 000
Argenblna e ¥ v e e i 5 s o 87,03:},000
Germany .. &4 Ua i e P i i3 o 38,052,000
Anstralasis |, | w0 i i g o e o W 51 366,000
Eagland i it o A . .. 81,356,000

) —-szas of Irclm, Bombav, 20-.:—1911
{ Indian Currency and Tinance, by Professor ¥, M. Keynes, 1018, pp. 170-77,
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It would thus appear that India's gold reserves are
i mamtamed in London so that they may be readily pmmced
. upon by the London Market at any time when there is

any stringency of money in England. It is precisely this

~ consideration which has given rise to a feeling Of {ealotisn

in India. It is difficult to combat the impression that

i  India’s Gold is kept in England as a sort of pledge for the
,"iledempuon of English capital lent to India. A process of

. reasoning based on such premises is vicious; it also gives rise
' to much heart-burning and prejudice against the policy
gmnmmg the administration of these reserves. The'argu-

. " ment, as expressed by Professor Keymues, that the CGold

. Reserves are accumulated by India to relieve strigency

e “jln the London market and are kept in “Great Britain, who
. “might use or regard India’s ‘ear- umrked’ Gold as her own
: ‘m“war-cheqt has made ‘“‘Indian opinion view with suspicion

~ “'the holding in London of the greater part of India’s Gold

 Reserve’”. England is a prime financier not only of India ;
. but also of many other countries in the world, entirely
_ ontside British control or influence and the people natur-

in the case of any of those countries, it is particularly humi-

o liating for India to be required to pledge her debts by the

I deposit of her own Gold ; it might be quite as well to pay

| this Gold in satisfaction of debts and reduce the foreign

debts by the amount of these reserves, rather than to

_ allow the latter to be permanently diverted away from
|/ the country,

As regards the argument that the Indian market is
financed by London through the Exchange Banks, I
notice that, on the contrary, a practice has recently been
pursued, by some of the Hxchange Banks to lock-up the
bulk of Indian depusits in Indo-Furopean trade ot, in
other words, in financing the London market : and of car-

 rying away the Indian balances to Rngland or other
. foreign countries for investment there. It appears from

_ ally think that when no such security is even dreamed of
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the stﬁtiStiés ~p@bliéhed by the Covernment of India that
. while the volume of Indian deposits in Exchange Banks

has rapidly increased, the cash balances held in India are

Exchange Banks.
Year.  Deposits in India. Cash Balances in India.

Rs. Rs.
1890 7,50,00,000 3,45,00,000
1900 10,50,00,000 2,40,00,000
1905 17,10,00,000 3,75,00,000
1910 24,30,00,000 4,35,00,000

 The depletion of cash balances held in India by the
Exchange Banks has further increased public feeling

_ against the transference of India’s money to England.

i The Magic Power of Geld, _
The manuner in which the holdings of India’s
moneys have been steadily increased in England and the
notions that have been held as to what figures should be
regarded as adequate for the purposes of safeguarding the
supposed risks of fall in exchange, and cousequently for
the retention of India’s Gold in Tingland, and the changes
that have been brought about in such ideas, from time
to time, in response to the magic of the growing stocks
of the yellow metal, form an interesting chapter in the
history of Indian Currency institutions. :

The first thoughts about the establishment of a Fund
to serve as-a reserve fot keeping up the exchange value of
the rupee steady at Ts. 44., appear to have emanated from

 the Indian Currency Committes of 1898-9. This Comumittee

recommended in a general way the utilisation of the profits
on coinage as the mnucleus of this reserve fund. The

. % Commenting on these figures,  Professor Keyues remarks ! ¢ )
y “Tn the event of an internal Angnolal cvisis in Indla the Bxchange Banks aze probably depend-
“Ing on the anticipation that they will be able to remib funds from London by telegraphic transfer,
“In this case they tely on not belug hard-pressed fn London and in India ab the same time. An
“Tridian reserve, such ag they appear to keep, of from 18 to 20 per cent would be respectable, for
saxample, in Bngland. Bu in such a country as Indi, where Bonking Is {ll establighed and hoards
“ing wore than a memory, the proportion held in reserve seams somewhat Jower than  pethapy
o1t ought to be. * Posaibly hxchange Banks have already been in smoobity waterg longer than is for

i ‘:'bhg;‘r %ond. Thero are fanjous dates in ghe history of Indian Hanking which should gexve as & momenta .
MO o y

o
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. first attempts at giving these general recommendations
A practical shape were made by Sir Fdward Law, Finance
Member of the Imperial Legislative Couneil, when in June,
11900, he proposed the formation of what he described as
a “Cold Exchange Fund”’. The proportion of Gold in
the Paper Currency Reserve was steadily increasing. At
the time he wrote his minute on the subject, the composi-
tion of this Reserve stood as under : ‘

(Balance of 22-6=1000.)

In INDIA :
Silver coin i i ..Rs. 5.,06,27,089
Gold i 0 iy . .Rs. 12,57,86,505
‘Tnvested in Rupee securities ., Rs. 10,00,00,000
In ENGIAND :

Gold L i ai ..Rs. 75,00,000

Sir Bdward Law thought that this quantity of Gold
was more than it was expedient to hold in the Currency
| Reserve. The first part of his proposal was to gradually
sell off the ten crores worth of the rupee securities held in
the Currency Reserve, at the rate of one crore worth every
year, and to invest the money in sterling securities. And
secondly, to keep only £7,000,000 wotth Gold in the Reserve
" in India and to buy Silver from all the Gold that had then
accumulated —or might thereafter accumulate—in the
. Carrency Reserve in excess of this amount (viz., Rs.
70,30,00,000) ; and coin the same into rupees.. There was,
then, 9f millions sterling worth Gold in this reserve in India,
‘and after deducting the seven millions therefrom, the balance
of 13 millions worth silver at the then current rate would,
when coined, have yielded £700,000 as profit.

The conclusions at which Sir Edward Law arrived were
that a “Cold Exchange fund” ought to be founded from the
above £700,000, plus the amount of profits on the rupee
coinage which then stood at about £1,000,000. He thought
that this £1,770,000 held in Gold and augmented, from year to
year, with the profits on future coinage together with the
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,lgradml conversmn of 10 crores worth of Indian rupee.
 securities into sterhnrr Bonds and interest on the latter

would altogether be quite sufficient to provide an ample

| guarantee for the maintenance of exchange value of the
. rupee if at any time the balance of trade got, temporarily,
adve,rse to India. i

When these proposals were submitted to the Secremw

tary ol State for India, Lord George Hamilton appro-
(8 pnately answered : “I feel that there are serious reasons

“against the adoption of the measures proposed, and I am

i ! “._"unable to sanction them’’.

The prevalent idea in 1900 was that if a sum of £12 mil-

. lions could be secured in London in Gold or invested in
' sterling securities, it would be regarded as ample security
 for the up-keep of the exchange in unfavourable times.
. When, however, this figure came in sight, the ideas as to

the magnitude of the amount which would be adequate

for the purposes in view began also to expand.

On 8th August, 1907, Sir James Meston (then Finan- .

~cial Secretary to the Government of India) replymfr on

behalf of the Government, to a reference made in the
matter by the Secretaty to the Bengal Chamber of Corn-
merce, said :

Hitherto no specifio limit has been fized for the amounts' of the sterling invest-
ments ; but it has for some time past been recognised that the investments ought
not to continue indefinitely, and that they should cease when the amount shall
be considered, in corubitcinn with the effect of the other moasures adopted for the
support of exchangs, to he sutficient to secure with all reasonable.safety the object
for which the fund is creatod.

T am directed to invite the attention of the Chamber to the references to the
subject made in the Budget Debate by the Honourable Mr., CGokhale, the Hon'ble
M. Finlay and the Hon'ble Mr. Baker, Mr, Baker in his speech said that “the
““tirge iy approaching when it will be nevessary to consider whether any, and if so
“svhat, limit should be put on the amount of the invested portion, and this question
“we shall take up without delay. Until that has been done, it will be prmnabum

“and possibly embarrassing to make any public declaration of policy.” Singe
t,}m statement was made, the question hay baen under Sonsiderabion by the Governs
ment of India and the Secretary of Stabe ; and it was referred by M. Morley for the
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e bpi'nion of the Committee recently appointed to deal with Railway finance, of ‘
* . which Sir D. Barbour is a member.* The conclusions arrived ab were, that ample
| provision for maintaining the value of tho rupee already exists, that in view of the

present trade conditions, of the amount of the sterling securities held in: the Gold
Standard Reserve, and of the amount of Gold in the Currency and in the Treasuries

| any danger of o fall in exchange is illusory. v Ly

In explanation of these conclusions T am to invite the attention of the Chamber

to the fact that the investments of the Gold Standard Reserve are not the only
. provision which the Government of India have made for use in the event of it
' being necessary to check a tendency fo a fall in exchange. The CGlovernment also

hold in the Cu-rency Reserve and in the Treasuries a large stock of sovereigns,

| These amount now to over £10,000,000 and that stock of Gold is equally aynilable
for the purpose of preventing o fall in exchange, notwithstanding that it might be |

brought into operation in a differont manner from the (Gold Standard Reserve it

| seli. The amount of the sterling investments of the Gold Standard Reserve is

pearly £18,000,000. The Government have, therefor , available for the purpode of

| combating a fal' of exchange a sum of about £29,000,000. ' It has been held by good

anthorities that the sum of £20,000,000 is enough to give a reasonahle guarantee

of safety agatust the rick of a fall in exchange. The provision already made exceeds

this amotnt by about three millions. In view, however, of the fact that there is
room fer difference of opinion a8 to the exact amount of the limit, and it is better
in so important a matter to err on the side of cantion, the Government decided to

it cortinue the investments to the extent of half the fnture profits on coinage until
" the amount in the Gold Standard Reserve alone reaches £20,000,000. When thab

TYimit is reached the total provision against the risk under consideration will amoun®

o about £30,000,000, if the stock of sovereigns remains atits present level.

The sterling reserves of the Government of India,

when Sir James Meston’s letter was written in August, |

1907, stood approximately as under :—
: Gold Standard Reserve.

£

Sterling Securities at market value . .+ 12,901,675
Gold in India . o vk Vi i 3,970

Paper Currency Reserve,

Gold in India . v e il .. 3,663,000

Gold in London v i o .+ 17,025,000
Sterling securities .. s i .+ 1,333,333

; ~ Total, £ 24,096,078

Ceneral Cash Balances held in London on
that date amounted to about .. Vv BTR0,000
Grand Total £ 30,146,978

¥ The Committee on the Indian Raflway Iinance, cfe., consisted of Bir fames L, Mackay
Chalrman), Sl W.R. Lawrence, Sir £. 0. Schuster, 8ir D, M, Barbour and Mr. Lionel Abrahams.
Their recommendationy were ““Having regard to the satisfactory position which the Geld Reserves
have now attained, i v v v " u the Committee sre of opinion that it
“aonld not be regarded as imprudent, to invest £1,000,000 of the profit on coinage for the present
l’;g&ﬁglal year in Indian Baiwoys and they therefore recommend this course tothe Secretary of
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The foregomg correspondence shows that the view

 taken by the Government of India, in 1907, was that theit
‘posmon as it then stood was so strong that “any dmg;er

| it5 SHORY OF FHE GOLD RECHRVE.

VV-,L”;*”t;o a fall in exchange is illusory’’. But, as the magni-

tude of the reserves grew, that opinion began also to as-
sume a different shape. The maximum of 12 millions

 desired in 1900 had grown into 25 millions in 1907 and

still what the T'imes of India tegards as “the greed” for
the accumulation of more Indian funds in England did

0 . not abate.

The position of the Government on the 31st March,
1913, in respect of its sterling reserves stood as follows i—

Gold Standard Reserve.
(Held in England)

o | Securities at market value .. e .- 15,945,609

. Invested in London sub]ect to 1eca11
short notice . ) .+ X,005,604

Gold deposited at the Bank. of anland .. 1,620,000

Paper Currency Reserve.

. Gold in India . i i i .. 10,583,386
~ Gold in England o i N .« 6,100,000
 Sterling Securities .. i o .. 2,666,600

i Total :
In England 27,337,999
In India 19,583,380

“ Total £ 46,201,385
This amount is exclusive of nearly
10 million sterling of India’s general cash
balances beld 1 London : ]
In cash at the Bank of England .. .. 1,005,852

Lent out to private individuals or firms on
security aud deposited with other Banks 8,650,000

Grand Total { 56,667,237
(at 15. 44. Rs. 85,00,08,555).

QL
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The steady removal of India’s funds to England,
under the cover of the plea that they are required for the
maintenance of exchange in unfavourable times, has con-
firmed an impression in the hearts of the people of India
that the arguments advanced—in support thereof and
the changes in the policy announced from time to

_time—are mere devices for preventing Gold from coming

into India as far it can possibly be helped, and that the

practice enforced by the Secretary of State for India,

sinice 1905, to purchase en route, by means of Telegraphic
Transfers, the Gold sovereigns shipped from Australia or
Egypt to India in bonafide payment of the lattet’s exports
is a further extension of this same movement.* The

- consumption of Silver currency in India has been artifi-

cially stimulated owing to the transference of over 50
millions sterling of India's available money to Hangland
and the consequent grant of 8o crores worth of Council
Bills on the Indian Treasuries. The growth of such im-
pressions does not add either to the prestige or to the
popularity of the Government and it is high time that some
change was decided upon in the policy which has been
guiding the course of events into channels that have been
productive of strong criticism and unrest in India.

When Lord Hardinge visited Karachi in 1911, the
Karachi Chamber of Commerce, which is the premier
exponent of commercial opinion in Sindh, presented an
address of welcome to His Excellency, in the course of which
the Chamber expressed their views in this matter as follows—

On the subject of India’s Gold Standard Reserye, the Chamber are strongly
of opinion that the interests of this Dapendency would best be served by the re-
fention. of a substantial portion of the Reserve, in Gold, in India. The Chamber
think that this end could best be accowplished by defining the nature, objects,
and management of the Cold Standard Reserve by Statute.

In reply, His Excellency thanked the Chamber for
bringing the subject to his notice: he regarded it as a

# Fxtract from the Government of India letter No. 144 dated 26th Apal, 1806, to the

ary of State for India : ;
Eacwm'l'.’i"he expansion of your drawings and the recent decigion to gran telegraphic transfers againsh

“govereigns In transit from Australia will check importation of Qold into Indix inthe future™s
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_complicated matter of great importance. He found that the
~ stibject had been under the most anxious consideration,
more than once, between the Government of India and the
. Secretary of State, and promised to convey the opinion
expressed by the Chamber to Lord Morley (then Secretary

’ I ‘k*,;*‘of State for India) as without the latter’s concurrence it
. was obviously impossible to make any changfe in the exist-
ing arrangements. In forwarding the opinion of the

. Karachi Chamber of Commerce to the Secretary of State,

. on 6th July 1‘91“1,‘ the Government of India could not res-
. train themselves from expressing that ‘“‘our views are
“substantially in agreement with those of the Chamber,”

~ but it was considered inexpedient to ask for any legisla-
tion in view of the decisions recently arrived at by the
‘ Secre‘cary of State in the matter.

The dec1$1ons above referred to were these: The
Government of India in their letter of the 1st April, 1909,
an excerpt from which expressive of their views in regard
| to this question has already been given, referred to the
desire of Lord Curzon’s Governmeunt that the Gold Standard
Reserve “‘should be held in liquid gold in India” and, com-
menting upon the manner of its investment in sterling secu-
‘ hr1t1es, expressed an apprehension that “‘the free employ-
“ment of the Reserve might be geriously hampered by the
. “the form in which it is now held”. The Secretary of
| State replied that he was ‘‘unable to attach importance to
“the apprehension” entertained by the Government of
India and decided :

In view of the pecuniary disadvantage of holding o part of the Gold Standard
Regerve in Gold, T do not see my way to adopting this proposal.  But I am willing
to meet your wishes to the extent of leayving £1,000,000 of the Reserve uninvested.
The part so treated will be either Ient from time to time for short periods on
approved security to approved ingtitutions and firms or deposited at interest with

Banks of high standing, the interest earned heing credited to the Reserve, The
remainder portion of the Reserve will be dealt with (as follows):

(1) To hold a considerable portion of the Reserve in the form of high

class seourities with a near date of redemption, because cash can

A
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always be obtained at the shortest notice, by sale or loan, fm' snoh
_gecurities in the event of their realisation before matumby becoming
necessary,

(2) To hold in addition such an amount of stocks yielding & I:ugher cate
of intexest (e.g., Consols) as I can count on being able to gell in timo
' to meet all requirements that should be met from the Reserve.

. The transactions neoessaty to  give efieot to the decision regarding the
£1,000,000 that isnot to be invested will be carried out gradually and you will ba

. informed of them in due course.

j It is obvious that after the announcement of such a
decisive policy by His Majesty’s Principal Secretary of
State it would have required a bold heart, indeed, to

propose any modifications. In spite of the above state-

ment, securities of no less than £6,396,513 (face value) held
in the Gold Standard Reserve on 31st March, 1913, were
either perpetual or such as will not mature till after a
long time.
L Trly did Bir William Wedderburn once observe that
. there is a remarkable tendency in oriental institutions “
to grow top-heavy. The necessity of properly  defining
the functions, location and composition of India’s Gold
Reserve with due regard to, the limits placed thereon at the
time of its creation, and freeing it from the distortion effect-
ed in its aim and object through the conversion of its
denomination in 1906 is growing daﬂy more pressing and
- imperative,

The views of the &aecretaty o‘r &tate, above quot:a,d
it need hardly be said, are open to grave criticism and
form a, most disputed argument in the whole contro-
versy. Sir Ernest Cable put the objections to the hold-
ing of so large aportion of India’s Gold Reserves invested
" in securities in a most clear language when he expressed
himself in_ Caleutta, in March 1905, thus :

The ppmt 1 wish to drive home is that at times of international complication
and crisis the possession by India of a stock of Gold bullion would be a great bul-

wark of eafety. It would obviate the possible necessity of our being forced to sell
seourities just ab that partioular time when those securities might be very greatly
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: ;‘_deprema.ﬁed in value, Gold nn the oLher bhand, always appreciates in value ab
#uch times, We know that the Gold Reserve held by the Bank of England is
\ generally recognised to be lower than it ought to be; and there is a fecling that

_ the British Empire is attempting oo much all over the world on an insufficient

stock of gold. = Moreover, Gireat Britain has now entered into an alliance _vnth
another Power, and thus runs a greater risk of becoming involved in internationai

‘ complications, There is consequently a greater chance of the occurrence of periods

o when the realisation of Consols at profitable rates will be difficult, 5 S

.Russia’s financial system would long since have bum-

{ bled down but for the uribounded faith of continental bankers and financiers in
“ber enormous Gold Cash Reserve. ' The political and financial effect of that greab

aggregation of (lold has been, we ate told, miesculous. Far be ‘it from Frm o
suggesh that Indis should ever attempt to go the length to which Russia has
gone in hoarding Gold. But the lesson of Russia teaches us that the acdvantages

' of & large bullion holding, legitimately accumulated, are incalculable,

Quite apart from all this, the constant issue of new
capital every year and creations of fresh sources for the

| profitable employment for money are lessening the popul-

. arity and glamour of the fixed interest-bearing securities.

. The creations of new capital during the year 1913 are

. reckoned at no less than £229,232,408 or about £38,000,000

more than in 1912, Reviewing on this state of affairs,
the London Zimes explained in a recent issue the reasons
of the slump in the gilt-edged securities in the following
manmner :

The huge creation of new securities hag had a decidedly adverse offect on the
prices of many of the old stocks, and in oll respeots the year (1013) was a very

. unfortunate one for holders of public securitics. ! ¢ i & §

The drain of new capital creations diverted money which otherwise would, in all
probability, have come into the stock Exchange for investment. Dealers in money |
cannot: expeoct to ‘have it both ways' any more than other sons of Adam, If
money earns high rates, the profits of banks are high ; but when money is dear,
the prices of securities tend to fall, even if the volume of securities in oxistence
remains unaltered which was very far from being the case in 1018,

Under such circumstances, it would not trequire a

long stretch of imagination to conclude that the invest-

ment of a country’s emergency Reserve in securities,

however good and profitable they may be, should be

entirely eschewed. It may mean this. ‘That just when
there is a financial panic and funds are most needed,
12
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"the;‘e may be no market for these investments drj they

. may be saleable only at a great sacrifice. Such invest-

- ments are, thercfore, unsatisfactory.

! Heart-burning Ianvestments.
‘ Quite apart from the impropriety of the procedure of
. locking-up a coutitry’s emergency Gold Reserve in foreign
_securities, an analysis of the securities themselves reveals
‘a singular lack of statesmanship and regard for the feel-

 ings and sentiments of the people of India.

; By investing India’s money in South African Govern-
' 'ment securities to the extent of nearly 1% crores of ruipees
‘the Government have indirectly helped in the expausion
~ and improvement of a country that has insulted India’s
| sons and daughters in the most barbarous and horrible
. way imaginable, The indignities, humiliations and ty-
vanny to which Indians are subjected in South Africa
 are known all over the World. To put the situation in
South Africa in the impassioned and eloguent words of
Lady Petit: ‘
Thousands of Indiang ave on girike, hundreds of them have gone to jail, and mines
|| (eompounds) haye been converted into jails, managers of the mines have heen in-’
\ vested with the powers of jailors and the passive resishers are being terrorised in
various ‘ways, . i / iy ) : . Cases of flogging have
heen reported and some Indiany were killed and wounded when they caine into
conflict with the police. Sjambolks were being used freely to drive the Indian
sirikers to their locations. It is admitted by one and all that the sitnation is very
grave and demands o speedy solution. The very fact that a number of Indian
women in South Africa have joined the passive resistance movement and are bray-
ing the horrors ¢f prison life ghows how intolerable the position of Indians in South
 Afrios, must have beoomo, * Indians resorted to the extreme moasure of passive
| vesistance when every remedy had failed. They were not clamouring for political
rights and other privileges that are enjoyed by the white colonists, although they
" eould have rightly done go, being subjects of the same Empire, . . ¢ X
* The Durban cotrespondent of the “Daily Mail”, in & telegram recontiy sent to that. paper,

ted : :
o “is volliery employers ave keeping thelr fdian workers in barbed-wire enclosures, the wire |
“heatuz connieated with the electrical gensmbing atafions and thus carrying a current of electiickty,
| “Any Indian who attemipts to escape and £o cowmes into contact with the wite will receive a shouk
“op 220 volta.” i i
o A further message scomed to imply that the Indian workten ware starved in oxder to toexce
L th o submission
pe "X“:tl%: :ug;:ﬁpwnwra have resumed  the giving of rations to the Indian 1abourers who are oh
. “shyike, and have stopved threatening to sviab thern.  Thie is die to the fact that tha Indians had
“declared that they would set on five the sugar cane Crops, swhich are mative and readily inflammahble.”
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They merelv nsked fm the ordmary deceucxes of hfe‘ in short they elmmed to be,
! ,breated as lmman beings in a civilised manner, Tkey were prepared to make every
oompromas& short of being treated ag serfs, but, istead of their grievanses being

. after another, the solemn promises given to them were flagrantly violated and the
L Union Government adopted such a policy towards them as was caleulated to drive
i all the Indians from the land which owed much of its prosperity to their labour,

Ll " The poll-tax of £3 was imposed upon the Indians not with the object of raising
i ‘any considerable revenne but to [prevent Indians from being free men in the Colonies,

' The Buropean planters and mine owners in South Africa have openly made state-
 ments that they wanted Indians only as indentured labourers and not ag freemen.
. Byen the elementary laws of chivalry have not been respected by the white colonists
;m {their policy towards the Indion Community, The poll-tax of £ 8 has driven
- some helpless women to a life of shame, And the recent decision given by the
 Bupeme Court of Natal has deprived the Indian women whose warriages have ‘
' heen performed ncoording o non-Christian rights, of their rights as wives, and
 their progeny have been consequently exposed to the infamy of illegitimacy, The

i ‘and are doing so simply to save their honour.*

L The situation in South Africa has been so grave that‘
even His Excellency» Lord Hardinge, the noble-hearted
. Viceroy of India, in his speech delivered at Madras in
. November, 1913, referring to the troubles of the
. Indians in that country, said: ‘“In all this they have
{“the sympathy ‘of India, deep and burning, and not
“only of India but of all those who like myself
“without being Indians have feelings of sympathy

. “for the people of this country’’. And that true humani-
_tarian and friend of the Indians—the Revd. Mr. C.F¥.
Andrews-—at much personal sacrifice, himself proceeded
to South Africa to try and mediate on the helpless
people’s behalf. To invest India’s money to the extent
. of about 1} crores of rupees in South Africa, 1.15 crores
. in Australasia and nearly 25 lakbs in Canadian Bonds and
thus financially help those colonies—when the feelings
against them are running so high in India, is to add insult
~ toinjury and wound the self-respect of the people of this

s # xtracts trom a spesch delivered by Lady Petit at a meeting of Indian Ladies he!d In the
i Town Hall Bormbay, on Satarday, 20th Novembor, 1913, The full spacch 19 reported by the Bomoay
pite C’hr‘wm!e In it t9due. of 1st Décember, 1913,

‘ redressed to any extent, even their existing rights were taken away from them one

womanhood of India has thus been insulted and the Indian women who are
taking part in the passive resistance movement and have gone to jail, have done goy
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‘ “”'e‘ountry.”“‘ It is, therefore, ‘desirable that the securities
‘connected with the Governments of the countries that
. have grown unpopnlar in India owing to their anti-Indian

legislation and attitude be soon dmposed of and India’s
money released therefrom.

‘A Practical Solution,

What puzzles the people of India most is that every
country in the world, not excepting Fngland, is anxious
to keep its Reserves in actual Gold. Why should, then,
 a departure be made in the case of India and her Gold

Reserve be mot only invested in public securities,—and

. these, too, of foreign countries—but also in loans to private
' firms doing business, and having their assets, outside the
limits of India.

 Uncomfortable facts are revealed from the figures
published by Mr. Walter Badcock, Accountant-General at

. the India Office. It appears that when in 19os-09, the
 balance of trade had, temporarily, turned against India

~ and the Secretary of State had to realise about 134 crores
worth securities in order to meet the bills sold by the
Government of India on London, the sale of the securities
resulted in a loss of no less than Rs. 22,02,780 to the Indian
exchequer. It must be remembered that the times during
~ which the securities were sold were those of perfect peace
and trade prosperity in England and when, even in such
times, these securities could not be sold except at a loss
of over 22 lakhs of rupees, the conclusion to which one is
irresistibly drawn is that the capacity of the market in
which India’s Gold Reserves are wholly invested is very

" limited and it would be exceedingly difficult to realise their
: value at a really critical time without incurring hmvy
losses, particularly as all the investments are made in
. British securities and financial troubles in one part of the
Hmpire would not generally be without their depressing
influence in other parts thereof as well. As it is, the coun-
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0 ‘tif'sﬂr\‘ilhas | é.l’ready suffered the following further losses (in
| addition to the above Rs. 22,02,780) in the investments
L hitherto made : o

i ! | | Rs.
. Loss on the South-African National War Stock |
. and Bonds worth about 1 crote and 30 lakhs
 of rupees redeemed at par value on s5th :
. April, 1910 L Ly 0 . 49,7535
. Loss in Cape of Good Hope Bonds worth about *
| 16 lakhs of rupees redeemed at par value on ‘
st Faly xaXyosL 43,710

Loss on New Zealand 3% 9% Debentutres worth
. Rs. 6,753,000, redeemed at par value on 1st A
0 Apil, 1912 i b i g 4,230

Total loss hitherto incurred Rs. 23,00,475*
In addition to the above losses, the India Office au-
 thorities found on comparing the rates prevalent in the
. London market in April 1912, that if they were to sell
their paper holdings and the sales were effected at the
. normal market rates of the day, it would result in a loss
. of about Rs. 1,10,00,000. As a matter of fact, however,
if the large quantities of paper held by the India Office
wete ever to be put on the market at one time or in quick
‘succession they wotld be likely to glut the market to such
an extent that even in times of peace and prosperity the
prices for this class of security would go down appreciably;
in times of financial tightness, when alone the necessity
for their sale would probably arise, the depreciation caused
in price would be terrible. |
With all deference and regard to the wisdom of the
powers that be, the public in India is not convinced,—in
fact their representatives in the Imperial Council have ex-
pressed their disagreement in quite unmistakable language—
that it isprudent to invest 28 crores of rupeesworth of India’s
money in British and Colonial sterling securities and to lend

* The above statement does not appear to be complete ag it appears from the Govortment
of Indis Notifeation No. 406—F, dated 28(:_';1 March, lﬂls,p that there was some loss incured on the
rgdemntion of £81,000 worth ¢ % Usnada Bonds redeemed in 1912,
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_ out about 12 to 15 crores to private firms in a single money

market, and they strongly believe that in the interests of =
Indian finance it is high time when the bulk of the funds

_ invested in these securities were disengaged and kept in
actmal  gold in conformity with the recommenda-
tions of the Indian Currency Cominittee of 1898. A sum

~ of 10 crores of rupees is the utmost, which the people think
. should, in all, be held in England in liquid gold or invested o

i ‘:'m sterling British and Colonial securities ; and this amount
ought to be unte sufficient to tide over any emergency

 that might arise. And they strongly feel that India's

 entire gold Reserves, in excess of the aforesaid 10 crores

. (which ought to be the maximum amount invested and

. held in England) should, under normal conditions, be
o kept in India. Should further remittances to England be
. mecessary, they could easily be met by qh1pp1ng Gold W
. from India to FEngland. | i

. The assurance given by the India Office that the
~ Secretary-of-State-in-Council  deliberately accepts  full
. responsibility for making the reserves available, when
. required, for the purposes for which they are created,
" does not take us far, If the acceptance of the responsi-
bility implies that the Secretary of State will be able to
convert the securities into actual gold in times of crisis by
 his fiat or weight of authority, it will hardly relieve
people’s anxiety. The finances of a huge money market
like Loondon are governed by a net work of multitudinous
_ considerations and it is clearly beyond the power of even
a high minister of State to regulate or control the flow of
events therein in a time of financial panic or general
- depression. The enlightened public feeling in Indiaonthis
subject was correctly voiced by Sir Vithaldass Thackersey
in the Imperial Legislative Council of India on the zznd

' March, 1912. He said :

My Lord, if our Gold Standard Reserve is kept in India in Gold, we may be
'~ able in times of emergency to be of sorvice to the London money market, while






CHAPTER V.

The Expansion of Paper Currency.

Some writers have compared the adoption of a Paper Cur-
rency to the discovery im the country of new mines, because
you do really add to the efiective wealth of the gountry, to
whatever extent paper veplaces the coin in circulation, Adam
Smith, I think,it is who compares the economy thus effected

to adiscovery by which all your locomotion could be conducs
ted without roads, and by which you were enabled, there~
fore, to add the existing roads to the portion of the land
under reproductive cultivation.—Mr. James Wrilson,

Ueneral Sketch.

The institution of paper money was first introduced
into India in 1839, when the Presidency Banks were author-
ised to issue notes payable to bearer on demand. This
form of currency was quite a novelty in those early days of
the consolidation of western ideas of currency in India and
the notes were, not unnaturally, looked down with suspi-
cion by the matives of the country. The use of the notes
did not extend to any large extent and their use was practi-
cally limited to the three Presidency towns of Calcutta,
Bombay and Madras.

The idea of transferring the issue and management
of paper currency under Government control was first
conceived by Mr, James Wilson. Before coming out to
India as the first Finance Member of the Government of
India’s Council in the autumn of 1859, Mr. Wilson had
been Financial Secretary to the Treasury and had thus
had numerous opportunities of gaining an insight into the
working of the systems of paper currency in England and
other countries of Furope. He had already discussed
the matter with Sir Charles Wood, then Secretary of State
for India, and, soon after his arrival in this country,
he set himself to the task of introducing an effective paper
currency in India. In the carrying out of their scheme
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nto pmcme, the Government of Incha were greatly
; ‘ff.helped by the Governor and the Company of the Bank

. of Englancl whose symathles Mr. Wilson had taken care
‘to enh‘st in this cause. i

G The art of note manufactme has attained a most high =
0 degree of perfection and security in England and it is due
. to their excellence of management and to the use of machin-

_ ery and scientific operations of a most refined and perfect
. character, that while the Government in England is often
. engaged in hunting down counterfeiters of their metal coins,
_ the Bank of England is comparatively immune from the risks
. of the forgery of their notes. The laws of England have
~ given to that corporation the sole right to the use of paper
. manufactured in a particular way, and to use printing of
. aparticular kind. The paper used in the Bank of England
 notes is said to be manufactured by one firm only and this
firm is bound by law to supply the paper (which is impressed
 with particular water marks) to the Bank of England alone
. ;",‘:,and admit no stranger to enter the premises. Long
years of experience have proved that the plainest and
“91mp1e=;t form of notes is the one in which forgery is most
. easily detected, and that elaborate notes are easily imi-
. tated. An idea of the efficiency of their management may
* be gathered from the fact that if out of the millions of Bank
of England notes in circulation one were to cut out the
. number and two capital letters that are inscribed in a
. corner of every note and present that small remaant of
| the note—the whole piece being thrown away—to the
Bank of England, they would at once tell the place and
date of its issue, value and the party to whom it was otigin-
. ally issued and would be quite content to pay its value,-—
- of course, under propel saleguards to secure themselves
~ against double liability in case the remainder note is also
. presented. With their wonted magnanimity, the Directors
‘of the Bank of England consented to place the beneﬁts
of thelr experience at the disposal of the Government of
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Tndia and extended the use of all the adva.ntages enjoyed .
by them under Acts of Parliament to the Indxan Paper
Currency.

Ushered under such auspicious promises of help and
guidance, the Bill for the establishment of a Government
Paper Currency in India was first introduced in the Council

- of the Governor-General in India on the 3rd March, 1860,
by Mr. Wilson. Unfortunately he did not live to see the
bill passed intolaw. By Act XIX of 1861, Paper Currency,
under Government management, was lawfully set up in
India. Under the provisions of this law the Paper Cur-
rency notes were made unlimited legal tender at all Govern-
ment treasuries and in private transactions of any kind
whatsoever within the circle to which they pertain ; they

- wete, on presentation, encashable in coin at the treasuries
within the jurisdiction of the circle of issue. It was also
provided that the Government of India should keep ready
bullion and coin to the full value of the notes issued, with
the exception of a certain small portion invested in Govérn-
ment of India rupee securities, as a guarantee for their
convertibility. The limit of investment in securities was
originally fixed at four crores of rupees, but as the circula-
tion of the notes increased, this limit was also enlarged.
In 1871, the maximum proportion of the Paper Currency
Reserve which might be held ‘“‘in securities of the Govern-
“ment of India” was increased to six crores; in 1890 to
eight crores ; in 1896 to ten crores; in 1905 to twelve
-crores and, finally, in 1911, to fourteen crores. In 7505, an
innovation was made in the description of the securities
in which investments might be made by substituting ‘“for
securities of the Government of India,” the words “sectiti-
“‘ties of the United Kingdom of Great Britain and Ireland
“or of the Government of India, or securities issued by the
“Secretary of State for India in Council under the

‘“‘guthority of Act of Parliament and charged on the reve-

‘nues of India.”” The value of such securities as were
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Jthe secuntles of the Govemment of Tndia was res-
icted, m 1905, to two crores, but in 1911, it was nnsed
“‘f o four crores of rupees.

o The invested portion of the Paper Currency Reserve,
: ‘”gtharefore, now stands as under :— i

Rs.
~ In India il . .« 0,99,99,046
In Fogland .. o .+ 4,00,00,000

Total Rs. ;;:99 00,046

. In his criticism of the original scheme for the Indian
‘ ‘Paper Currency, as promulgated by Mr. Wilson, Sir Charles
| Wood, then Secretary of State for India, had laid down—
. vide his Despatch dated 26th March, 1860-r1g1d instruc-
| tioms as to the proper principles that should govern the
. policy of the Government of India in the matter of note-
_ issue and the fixation of the proportion of the reserve to
. be invested, from time to time, in securities, These
. principles were : (1) that the function of note-issue should
§ be entirely dissociated from that of banking ; and (2) that
. “the amount of notes issued on Government securities
“should be maintained at a fixed sum, within the limit of
“the smallest amount which experience has proved to be
“necessary for the monetary transactions of the country,
“and that any further amount of notes should be issued
. “on coin or bullion,” It was plainly mentioned that if
 the Government of India were to depart from these prin-
_ciples in the regulatxon of their paper circulation, they
‘would be treading on “unsound’ lines.

Denominqtions of Notes.

Mr. Wilson’s scheme provided for the issue of cur-

. rency notes of the denominations of five, ten, tweuty,
fifty, one hundred, five hundred and one thousand rupees.
The idea of i 1ssumg ﬁve-rupee notes was abandoned during
e passage of the Bill in the Imperial Council, Ten-
 thousand rupee notes were, later on, added. Encouraged
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by the popularity of notes of the lowest denomination (viz.
Rs. 10), the Government of India passed an Act (No. III)
in 1871, authorising the issue of five-rupee notes. b
By the Act of 1861 every note was a legal tender in
its own circle. The Government, however, relaxed the
rigidity of these restrictions in so far as to permit the pay-
ment of dues to the State being made in currency notes of
any circle ; and the rajlway administrations could, if they
accepted notes of any circle in payment of fares and
freight, recover the value of them from Government.
Beyond this the law did not impose any obligation on any
body—official or private—to pay mnotes outside the circle
of issue, though as a matter of grace, the Paper Currency
offices and the Government district treasutries (of which
there were 271 in British India on 31st March, 1913,) often
cashed foreign circle notes t) a small extent for the con-
venience of the bonafide travelling public. The reason for
such restritions is easily explained. India is a very ex-
tensive country and the conditions of trade lead coins to
ebb and flow freely from one part of the country to another,
The Government had, in the beginning, no means of know-
‘ing how the people would take to paper money ; whether,
it would enter iuto the very fabric of the currency of the
country and remain permanently in circulation. It was
evident that so long as the people had the least doubt as
to their convertibility into coin, notes would have short
lives in actual circulation and would often be presented at
the Government treasuries for payment and if the Govern-
ment had facilitated the use of currency notes for purposes
of remittance—or, in other words, made them payable at
all places in India—they would have had to undergo the
expense and responsibility of keeping a close watch on the
movements of trade from one place to another, throughout
the different seasons of the year, and follow those move-
ments by constant railing down of silver coins to the various
centres. This was obviously very difficult,
The idea, therefore, was to at first popularise the use
of notes as a medinm of currency by habituating the people
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to use them in evexy day local transactlons, and as neople

began to repose greater confidence in this form of currency

. and handled it freely without suspicion, the Government
. extended their use for putposes of remittance also. A

trial was made by declaring, in 1905, five-rupee notes,

L.

issued from any town not in Burma, legal tender inany

L place in British India except Burma and payable at any |

office of issue not in Burma. The restriction as to Burma
was removed in 19og. This experiment proved eminently
sticcessful and increased the average circulation of five-
_rupee totes in one decade from 8,72,414 (in 1902-03) to

25,090,877 (in 1911-12). KFncouraged by this success;, the

Government removed the restriction in respect of ten and
fifty rupee notesin1gro; and the hundred-rupee notes were
made universal from the 1st April, 1911, The returns for
the circulation of twenty-rupee notes showed that it was
_ not so popular as was anticipated and the issue of notes
of this denomination was discontinued from 18th February
. 19T0. The old notes are yet legal tender and, in 1911-12,
about 65,000 of them were still in circulation.
. There has been an enormous increase in the circula-
tion of currency notes in recent years as the following
table would show. The universalisation of wvarious
denominations of notes has, no doubt, largely contri-
buted to this result.

Table showing the numbers of the several denominations

of currency notes in circulation, as also their lotal value, in

each of the following years :—

|
Total Notés
etk Lan il 0 50 100 | 560 1.000! 10,000 | eizeutas
March in i
i tion,

1878 ol 300001 | 070517 | 4A1ATL | 151065 | 20 | 27,987 | 57,638 !75! 11,13,50,610
1883 475457 | 19155081 | 2,64.810 | 173,132 | 301,585 | 28513 | 38,158 | 2,661 | 14.50'64,080
1899l 8035 | 30nase | $300sa | 2avans | ewbes | Soes | sroet | 5965 | desonsiann
1903 1) 870414 | 80.60.226 | 4,62952 | 12163/966 | 898724 | 96,348 | 65654 | 8712 | 357al6 670
1912 .2899,877 150.90,740 | 65,633 | 979,255 |16,52,409 | Saiton | 92971 | 14,320 | 61,36,25,095
: l

. Wole :—These figures avo taken from pages 240 and 248-40 of Vol 1, Ap-
pendices to the Inferim Report of the Royal Commission on Binance and Cnrrency,
1913. There is some difference in the value of total note circulation when com-
- pared with the values of the various denominations, No explanation is given m

the book for fhis diﬂcrepancy |
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Paper Cﬂrrenéy Reserve.
(@) Stlver Branch.

. The law of 1861 provided for the maintenance of
Paper Currency reserve in “coin or bullion.” The coin in
which the main bulk of the reserve should be kept is, of
course, the rupee, Now, in 1861, the rupee was a freely
minted coin and, asI have remarked in a previous chapter,
it represented as a piece of currency nomore than its value
in bullion. By the Coinage Act of 1893, the rupee became
~ an artificially valued token coin and the spirit of the law
demanded that the value of silver coin held in the Paper
Currency reserve should be reckoned, in terms of currency,
at its bullion value. But though, through unforeseen
chances, the words have changed their meanings, the
creed of 1861 is still 1epeated. It has permitted the old
system to acquire through inadvertence a certain degree
of usefulness inasmuch as by keeping silver reserves— or
a portion thereof—-in the form of token silver money, the
- Government is enabled to remit nearly 42 % of the nominal
~ value, being profits on the coinage, to England for invest-
ment or retention there in the form of Gold Standard
~ Reserve.
On 31st March, 1913, the Paper Currcncy Reserve
stood as under -~
Rs.
Total circulation 4 08)07,76,240
Reserve held in India :
Silver (at coined value).. 16,45,27,496

Gold i b .+ 29,37,50,798

Securities. il vo 0,99,99,946
Reserve held in E nglmzd

Gold G ; «+ = 0,15,00,000

Securities. L ae o £00.00000

Total .. 68,97,78,240
The rate of Silver at present is Rs, 69 per 100 tolas.
The rupee is eleven-twelith fine, which works out to about
Rs, 63-4-0 per 100 tolas or 100 rupees, It would appear
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“‘hatt, at fshls rdte‘ " the bullion value of the stum ?f:

Rs. 16,45,27,490 held in the Paper Currency Reserve is

ess than 10} crores of rupees. ' ‘
i () Gold Branch.

‘ ,Cold does not appeat to figure in the Paper Currency
 Reserve till 1893. There were, no doubt, some 20 lakhs

‘disappeared. It was in consequence of the closure of
the Indian Mints to free coinage that the Government

_providing for the issue of currency mnotes against
gold coin and gold bullion at the rate of one rupee

sovereigns of current weight were to be taken as the
quivalent of fifteen rupees and seven rupees and eight
_annas respectively. In 1898, an Act was passed enabling
otes 'to be issued in India against deposit of gold with the
| Secretary of State for India. The Act provided that gold
\ set apart under it by the Secretary of State should be
. held by him “‘until he shall transmit the same, or what he |
- ‘“shall determine to be equivalent to the same, in gold coin
. Uor gold bullion to India, or unti! the Government of
~ India shall appropriate and set apart in India as a part
. of the Currency Reserve . : : SUb i
. “an amount of coin of the Govémment of India equal in
~ “'value tosuch notes.” These are, thus, the first beginnings
. of that anomaly known as the Cold chest of the Paper
. Currency Reserve, * :

It was clearly given out, and understood, at the time
_ of passing the above Act (IT of 1898), that it was a tem-
porary measure to meet the exceptional conditions that

o % The purpose for which a cutrency ehest wus opened in London was desaribed fu' My, Bro.
dricls despaten (No. 410 Financial) dabed 7Eh Aprl, 1005, The Gold was to be held ab the Bank
o fof England 5o as to b qnmecﬂata‘!ci' available for the purchase of Bilver whenever the nesd for
4 {fadditioual coinage may avise. Ho added that another advantage of storing the Gold in England
Jwonld e the Fossxbmty of using it to yeolenish the balance of the Home Lreasury againsb an eguivas
7 lent transter in Tndis of rupees from our Treasury to the Currency Rewerve. The latter function:
‘“of the parsmarled gold was elsarly meant to be subsidiary to ifs uso, when required, for thie prompt.
lg"iumhase ot Bilver'".—Extrach from lebter No. 68 dated 21st Hebruary, 1907 from the Government
of India 6o the Snoretary of State, © ) ' :

L Nots -On B1st March, 1013, the wmounb of gold held in Loadon in this currency chest was
. equivalent 6 Re. 9,16,00,000, ) !

of rupees worth sovereigns held in 1865, but they soon
of India issued, on the 26th June, 1893, a notification !

t0 7.53344 grains troy of fine gold ; sovereigns and half-
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had then arisen. ‘The balances of the Government of India
were at a low level. There was considerable difficulty
in meeting from them the Secretary of State’s drafts. To:
meet this crisis—it was arranged that the proceeds of the
. Secretary of State’s sales of Council Bills would be set aside
_ pro tempore to the credit of the Paper Currency Reserve at
the Bank of England and the Government of India wonld
issue notes against the gold so set aside, in Tingland and with
them meet pro tanio the Secretary of State’s drafts, without
: reducmg their Treasury balances. The lust for lndms Gold
in London is proverbial. It soon enabled the London
- money market to discover in this procedure another weapon
for depriving India of her rightful share in the world's
enormous production of Gold. The “‘emergency measure’
was, therefore, soon extended for 2} vears, (by Act VIII
of 1898) and when, in 1900, it was found that nearly 2
crores of rupees worth India’s Gold had in this
way accumulated in ILondon, pressure was brought
. to extend this measure for a further period of two
years, and in order to lend this second extension
a colour of justification it was enacted that the
Secretary of State be empowered to expend the Gold held
by him on the purchase of silver bullion and to transmit
stich bullion to India for currency purposes ; and, further,
that the silver bullion so purchased be held as security
for currency notes until rupees were coined from it. The
arguments used seem to imply that the Indian Currency
expands and contracts by fits and starts of such a gigantic
. proportion as to necessitate the holding of nearly g crores
~of rupees worth India’s Gold permanently in England to
enable India Office to at any time at once buy large quan-
tities of Silver and ship them to India to meet sudden
and unexpected demands. The basic principles of the
currency policy of modern advanced states are that the
metal required for token coinage ought to be replenished
by slow but steady purchases (so as not to inflate unduly
the token currency, or force up the silver market against
‘Government) and the capital required for coinage pur-
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o "qusés’ ought to be met out of the profits of the coinage
itself,—which profits ought to be held mainly in liquid
condition.* Al : :

. It would, perhaps, not be uninteresting to recount .
briefly the reasons advanced on different occasions by the

. bureaucracy in support of their action, the underlying pur-
_pose of which, it is generally believed, has been to transfer

India’s Gold to England. In 1898, it was said that money - =

had become very dear in India and exchange had risen to
gold point. For some time the selling rate in London of
Telegraphic Transfers on India had touched 1s. 4 5/324.
. There was a strong demand in England for the Secre-
. tary of State’s drafts. It was, therefore, with the object
of relieving the stringency in the money market that the
act, in question, was passed as a temporary measure and
funds withdrawn from India.

When, in 1900, the utility of the Act of 1898 was re-
cognised and its extension for a further period of 2 years
was recommended to the Imperial Council, Sir Edward
Law urged these fresh grounds in support of his motion:

“The silver frora which ‘the rupees are to be coined naturally has to be bought
and under the provisions of the present Act, the Secrctary of State has been oblis
ged to use his Treasury balances—the resources outside the Paper Currency
Reserve—for the purchase of that silver, and this has caused considerable diffi-
culty. Being unable to touch the funds in the Paper Currency Reserve we were
obliged to find fresh mouey for our purchases, and the result was that we were
. focking up mone y in two different places at one and the same time for one and the
same purpose.  We were holding gold - which, owing to the requirements of the .
. Currency Reserve, we could not touch, and we were holding Silver to be  coiged

into rupees to be put, when coined, into the Currency Reserve in plage of that
Gold. The proposals now made will enabls ug  to consider Silver bought for coinage
| as forming part of the Carrency Reserve and will enabls the Secretary of State

* The (fovernment of India have themselves supported this view in their letter No. 144 dated
26th April, 1906, to the Secretary of State : i

The natural method of maintaining a reserve of bullion for colnags purposes would be fo
}nuchase the amount required from revennue and to replenish it from the sarae source ad required
rom time to time. This wonld, however, lnvolve either the reduction of oar balances by about
2% million sterling, which 18 quite lmpossiﬁle, or the ralsing of an equivalent amount by borrowing,
th its attendant charge of interesb. We are of opinion that this charge may fairly be thrown
upon the Gold Reserve Hund, and,that there I8 nothing inconsistent with the purpose of that Fund
in the mensure which we propose, 2 A 5 o . The effect no doubt is that the
amount so held will not be earning Interest in the meantime, bub having regard to the rapid pro-
43 of our aceumulation of Gold in the Gold Reserve Fund in the pnst five years, we consider
that the question of its further acctetion by interest is now of less Importance than Ghe formation
and malntenance of a sufficient ressrye of silver bullion,  Our currency gystent is unavoklabllv; artls
ficial, and the profits arlslnﬁ therefrom should be prmmrily utitised, not In breeding interest, but in
3

protecting it against the risks to which an axvtificiol systew Is Hable.”
14
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to use the Gold in the Currency Reserve for the purchase of silver. This arrange!
ment will be a great convenience and save us tho necessity of finding money for the
purchage of Silver.” ‘

Two years later, when the main provisions of this act
were made permanent, still newer arguments were put
forward. The advantage had by this time come to be
realised of holding a large reserve of India’s Gold in Eng-
land as a support of exchange ih a time of crisis. It was
urged that the money held in England would be readily
available to support exchange in case of a diminished de-
mand in England for the rupee currency.

It need scarcely be said that the arguments advanced
by the Government in support of their policy of trans-
ferring substantial portions of the Paper Currency Reserve
to England have never met with public approval in India.
It is noteworthly that the Government of India, too,
erstwhile entertained a diffetent—and altogether opposite—
view in the matter and it is not difficult to conjecture that
 the suggestions or influence of the Home Government
may have been at work in bringing about a change in
_their views. It appears that when the question of re-
gulating the Paper Currency Reserve with an eye toits
effect on the stability of the exchange value of the rupee
was mooted in 1896,* Lord Elgin’s Government expressed
themselves thus:

'We believe that strong objection would be taken to our manipulating the our-
rency reserve with the intention of producing any effect upon the exchange value
of the rupee. For the same reason we are inclined to doubt whether, when o mea-
sure affecting the currency reserve is proposed from the point of view of paper cur-
renoy reserve, pure and simple, we ought to allow ourselves to be influenced by the
possible effect which a measure, desirable from a Currency Reserve point of view
may have upon the exchange value of the rupee.

This view was expressed in 1896, when the Gold
Standard Reserve was not yet established. Now that the
Government have got nearly 33 crores of rupees in the
Gold Standard Reserve with the avowed object of devo-
ting it for maintenance of the exchange value of the rupee,

* Soe despatch dated 2nd, June, 1806, from the Government of India to the Sccretary of
ftate for India.
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there could be no passible justification whatever for keep-
ing any Gold of the Paper Currency Reserve in England. *

In 1900, Sir Edward Iaw, Finance Member of the
_ Imperial Council, wrote an exhaustive minute on the cur-
rency administration in India. In this minute—which
elicited from Lord George Hamilton, then Secretary of
State for India, an expression of his “‘high appreciation of
“the ability with which Sir Edward Law has treated this
“important subject and of the care shown in dealing with
“various questions of detail connected with it "—Sir

Edward refers to the diversion of Currency Reserve for

purposes of the maintenance of exchange value of rupee
in the following terms :

The sole ohject for which the Currency Reserve was originally constituted wag
to provide the necessary seourity for the encashment of notes, on presentation, and
there was certainly no idea of utilising the funds so held for exchange or any other
purpose not direetly conneoted with security for the note issue. The connection
which has now arisen between the Currency Reserve and the maintenance of ex-
change appears to me to have come about in a somewhat fortuitious manner G

TFurther on, in the same minute, he again refers to
this subject :

The fact is that when the funds in the Currency Reserve were diverted from
their orignial purpose and taken as providing security for the mainfenance of a
steady exchange, a radival and perhaps wncontemplated change was introduoced,
and at the risk of being considered somewhat conservative I would venture to sug-

gest that it would be more prudent to revert, as far as possible, to original condi-

tions as regards the treatment of these funds. The original conditions are that all
funds in the Currency Reserve must primarily be held with the object and for the
purpose of securing the prompt conversion of notes into such coin as the public may
legitimately require,

As regards the utilisation of the Paper Currency
Reserve held in England for purchasing silver, it trans-
pires that the Gold held in this Reserve in England was
not utilised for the recent large purchases of Silver, al-
though nearly £7,000,000 were lying in the Bank of England

* Government have tried to popularise currency notes and meet the wishes of the comimer-
elal communities by making universal currency notes up to the value of one hundred rpees. They
have not been able tc make all currency notes universal because of ths difficulty of meeting the demand
of coins on presentation. ‘With a large quantity of our Gold in India and distributed over all im«
portant centres, onr power of successfully meeting any demand for coins will be enormously increasod,
‘As vears pass and people got used more and more ta gold coins, it may be posasibls to make all currency
notes nriversal, - It will be an enormous advantage to trade and commerce, and ab tho same thne it
il ghall further populariss paper currency and largely increase its circulation,—Sir ‘Vithaldass Thaos
Koraey, in the Tmperial Legislative Coungil, on 22-3-1912 :

L.



for this special purpose. ItTappears these purchases of
" silver were financed through the agency of council drafts
sold by the Secretary of State for India for the purpose.
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With a view, however, to allay public feeling in the mat-
ter, a clause has been inserted in Act 1902 permitting the
Secretary of State to transmit to India for retention in
this country the Gold received on Paper Currency account
in England. But this permission has, perhaps, never
been availed of and while the clauses pertaining to the
drainage of Gold out of India have been vigorously acted
up to and nine crores worth of Gold belonging to India in
the Paper Currency Reserve is now held back in Iondon,
this later provision has rema'ned a dead letter to this day.
The injustice to India has not ended here. The anxiety
for preventing India from importing Gold has gone so
far as to lead the Government to utilise India’s own funds
in purchase of gold coins shipped from Australia or
Egypt to India, in payment of her exports, and diver-

_ ting that gold direct to England. *

A charge of 1-32nd. per cent per annum is levied by
the Bank of England for the custody of Gold of the Paper
Currency Reserve held by that Bank in its vaults,

The amounts paid on this account in different years
are as under :— J

1905-6, £11 ; 1906-7, £ 1,703 ; 1907-8, £1,864 ; 1908-9
£1,155; 1900-10, £477; I9I0-II, £871; I911-12, £1,484;
‘1912-13, £1,711. 'Total, £9,276, or Rs. 1,38,140.

This is an extra loss to the Indian Exchequer.

The Story of Sterling Securities.

The first thoughts about the conversion of a portion of
the Paper Currency Reserve in sterling securities were
sown by Sir Edward Law. In his minute dated 28th June,
1900, he proposed the gradual disposal of the 10 crores

* The question of divert! Atstialisn and ¥gvptian Gold ship e i b
t6 England Is dealt with at leogh In Obapter VI . ; gt o v
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worth of Rupee paper, by selling one crore worth every
year, and investing the money in the British securities,
- When this proposal came up before Lord Curzon of
Kedleston, his lordship remarked :

Sir BEdward Law proposes ‘““to gradually convert the present investments in

rupee paper into Indian Government Gold Securities.” He does not give any other -

reason for this than the desire to increase the sum total of his saleable Gold secun
ties.

But are not our investments in rupee paper very useful, and very easily ¢on.
vertible into rupees in times when, as lately, we have had a great demend for the
encashment of ourrent notes ?

I hazard these doubts § v .not because I presume to seb up my‘
financial authority against that of the Honourable Member, but for two reasons

firgtly, I am not convinced that they are necessary for the success of his own .

scheme ; secondly I have a natural suspicion of anything that may tend, in the
present carly stage ' of our currency policy, to cause alarm. Most things that the
Government of India do in the region of finance are misrepresented ; many are

migunderstcod,  We are constantly accused of baving no confidence in our pohoy

and of not pursuing it with consistency.

‘I think that we should be very careful about taking any steps that may seem
to give ground for these charges.

Lord George Hamilton, to whom Sir Edward Law’s

proposals were, later on, referred for consideration, saw
serious reasons against their adoption and was unable to
sanction them.* But when the Act of 1905 was
actually passed, the Government of India took powers to
invest two crores, out of the invested portion of the
Reserve, in the British securities, and in 1911, they ra1sed
this class of investment to four crores of rupees.

The feeling of the public in India is that the Paper
Currency is isstued in the form of wvouchers payable to
bearer on demand in India. These vouchers are legal
tender within the limits of British India only. The
currency is thus purely an Indian concern, issued and
encashable in India. Whatever benefits are, therefore, to
accrue from it, they should be confined to India alone.

Apart from Port Trust, Municipal and other department-
al and local loans raised in India on the guarantee of re-

i di.& Leétter No, 232 dated 13th Decemaber, 1900, from the Secretury of State to the Government
o i

4
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payment, or on the guarantee of the payment of interest
thereon, by Government, the Government of India owes, in
Imperial Account, and chargeable on the revenues of India,
a sum of no less than Rs. 1,39,96,36,205, as under —
Amount of public debt yaised in India outstanding
on 31st March, 1912.*
4% % Holkar’s Railway Loan (due

1971-78) .. i i .+ 1,00,00,000
4 % Seindia Railway Loan (pet-

petual) .. e g . 1,50,00,000
4 % Rampur Railway Loan (due

after 1918) 47,00,000

4 %, 1887 Gwalior Loan, (payable
12 lakhs a year).. A 1,46,00,000
3% % Loans ph L .. 1,26,91,37,000
3 % Loan of 1896-97 (due after
b ERGH o ol . 8,44,88,100
Toans not bearing interest il 17,10,505

Rs.  1,39,96,36,205

If the Government of India were to invest all the 14
crores provided by law for investment in securities in the
rupee paper, not only would the demand and value for
such paper be enhanced but it would also grow more popu-
lar and in future pave the way for greater increase in the
amount of private capital obtainable by the Governtent
of India for utilisation on their public works.

; Apart from these considerations, the 4 crores of rupees

invested in England consist of 2} 9 consolidated
otock, whereas in India the money is invested in the
Government of India 3% % rupee securities. The invest-
ment of 4 crores in England at 21 9, instead of in India
at 31 9, causes a loss to the Imperial revenues of India to
the extent of Rs. 4,00,000 every year,

The Invested Portion of the Reserve.

A proposal is afoot that the note-circulation has ex-
panded so rapidly of late that a further imcrease in the

vide @ return dated 30th May, 1912, propared by the Comptroller General jn India and =

» "
published under crdeis of the House of Commons,
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Jinvested portion of the Paper Currency Reserve may safely
be made. It would appear that no definite principles have
‘hitherto been determined as to what portion of the Reserve
ought to be locked-up in securities. The amount of
funds invested in securities might naturally vary from time
to time as the circulation of notes, which is regulated by a

multitude of circumstances which cannot all be foreseen

or estimated ahead, rises or falls, From a statement
issued by the India Office, it appears that the percentage
of securities to the gross circulation * has on different
dates been as under :
Date. Grosa eirculation. Securities.  Percentage
of securities
to gross cipe
culation.
31-3-1863  4,92,60,000 68,48,860 13.9
31-3-1873  11,13,50,610 5,60,39,530 8T.1
31-3-1883  14,50,64,080 5,99 99,970 41.4
31-3-1803  26,40,18,200 8,00,00,000 30.3
31-3-1903  35,72,36,070  0,99.99,046 28.0
31-3-1913  68,97,78,240  13,99,99,946 20.3

As, however, a considerable portion of these notes
is held in the Government Treasuries and the Head Offices
of the Presidency Banks, it would hardly be prudent to
base considerations for ascertaining the proportion
of securities to total issue on these figures. It would

obviously be desirable to first deduct the amount of cur~
rency notes held in the Government Treasuries and in

the Head Offices of the Presidency Banks from the above

amounts and find the actual amount of notes in the hands of

the public, before discussing principles of investment.
The “active circulation,” and the proportion of invested
securities thereto, would appear from the following state-

ment —

* In official nomenclature the term “gross civculation,” probably, means the value of all notes
that have been issued and not get pald off ; the “‘net circulation” s the above s less the value of
notes held by the dGovernment In their own reserve treasuries ; and the “active cirenlation” is the
‘net’ reduced by the value of notes held at the Head Offices of the Presidency Banks, If this is so,
the figures of “active circulation” are a bit misleading and do not quite correctly indicate dona side

ublie circulation ag no allowance is made for the large stock of notes held by the Govemm,en{' in
?helr own district treasuries, which can hardly be called as being in actual circulation amongst the

pecple.

oL
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Active Circulation of Notes*

(In lakhs of Rupees).

: : Percentage
Year, Maximum, Minimum. Average. Heldin  of securities
seourities, to circulation.

180697 22,38 20,57 21,40 10,00 46 %
180708 21,20 19,44 20,35 10,00 49 %
1808-99 22,49 19,43 2079 10,00 48 %
1800-1900 24,41 21,04 23,09 10,00 43 %
1000-0I 25,02 22,85 2386 1000 42 %
190I-02 24,40 22,39 23,16 10,00 44 %
1002-03 27,35 23,93 2574 10,00 39 %
1003-04 30,30 27,44 28,70 10,00 34 %
1906-07 3645 31,15 33,96 12,00 35%
190708 35,04 32,6r 3381 1200 35 %
1908-09 34,95 31,13 32,93 12,00 37 %
1009-T0 41,47 34,19 37,81 12,00 31 %
I19I0-IX 40,95 36,50 38,46 12,00 31 %
I10II-I2 44,61 38,44 41,08 1200 29 %
We notice in India a phenomenon in connection with
. her note-issue, that is sufficient to indicate that though
 the circulation has enormously increased, the bulk of the
people at large have not yet taken to the currency notes
in the same confiding manner as they have done to the
rupee. In every other note using country the circulation
of the notes expands in the busy, and contracts in the
slack, season. But in India this is not precisely the case,
The circulation is larger in slack seasons owing probably
_ to the fact that the Government District Treasuries, the
Presidency and the other Banks and large merchants use
currency notes as a convenient method of holding their
cash balances. That is, surplus rupees not required for
immediate requirements flow back into the Paper Cur-
rency Reserves. When the harvesting of crops begins
and the small cultivators have to be settled, these mnotes
are gradually cashed and rupees are released. The vend-
ing of agricultural products in villages and markets
necessitates large disbursements of funds mostly to petty

* The figures of ciroulation for the years 1896-97 to 1003-04 are taken from the Government
of India letter No, 205 dated 18th August, 1004, tn”the Secretary of State for India. ''hose for 1906-07
t0 1011-1% are from*“Indian Currency and Finance” by Professor J. M. Keynes, 1018, page 64,
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dealers in the form of rupees. Illiterate money lenders,

village artisans, and cultivators persist in being paid in actual

coin. Thisindicates that the system of using paper money

 has not yet ingrained itself in the hearts of the people and
it has not yet become a secoud nature with them,

Taking all these facts into comsideration, it would,
perhaps, be hardly prudent to lock-up a large portion of
the reserves in securities, Many people hold that the pro-
portion of reserve invested in securities ought to be res-
tricted to 33 9, of the average active (not gross) circulation.
I think even in an advanced country like England, where
notes and cheques have to a large extent displaced the use
of actual coin, and notes are not looked upon with the least
suspicion by even the most illiterate and backward classes
of the people, the fiduciary portion of the Reserve held by
the Bank of England against its note-issue averages about
one-third of the circulation. If this be so, il is most im-
portant that the invested portion of the Reserve in India
ought not ordinarily to be more than 33 9% of its average
active note circulation.

In view of all that is written above it ought to be
distinctly laid down that all further investments in the
securities, in the Paper Currency Reserve, shall be made
in India. The Paper Cutrency is entirely a pure Indian
concern and people cannot help believing, when any por-
tion of the Currency Reserve is held either in the form of
British securities or in Gold at the Bank of England, that
the treatment meted out to them by the Government in
monetary affairs is not only not in conformity with their
own wishes but is entirely subversive of all feelings of
national pride and self-respect of the people. And the
growth of such ideas cannot btt be prejudicial to the
popularity and extensive use of the paper money.

The want of elasticity in our System.

When the Paper Currency was first introduced, it
was understood that it would impart a sort of elasticity
to the general currency system of the country. This

16 ;
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elasticity is secured in England by the Bank of England
discounting a greater volume of Home Bills in the busy
season, and increasing its mote circulation temporarily
without a corresponding increase of metallic reserves, In
India, however, the benefits which ought to have accom-
panied the introduction of the Paper Currency are not
vet conferred on the people by the Government of India,
who control this system. There is no method in India,
corresponding to that of England, whereby any temporary
stringency of money during busy season could be relieved
by the use of some latent capacity of expansion in her cur-
rency. India’s money is being freely lent in England at very
low rate of interest (averaging about 2§ % per annum) but
the people living in the country itself suffer every vear
great difficulties from want of sufficient capital to meet
trade requirements. The interest on the security of
Government paper goes up to 7, 8 and ¢ per cent during
almost every winter in India, while people in England are
comfortably using India’s money at 23 %.*

Our currency system is internally quite inelastic.
There is no source by which any temporary increase in the
media of exchange could be effected, except by import of
capital from England. A remedy to such an unsatisfac-
tory condition of affairs could be had at hand, if the Govern-
ment would cease to regard the note reserve as a close
preserve’ of their own to the temporary wuse of which
the Indian public may mnever aspire. The rapid
growth in the circulation of notes and their popularity
seem to indicate that the restrictions regarding the
retention of the entire lignid portion of the Paper Currency
Reserve intact may safely be relaxed in so far as to lend
a part of it, on first class security, for a few months during
the busy season. That this could be done without in the
least endangering the stability of the currency system and
to the great advantage of trade in India is admitted
by the highest authorities on economics and finance.

© 7w tn India, even tacavi advances made by the (fovernment to agriculturists for the purchase
of cattle and seed Jn famine times are charged forat 6% interest,
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A definite proposal for utilising the funds of the Paper
Currency Reserve for assisting the money market in India
in times of stringency was put forward before the Govern-
ment of India by the Bank of Bengal in a letter dated the
2nd December, 1899 :*

The suggestion which my Directors would make is that when the Bank rate '

rises to a height that indicates undue pressure, the Presidency Banks may be able

to rely on procuring loans through the Comptroller General either from the Reserve

Treasury, or failing this, from the Paper Currency Reserve, at the current rates for
- demand loans on Government paper, rising and falling therewith. In submitting
this suggestion my Directors desire me to state that it is made with the sola object of
ensuring a steady supply of loanable capital at moderate rates. These loans would
yield profit to Government, and benefit all who are interested in a steady money
market, while the Bank would undertake,without profit to itself, the risk and labour
involved. My Directors would also submit that the Paper Currency Resorve is the
most suitable fund to devote to this purpose, not only becanse it is large and steady,
and, as experience has shown would have been found ample from first to last to have
relieved each monetary pressure from which India has suffered, bub because it is
to the Paper Currency that other nations look for assistance ab times of mone-
tary strain, and if effect is given to the proposal now made, the elasticity of the
contral banking resources, of which the Indian money markets were deprived
by the transier of the Paper Currency to Government, will be restored.

The above proposals did not, however, meet with the
approval of the Government of India, who in their letter
to the Secretary of State for India dated 18th January,
1900, remarked : '

Regarding the general danger involved in the financing of trade by the Govern-
ment, we have before us the words of Lord Salisbury’s despateh of Gth May, 1875,
“Capital supplied by Government and not representing the savings of the commun ity,
“is & resource on whose permanence no reliance can be placed, and which therefore
“tends to lead trade into dangerous commitments”. The warning conveyed in
those words still holds good.

The grant of loans from the Paper Currency Reserve
was, the Government of India further observed, open to
fatal objections. Their duty, as they conceived it, was to
maintain that proportion of coin in the Currency Reserve
which would be necessary for ensuring convertibility.
If the proportion were large enough to admit of loans being
made therefrom, then it was unnecessarily large, and the
general tax-payer, not any particular section of the commu-

* This proposal Was strongly supgorted by the Heuk of Madrag,

I
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nity like the Banks, should benefit by the substitution of
securities for superfluous coin, * It need hardly be said
that these observations of the Government are not in con-
formity with the practice followed by almost every civilised
. Government in the world. If the contention that grant of
temporary financial relief by Government to a strained
money market would engender in private enterprise an
undesirable habit of developing the trades and crafts of the
country beyond legitimate means, and would make it
less dependent on its own resources, be really sound, it
puzzles the people why the Government have allowed
India’s cash balances (which are far more stbject to sudden
calls than the Paper Currency Reserve) to be invested in
London with private borrowers to the extent of nearly
I5 crores of rupees year after year. Do not the Govern-
ment realise that the withdrawal of this huge amount from
the market at a time of necessity would seriously cripple
private resources even of a big market like Iondon ?
 What the public in India requires is not a continuous
help from the Government all round the year but temporary
teliefs when—and only so long as—the Presidency Bank
rate has risen over, say, 6 %: thereby indicating bonafide
shortage of funds in proportion to demands of the market.
The volume of cash held in silver and gold coins in the
Currency Reserve ought, it is admitted on all hands, to be
in excess of the minimum required to ensure converti-
 hility in normal times of peace and prosperity and, as such,
it is quite large enough to enable temporary help being
given to the Indian money market in times of need, The
objections raised by the Government of India do not,
therefore, convince the people and they persist in beliey-
ing that the Paper Currency system loses half of its bene-
fits, and most of its charm, if it is bereft of methods by

* Commenting on these observations of the Government, of Indis, My, Lionel Abrahams,
Permanent Assistant Under Secretary of State for India, said In his evidence before the Royal Come
misslon on Indlan Financo and Currency (1018) :

“These objections seem to me yery unconvineing. The coln in the Paper Currency Reserva
‘‘has 1 been mueh in excess of what 18 needed to ensure convertibility and quite lntse enough to
enably loans to be granted to the Presidency Banks without, incenvenience 0 the Government;
* it the strength of the Bauks is held to be sufilcient to justify such loans,the coln resgrve can be majn.
s tained without difficulty at the level fequired 9 make them posaible : and the loans begides baj
‘‘beneficial In a way fo which an addition to ths permanent cecurltien held in the Reserve woul
“‘not be, wonld probably vield interest to tha fame, or nearly the same, amount per annum,”
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which the volume of currency within the country could
be temporarily expanded by some credit arrangement to
meet the seasonal demands of trade,

“Great advantages may be obtained”—says Pro-
fessor Keynes in his remarkably able and sympathetic
treatment of this subject in his work on Indian Currency
and Finance,—"“if the surplus funds in the Paper Currency
“Reserve be used not asa permanent or quasi-permanent
“loan to Indian trades, but to provide elasticity in the
“‘seasonable supply of currency and to make possible the
“increase in the stock of purchasing power in the form of
“‘money which is temporarily required in the busy season.”

And again :

I think the time has practically arrived when the whole of the liquid portion
of the Paper Currency Reserve is not required in addition to the Gold Standard
Reserve proper, A busy season will goon come when the Government might lend
some part of its reserves in India without endangering in the least the stability

of its system and to the great advantage of Indian trade, It ought, at least, to
have the power to do this.

Paper Currency and the State Bank of Iandia.

There is some talk about the establishment of a Cen-
tral State Bank for India to take over, among other
things, the management of the Paper Currency. The
idea is no doubt very grand and would appeal to most
people. But, despite its defects and shortcomings—and
notwithstanding the criticisms that are levelled against
it—a state-managed paper currency is a more improved
and a better system than that prevailing, say, in England,
where the paper currency is managed, subject to general
State control, by the Bank of England. Not that the
management of the Bank of England in respect of its Note-
issue Department is in any way open to suspicion or
objection, but in the peculiar circumstances of India,
I think the best agency for the management of her currency
is the State alone.

It would be interesting to know that when the idea
of establishing a Paper Currency was first conceived by
Mr. Wilson, the question of employing Bank agency was
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duly considered. Referring to this phase of the watter,
Mr. Wilson (in his memorable speech on the 3rd March,
1860) rematked :

There are peculiarities in our position in India, and in the system which, on
the part of the Government, I am about to propose, which would render it evon
more ditficult than usual to employ the agency of Banks in India. In the first
. place the system is to be universal. How many years should we have to twait
betore we could expect that any Banks, however extensive their capital, could
establish branches throughout the whole country for this purpose? But, again,
even though that difficulty were got over, we have still another which I regard as
msurmountable.  Our notes are to be a legal tender ; they are to bo received by
every private person, as well as by the Government in discharge of sil ordinary
olaims.  To attach this condition to our notes, we must provide absolute and un-
doubted security for their payment, not only for their ultimate payment but for
their convertibility into coin when required.  Well, Sir, if we employed the agency
of a Bank, we shoud requive not only a deposit of seouritios which would ensure
the ultimato payment of notes, bub also of a proper reserve of bullion, to secure
their prompt and immediate payment. We could not make them a logal tender
on any other condition.  Well, but the business of a Bank established upon such
4, #ealo could not be, and it would not be desirable that it should be, confined to
the issue of notes, It would extend to all other banking business, It would hold
depogits, it would hold bills of exchange, it would discount and negotiate mercan.-
. tile paper : in short, it would have a greab variety of creditors other than those who

held its notes, Would it then be practicable, would it be fair towards the great
body of ity creditors, if so large  share of its assets, as I have said, should be seb
aside as seourity for its notes in favour of one olass of its creditors, to the possible
injury of all other classes ¢ Would it be fair to protect the note-holders at the
possible risk of the depositors ? q i ; . ! < Onevery
ground, then while we wish to see banking establishments extended, we have
come to the conclusion that we cannot avail ourselves of the agenoy of Banks fora
general Indian Paper Currenoy.

It may no doubt be true that since the above opinion
was expressed, India has passed through many changes.
We can, in the year of grace 1913, bring much better
experience and wider knowledge to bear on the subject of
a bank organisation than Mr. Wilson’s ideas, and many of
his objections to the control of paper currency by a bank
have, through lapse of time, altered circumstances and
undreamt of developments, lost much of their force and
antagonism. The note circulation in India has so wonderful-
ly expanded and it has built up such a magnificent reserve
that the biggest and best managed Bank in the world may
well covet to have a hand in its management. But, as
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Mr. Thomas Smith, Agent of the Allahabad Bank, aptly
rematked in his evidence before the Royal Commission,
Bank notes “would not for many vears carry the confi-
‘‘dence which the existing Sirkar’s notes do, and the recent
“marked development in note circulation might be seri-
ously checked.”

Looking deep into the subject one discerns that the
real object of the bureaucracy in transferring their own
burden on the shoulders of a State Bank is, perhaps, not so

much due to a desire of relief from the burden of barnking
functions which the Government of India have taken upon
themselves of their own free will and accord, as to avoid
the fire of criticism that has of late been directed
towards them in respect of their management of the Indian
Finances and Currency.

Mzr. Lionel Abrahams, Permanent Assistant Under-
Secretary of State for India, had in fact owned this fact
when in reference to a question put to him by Mr. Austen
Chamberlain, in the course of his examination before the
Royal Commission on Indian Finance and Currency (1913),
regarding the advantages to be gained by transferring the
work of the sale of Council Bills to the proposed State
Bank of India, he admitted that the gains were not very
substantial, and added :

We, in the India Office, as I dare say you realise, are not in any cowardly sense
afraid of criticism, We often feel that we have to face adverse criticism in the
discharge of out public duty, but prima facie if there ave two methods of doing a
piece of business, one of which may expose you to criticism . : .
and then there is another method of doing business which is likely to avoid that
criticism, the second method has, so far as it goes, an advantage. Tf the Secretary
of State sells five million pounds extra bills in the year, there is always a possibi-
lity that he may be criticised. I do not say that it is very serious or that he would
be much hurt by it. If the (proposed) Bank of India, corresponding, say, to the
Bank of Japan, sold five millions extra bills in the same year, and in the same WiY,
people would probably say-—“Of course, these masterly bankers know their own
business”, and there would be advantage in the avoidance of criticism, Tt is a
point of perhaps much greater importance, that this selling of bills by the Bank
would go with the transfer of other Government business to a bank. I mean if
it were a question of merely transferring to a Bank the sale of Council Bills and
unothing else, then the only advantage would be the one which I have mentioned,

L



and on that account it would nob be worth while doing it, but if you add to it the
transfer to the Bank of the lending of balances both in England and in India, and
with certain other advantages, then the cumulative effect might be considerable,

The majority of Banks in India say they do not re-
quire additional banking facilities proposed to be con-
ferred by the creation of a State Central Bank of India.

- The people themselves are not convinced of its advantages,
Where, then, is the necessity to start a huge Bank, if not
to shelter the bureaucratic activities from criticism and to
avoid the searching light of open examination on the free
investment of India’s funds in England

X120 CURRENCY ORGANISATIONS IN INDIA.



CHAPTER VL.
The Apple of Discord.

There are no high officials whose business it is to make
. finance the chief study of their life. 'The Financial Secretary-
ship is an incident in the career of a successful civiiian. A
Financial Member of Council is apt to come to the peculiar
problems of hils office with a fresh mind. Thus the financial
officers of Government spend five years or 8o in mastering
& difficuit subject and have- then reached a seniority which
Wwarrants promotion to duties of some other kind, So far
as the Government of India are concerned, questions of
finance and currency are in the hands of intelligent amateurs
who begin with the timidity of ignorance and leave off just
when they are becoming properly secure of thoir ground,
It is not astonishing that the centre of power in tlicse mate
ters has tended to gravitate to the India Office and the
India Councii in London. For the officials and advisers of
the Secretary of State have grown up in familiarity with the
problems of Indian currency. Control from the India Office
is aways looked on, from an instinct often founded on
wisdom, with jealousy and with suspicion ; but in questions
of currency they are likely, as things now are, to have the
wider knowledge and experience. Yet the element of con-
jtinuity supplied by the India Oifice—though, as | read the
| history of the last decade, it has been invaluable in guiding
'}ths evolution of the currency—is no proper solution of the
difflculty.—Professor John Manyard Keynes, M. A.

The .Growth of Cash Balances.

Prior to the year 1872 the rate of exchange at which
the Secretary of State could sell his drafts on I'ndia did not
fall materially below 2s. the rupee. In 1872-73 the ave-
rage rafe stood at 15.-10.754d. the rupee. But, in conse-
quence of the fall in the value of silver, the exchange
rate thereafter began steadily to decline. In 1875-7
the average rate for the year was 1s.-9.626d. ; in 1877-78,
15.-8.791d. ; in 1885-86, 15.-6.254d. ; in 1836-87, 18.-5.441d.
in 1887-88, 1s.-4.8984. ; in 1890-91, it shot up temporarily
to 1s.-6.080d. and dropped again to 15.-2.985d. in 1892-93
and to 15.-1.1004. in 1894-95.

Such a steady decline was a continuous source of
anxiety and disturbance to those responsible for the

16
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finances of India. For the period from 187273 to 1808-99

there was an average deficit between the amount provided
in the Budget-Estimates for,and the actual drawings of,
the Secretary of State, of £837,525 per year, On several
occasions the sale of Bills had to be suspended for months
together.

The unsteady condition of the exchange reflected
itself in the increased amount which had to be raised from
revenues in India to meet the Home charges. Thus, in
the year 1895-96, the sum realised in Hngland by the sale
of Council drafts was £17,664,492 against the payment of
| 5. 31,08,54,373 from the treasuries in India representing
an average rate of 1s. 1.6384. per rupee. Had the same
sterling sum been remitted at the average rate obtaining
in 1872-73, the sum in rupees representing the same remit-
tance would have been Rs. 18,63,17,925, or a saving of
" Rs. 12,45,30,448 in one year’s drawings.

Po meet the hiatus caused by this depreciation in the
‘value of the rupee, fresh taxation had to be imposed.

. Thus, the Income Tax was imposed in 1886-87 ; salt duties

were increased in 1888-8¢ ; import duty on petroleum and
some other minor measures were introduced in 1888-89 ;
customs duties were widened and enhanced in 1804-05 ;
import duty on foreign cotton goods and excise duty oun
cotton goods manufactured in the country were introduced
(in 1895-90.

The Government were confronted with increasing
deficits every year; new taxation could not he imposed
ad infinitum. The problem was how to impart steadiness
to the exchange value of the rupee. Acting on the recom-
mendations of the Herschell Committee, the Indian mints
were closed in 1893. The effect of this step was that the
exchange soon began to get steady and rise higher. In
180g6-97 it stood at an average rate of Is. 2.450d.; in
1898-99 it mounted up to 1s. 3.978d. and has stood steady
at 1s. 4d. since 1900,
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(e increase in revenue occasioned by the taxation
which was nnposed during the days of unsettled and de-
chmng exchange is roughly calculated as under :
(lakhs of Rupees)

Income Tax (approximate) . o i .200
Import duty on Petrole¥m. * N 68
Increase in Salt duties (as estimated at the time

of imposition in 1888-8¢). . { & ¢ . X724

Enhanced and widened customs duties (as esti-
mated at the time of introduction in 1894-95). .135

| Import duty on cotton manufactures i W00
Excise duty on cotton goods. * .. 10 RS
Total increase .. 820}

Against this, however, there should be set off a net
reduction in cotton duties (effected in anuary,
1896) estimated at about. . ok 3y . 45

~ Net increase 775%
When exchange got steady and surpluses began to
accrue and grow large, the Government of India remitted
some portion of the above increase in the form of certain
concessions and reductions in the incidence of taxation.

(In lakhs of Rupees.)

- The salt tax has been brought down to its
former level. This wipes off .. o 172%

1903. Exemption from Income Tax granted to

private incomes below Rs. 1,000, estimated

sacrifice of revenue | 36
1905. Postal reductions and abolition of Famme
cesses ; estimated sacrifice of revenue .. B
1006. Abolition of certain land cesses ; estimated
sacrifice of revenue i i i g
1907. Postal concessions .. by . I 2
Total 3423

It may be noted that there has been a rapid and all
round expansion in the revenues of the Government during
the last thirty years. The periodical re-settlements of

* These figures are taken from the Budget of the Government of India for 1018-14,
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~ land revenues have resulted in enormous enhancement in

. the income therefrom and the increased prosperity of the
. people and the growth of trade and commerce have pari
passu reflected themselves in the growth of the Govern:
- ment revenues. Even if we set aside this increase in

receipts of ordinary trevenues to cover a proportionate
_ growth in expenditure in the different departments of
 administration, there would be little justification to con-

tinue for any length of time the new imposts of taxation

~ that were resorted to as a measure of emergency to tide
* over peculiar and unforeseen contingencies,

In considering the effect of the remissions made on the
total revenues of the country, we ought not to overlook
that the recently imposed silver duties are estimated
to bring in an income of about 80 lakhs a year and the
. investment of India’s cash balances in England (since 1902)

 now adds another 150 lakhs of rupees a year thereto. Besides

this, certain customs, excise and stamp duties were en-
~ hanced in 1910. It is, however, argued that this enliance-.
ment ought to be set aside to cover the approaching re-
duction and gradual extinction of the opium revenue.

The complaint about the incidence of taxation being
heavy in India in proportion to the average income per
head of the ryot and the relative cheapness of the admini-
strative agencies has often been made in the press, and on
the platform. Mr. M. De P. Webb estimates that during
the last four years the Government have collected revenue
n excess of their actual expenditure as under :

£1,500,077 excess in the year ending 315t March, 1910
£5.807 489 excess in the year ending 31t March, IQIL
£4,900,489 excess in the year ending 3rst March, 1912
. £7,500,000 excess in the vear ending 31st March, 1913

The Budget estimate for 1913-14 shows a surplus of
.£1,326,300, alter providing in full for all expenditure
chargeable to the revenues,



years.

31, in

o IGOT
e 1903
T agos
1007
1908
1909
1910
L TOTY
1912
., 1913

il

On March

'rm«: APPLE OF DISLORD

Cash Balances. *

q
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. A more convmcmg 1nd1catxon of the excessive taxa-
" tion would be formed from the steady growth in the cash
. balances of the Government of India during the last few

Held in India. Held in London. Total.
Rs. £ e
13,15,15,305 4,091,026 12,859,013
18,12,20,820 5,707,786 17,849,174
15, 8(} 00,550 10,262,581 20,860,351
15,04,03,980 5,000,812 15,033,744
19,27,71,195 4,607,266 17,458,679
15,35,32,245 7,983,808 18,219,381
18,44,31.420 12,799,004 25,094,522
20,35,03,830 16,690,990 30,263,012
18,44,01,000 18,390,013 30,616,746
28,04,44,000 8,784,205 28,080,471

It may be added that the money received by the
Government in the Post Office Savings Bank and on
‘account of Postal Life Imsurances is merged as received
with the general balances of the country. This fund has
steadily grown bigger of late as the following statistics
will show :—

Post Office Savings Banks.
Year. Additions to deposits during

Number of

the year, including interest, Depositors.
(Lakhs of Rupees).

1y o B ST A 97 BB Sl R

TQUIOL v i i (s RSO ES
ROARS 125 S S G 10,58 813
Fys s AR 4 S R I 11,15,758
FOO00 s ol il s TR RN . 1I,0,220
1907-08. .. .. Gl ST ¢ TRORRGE R OR  e 12,62,763
o ey N R N 1 A SR 13,18,632
e R B KR TOG L voe. 13,728,916
Ch s e S FORL S b 14,30,451
BTN, S o 2 QO A R 15,00,834
a0 d GRS 1,1 S P B 15,00,000

rm:ve; These balances do not include the amounts held in the Gold Standard or Paper Curreney
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The balance at credit of the Post Office Savings Bank
on 31st March, 1912, amounted to Rs. 18,89,87,500. The
balance of the Postal Life Insurance and Annuity Fund
. stood on the same date at Rs. 86,15,243, The increases
. in these funds have nc doubt contributed their quota to
~ the inflation of the general cash balances.

~ But, even when due allowance is made for such increase
‘as may have been effected from the above sources, the
 rapid rise in the figures of cash balances would clearly

show that either the people have been heavily taxed,

. or the Government have borrowed more funds than were

actually required. 'There has anyhow been a heavy with-
drawal of money from the capital available for the use of
the people and, in a country like India, suffering from a
chronic want of cheap capital, such a huge drain cannot
but retard her economic development.

Councils and Transfers.
The steady enlargement of the cash balances held by

+  the Secretary of State for India has been rendered possible

owing to large surpluses of funds in India occasioned by
(1) over-taxation or over-borrowing, or both, combined
with (2) increase in deposits of private savings with the
Post Offices.

Since there is always a large balance 6f trade in favour
of India, merchants and bankers instead of shipping
gold to India in payment of India's dues tender the
same to the Secretary of State in London-—owing to
- London being a great centre of trade, a large part of the
-wotld’s international debt is adjusted in the London money
market—and the Secretary of State issues Bills of Ex-
change on Indian Government treasuries at Calcutta,
Bombay and Madras, where on presentation rupees are
delivered and then distributed all over India.

| The method of drawing funds from India to meet
Home charges, by means of Bills of Exchange on
India is said to date back from the early part of the
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last century. Reference is made to these Bills of Ex-
change in the correspondence passed between the Court
of Directors of the Fast India Company and the Governor-
General in India in 1813. The sales of bills appear to have
been practised, though somewhat intermittently, from
1834 to 1857, when they were suspended for a space about
5 years. In 1862, when the issue of Council Bills was
resumed, the Secretary of State sold his Bills monthly at
a fixed rate of exchange; then fortnightly sales were
substituted ; now, for many years, sales of the Bills
have been conducted weekly *.

The procedure followed is based more or less on an
auction system and is this.  On every Wednesday a
notice is exhibited at the Bank of England inviting ten-
ders to be submitted on the following Wednesday for Bills
of Exchange and Telegraphic Transfers on the Government
of India. The notice states a limit which the aggregate
allotments will not exceed. The tenders are opened at
the Bank of England at one o'clock on Wednesdays in
presence of the Governot of Deputy Governor of the Bank
and at least one member of the Council of the Secretary
of State of India. The Secretary of State does not bind
himself to allot the whole amount mentioned in the notice.
As a matter of practice, he does not accept any applica-
tions at prices lower than 1s. 3 29/32d. for Bills and
1s. 3 15/16d. for Telegraphic Transfers 1.

In 1904, it was the practice to make a difference of
1-32d. between the prices of Bills and of Telegraphic

* There are four clagses of Bills drawn by the Secretary of State fnr Todls ¢

) ‘O(Sdinatﬁj Bills of Exchange soid by public tender every Wednesdy, known as
Joune

(2) Telegraphic Transfers sold on Wednesdays, called abbreviately as “Transfers.”

(3) Bills of Tixchange sold on any day excepting Wednesday, called ‘‘Intermediates.’®

(4) Telegraphic Transiers granted on any day excepting Wednesday, styled “Specials.”

+ Many people consider that with the closure of mints the necessity for putting up rupees
6o uuction in London every Wednesday has entirely disappeared.

1907, Lord Minto’s Governroent in enunciating the principles as regarda the method of
alloﬁting Bills and Transfers observed that “there appears to be no advantage in asking for tenders,’
. all the tanders wete at the highest rate it would be useless;
aml if lower ratﬁs were offerad bg the tenderers in cornpetition with eavh other it would be mischie-
vous. Our aim i8 to encourage the tenderers to offer the highest rate which we are willing to accept
and this end could be best obtained, and confidence inspired, bf' offering the transfers at a fixed
rate The transfers would ba allotted in order of application.”  Though

these remarks were made in respact of Bills drawn  on London, they apply mutatis mulandis to the
drawings of the Secretary of State for India as well,

L
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Transfers when the Indian Bank rate did not exceed 6 9%
and a difference of 1-164. when the Bank rates were higher.
In 1906, in view of the reduction which had taken place in
the time occupied by the mails in reaching India from
Kingland, and in the freight of Gold, it became the practice
~ to make a difference of 1-164. between the prices of Bills
~and Transfers when the Indian Bank rates reached
9 % This difference is calculated to represent the
approximate cost of interest on a rupee for the period of
a fortnight intervening between the date of payment of

a Telegraphic Transfer and a Bill of Exchange.
Tenders for less than Rs. 10,000 are not accepted.
© If two or more tenders are received for the same rate, and
if the amount to be allotted is less than the total amount
of both or all, a pro rata allotment is made provided that
“no Bill is granted for a less amount than Rs. 5,000. Pay-
. ment for Bills allotted must be made at the Bank of Eng-

Jand within a week. y
Intermediate Bills are allotted on all week days on
the condition that if, at the preceding allotment, Bills have
been allotted to the full amount previously announced,
. intermediate Bills are only granted at a rate exceeding by
at least one thirty-second of a penuy, per rupee, the mini-
mum price at which an allotment was made. If, however,
the minimum price has exceeded 1Is. 4 3/32d. the rupee,
this condition is not enforced, The Secretary of State in
Council is prepared to sell intermediate Bills at 1s. 434,
the rupee without limit. If an intermediate Bill is granted
~on a Tuesday, payment must be made on the same day; in
any other case, payment must be made not later than the
following Tuesday.
Applications for Telegraphic Transfers are received
at the Bank of England at any time between 11 and 3,
except on Saturdays when the hours are from 11 to 12-30.
. Transfers are granted only in thousands of rupees and in
no case for less than one lakh, except that an applicant to

CURRENCY ORGANISATIONS TN INDIA.
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- whom a transfer has already been granted at the time of
weekly allotment of Bills may be allowed an additional
transfer of an amount (in thousands of rupees) less than
one lakh, provided that such additional transfer is paid
for on the same day as the transfer originally granted.

The amounts for which Bills and Telegraphic
Transfers have been made upto date, with the sterling
realised, since yst April, are announced on every Wednes-
day at the Bank of England.

The Secretary of State is willing to purchase sove-
reigns in transit from Australia or Egypt by granting, in
payment thereof, Telegraphic Transfers on Calcutta, Bom-
bay and Madras. The bills of lading relating to all such
sovereigns should be made out in his name, or if the sove-
reigns are shipped before a transaction in respect of them
has taken place, the bills of lading should be endorsed in
his favour.

The date of issue of the telegraphic transfers and the

rate of exchange are subject to the following conditions :—
(4) In the case of Gold consigned from Australia.

At the option of the institution tendering the sove-
reigns, transfers are granted either (1) ten days after the
departute from Fremantle of the vessel in which the sove-
reigns are shipped, at the rate of 1s. 44. the rupee; or,
. (2) on the day following the departure of the vessel from
Fremantle, at the rate of 1s5. 4-1/32d. the rupee.

(B) In the case of Gold consigned from Egypt.

At the option of the institution tendering the sove-
reigns, transfers are granted either (1) on the advertised
date of arrival at Bombay of the next Peninsular and Orien~
tal vessel leaving Port Said after the date of shipment of
the sovereigns to London, at 1s. 4d. the rupee ; or, (2) on
the date of shipment from Egypt to London, at 1s. 4-1/32d.
the rupee.

17
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 The principle governing this arrangement is that
payment ought to be made on the day when the sovereigns,
if shipped to India direct, would in the ordinary course
‘have reached the nearest Indian port, and if an earlier
payment is made, an extra charge to cover interest for the
intervening period is added. « e
The extent of drawings by the Secretary of Stateon
the Governor-General in India is governed inler alia by
the following administrative considerations :

(1) Mo draw from the treasuries of the Government of India during the financial
year the amount that is laid down in the Budget as necessary fo carry out the Ways
and Means programme of the yees, ‘

(2) To draw such further amounts as may be required to pay for purchase
of Silver bought for coinage purposes, Such purchases are gometimes made out
of Gold held in the Paper Currency Chest, bub if—as, with rave exoeptions,
i8 always the case—the market for the Secretary of State’s Bills is strong enough
to enable him to pay for his purchases of Silver by additional sales of Bills, he
tukes advantage thereof and the reserve of Gold in the Currency Chest is  held in
tact as a safegurd against risks of fall in exchange.

(3) To draw such futher amounts as an unexpectedly prosperous season may
enable the Government of India to spare, to be used towards the reduction or
avoidance of debt in England.

(4) To sell additional Bills and Transfers to meet the convenience of trade.
This procedure serves, sometimes, to avert extreme stringenoy in the London Money
Market which would be ereated if the Secretary of State, by refusing to gell draf ts
for the convenience of trade, suffered large quantities of sovereigns to be taken
feom London to India, for any serious disturbance to the greatest money market
of the world cannot but be injurious to the trads of India, and fo her interests as
a froquent borrower in the London market*, so that free sales of Counoil drafts for
the purpose of averting such a disturbance is, in the opinion of the Secretary of
State for India in Conneil, at times fully justified, and, indeed, urgently required.
in the interests of India.

: ~ In pursuance of these important considerations, the

practice which, in addition to the normal weekly allot-
ments of Bills and Telegraphic Transfers, has, since 19o4,
been in force is as follows :—f

* It may be romarked that the dominating importance of the London money market for the
purpose of raising loans yequired for capital expenditure in India js now on the decline, Mr, Lionel
Abrahams, referring to this matter in his oral avidence befare fhe Royal Comuiission, said that mﬂng
10 Spread of rumounrs of growing unrest in India it had in recent fimes been becoming more ditfentt,
yoar by year, t0 issue loans on favourable terms fn Englund. Thus, in 1012 the 3 % loan af the
Government of India for 8 crores 0f rupees wag issited at an average ptice of 06k, whoreas the Tndia
Sterling loan for £3,000,000, underwritten, was fssued at 08,

¥ The drawings have romotimes been oxcessively heavy, Thus for instance, no less than
£3,500,000 (5% orobes of rupees) worth Transfers were sold duting the space of 16 days in January
Ee\n'muy. 1012, ;
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(1) To gell Bills of Exchsmge invariably without limit when the price is as

] bxgh asile did.

{ (2) To sell Telegraphic Transfers without limit at 1s, 4 5,324, if the Indian
‘Presidency Bank rate of interest does not exosed 6 9 (increased to 8§ 04 since 1906)
and at 1o, 4 §/164. if it exceeds that rate. -

: (3) To issue Telegraphic Transfers on India in payment for soversigns which

the Seoretary of State has purchased in fransit from Anstralia or from Egypt to

'India.  This practico has been resorted to as a means of preventing an excessive

import of sovereigns into Tndia.

The facilities for transference of funds from India
to England, thus offered, have resulted in withdrawal of

money on an extravagantly large scale out of India.

An idea of the heavy drawings made hy the Secretary
of State for India on the Indian treasuries may be formed
from a perusal of the figures drawn during the last ten
years. In connection with these figures it may be mentioned
that the rates of exchange obtained have not infrequently
been well below the gold import poiut, that is to say, no one
could have afforded to bring sovereigns from England or
elsewhere into India at those rates. This has, often, been
necessitated by the amounts offered for sale being more
than could be sold with maximum advantage to the state
funds, which is exceedingly objectionable as, in virtue of
their position as the sole supplier of the coined rupee, the
Government are always in a position to dictate, within
reasonable limits, their own terms and if at any time the
trade is not so brisk as to pay the Secretary of State the
full value of his rupee, the sales could well be suspended
for a while till exchange rises—as it does for several months
in every year—particularly as the Secretary of State has
always got heavy cash balances or Indian funds on his
hands in London.

Mr. William Bernard Hunter, Secretary and Treasurer
of the Bank of Madras, voiced this view in definite terms
in the course of his evidence before the Royal Commission
on Indian Finance and Currency (1913) :

When exchange weakens, that is when Telegraphic Transfers and Comeils
cannob find buyers at ls, 4 1/32d. and 1s. 44, respectively, they should cease
to be offered. , » Al ' « v (the question was put by fthe
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Chajrman), That is tho essential portion of your goheme 8o far as exchange i3
concemed 1~-To my mind it would strengthen exchange very much if that were
done. When they are unsaleable at those rates it shows distinotly that there is
no demand, It is ensier to keep exchange up than to bring 'it up agein when
 once it has dropped. The best way is to keep it steady. )

Mr. Webb’s views are still more rigid. He says:

| The sales of Couneil Drafts should be strictly limited to the sum required to
meet the Home Charges, and no allotments should in any cireumstances be made
below, say, 18. 43d. to 13. 4d. —ie, about the present equivalent of specio
poing for gold imports into India. The sum required in London for Home Charges
having been realised, no further sales of Council Drafts should be made except for
tho expross purpose-—duly notified to the publie—of purchasing metal for the
manufacture of further token coinage. Such special sales of Council Drafts should
ot be made at anything helow specie point for gold imports.

‘ In order to illustrate my remarks as to the excessive
drawings, I give below a schedule showing :
- Amounts drawn by the Secretary of State for India on the
" Govermment iveasuries in Calcutta, Bombay and Madras.
Average rate Minimum

Vear, Amount,  of Exchange. rate of
Exchange.
£ Sh. Sh.
190304 23,859,303 16,049 15.875
190405 24,425,558 16.045 15.970
1905~00 32,166,973 16.042 15.937
19006-07 33,157,196 16.083 15.937
1907~08 16,232,002 16.029 15.875
1908-09 13,915,426 15:630 4 XTBUETR
1909—-10 27,000,586 16,041 15.875
191011 20,783,303 16.060 15.875
191112 27,058,550 16,083 15.937
191213 27,759,700 16,058 15.970

In addition to the above amounts a sumn of £12,238,138
was remitted by the Government of Tndia to the Secretary
of State in 1907-08 by means of Bills drawn on, and
shipment of sovereigns to, London.

The fall in the rateof exchange below the specie point
is considered due to excessive drawings. If amounts
sufficient to meet actual payments were, alone, drawn,
this loss to the Indian Exchequer would have been avoided.
Public opinion in India strongly criticises the policy under-
lying, and feels uncomfortable at such heavy drawings,
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‘which have been far in excess of all possible requirements,
It is generally urged that the Tudia Office is straying clearly
bevond its legitimate functions in drawing funds from
India to cater for international trade requirements; when
once the State’s proper demands are satisfied, futher ac~
cumulation of Indian funds in England should have been
discouraged.

As a step towards this reform, the general cash
balances of the Government of India should be considerably
reduced by the increase of non-recurring expenditore, the
budgeting of large deficits and the suspension of fresh
borrowings for some time to come.

The Lucky Borrowers.

The procedure regulating the issue of funds from the
Secretary of State’s cash balances in London on loan or
deposit consists of placing the money with certain bankers,
discount houses, stock brokers, etc., of standing and respec-
tability. A listof houses that have been fortunate enough
to secure the Secretary of State’s approval is maintained
in the India Office. Admission to this privileged list is
obtained by application addressed to the Broker, who
communicates the application to the Accountant-General.

The Borrowers’ list is scrutinised periodically by the India
Office Finance Committee. *

In general keeping with its premier position in the
region of Finance, the India Office scorns to deal in small
sums and in accordance with the decision of the Secretary
of State for India “loans are made in sums of £50,000
(Rs. 7,50,000) or in multiples of £50,000.”

The usual periods for which loans are granted are
from three to five weeks, or occasionally for six weeks,

.. % Commenting on the gubject of these loans and the composition of the Finance Committee,
Sir Vithaldass Thackersey sald In the Imperial Teglslative Counoil on 22nd Mazrch, 1912 i—

T wish to speak with great respect of the Becretary of State’s advisers,  They are eminent
men, but it is only necessary to ention the positions they occupy in the world of London Finance
to show bhat, human nature being  what it is, they cannot ~be expeeted to be wholly free ftom a cers
tain bias. ILord Inchcape iga ditector of the National Provincial Bank of England, Ltd,.—a very
powerful Bank. Sir Felix Schuster, Bart., is 8 director of the German Baunk of London, Lid,, and
2146 8 Qovernor of the Union of London and Smith’s Banlk, Ltd. My, Lawrence L’nrr}? is 9 managing
partner in Glyn, Mills Currie & Co.,—2 large and powerful private banking howuse,

I,
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but as lately the funds in the possession of the Secretary

- of State have been far in excess of his immediate require-
ments, the loans originally granted for short periods and
at short-period rates of interests have not infrequently
been renewed from time to time *.

CURRENCY ORGANISATIONS IN INDIA.

The loans are granted on the security of the following
classes of Government or quasi-Government paper :

India Debentures: India Bonds; Debentures of
Railway Companies (interest whereon is guaranteed by
the Governmeunt) ; Treasury Bills ; Exchequer Bills ; Ex-
chequer Bonds; India stetling loan Bills; Metropolitan
Water Board Bills and London County Bills. These
are all accepted at par value. In respect of other
British and Colonial = Government securities, most of
these (such as all Parliamentary Stocks or Annuities ;
3% %, 3 9% and 2} % India Stock and Stock certifi-
cates; Rupee Paper; different kinds of Metropolitan
stocks: Indian Guaranteed Railway Companies fully

- paid-up Debentures ; Corporation of London Deben-
tures : Bonds or Bills of Colonial Governments or of
Municipalities in Creat Britain with a population
of 50,000 and upwards provided they mature within
next five years) are accepted in security at the current
mazket value with a cover of five per cent.

The Accountant-General at the Iudia Office informs
the Broker daily of the amount of loans that may be re-
newed on fresh terms, of the amount of new loans that may
be made, or of the amount of loans that must be called. The
Broker is responsible for obtaining the best possible rate
of interest. The payment is made by an advice being sent
to the Bank of England to place the amount of loan sanc-
tioned to the credit of the India Office Broker but the
loan is not actually advanced until the requisite securi
ties are duly transferred in favor of, and made over to, the

* The average amount in cash balance {exclnding over 25 crores of rupees in Gold Stand-
. prd Reserve and over 9 erores in Paper Curmn{ Reserve) in the hands of the Secretary of State
during the year 1912-13, Was nearly 10 crores of rupees,
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 Becretary of State for India in Council, or deposited with
the Bank for account of the Sectetary of State, 1
The Broker has been found to be unabie to lend more
than £10,000,000 to £11,000,000 to the privileged firms
on the approved list. But such has been the anxiety of
' the India Office to benefit the London money market with
its surplus funds that several Banks—of high standing, of
course—were approached by the Broker to accept the
extra funds on deposit, without security.

In consequence of the decision of the Judicial Com-
mittee of the Privy Council in the matter of Sir Stuart
Samuel’s seat in Parliament, a note is now printed on
application forms for loans stipulating that no Member of
the House of Commons should be admitted to any share or
part of any contract, agreement or commission or to any
benefit to arise therefrom. The provisions of the above
Statute do not, however, affect the contracts, ete., entered
into by incorporated trading companies in their corporate
capacity notwithstanding that such companies may in
part be composed of, or be managed by, members of Parlia-
ment. :

The India Office seem. to have been very fortunate in
their investments for there have been ouly two cases in
which delay or difficulties in the recovery of money due
were experienced. In one of these, there was some: loss
even, but by keeping the securities held for ‘some time
longer the loss was recovered from the difference between
the higher rate of interest accrued on the securities aud the
lower rate of interest on which the advance (£50,000)
by the India Office was made ! )

As an indication of the large amounts lent out of the
general cash balances of the Secretary of State for India,
I give below the maximum amounts held on loan or
- deposit by some firms and Banks on the approved list kept
at the India Office during XQ10-1X:



&

CURRENCY ORGANISATIONS IN INDIA.

Deposits with Banks without security.

£
Glyn, Mills, Currie & Co. . ) .. 1,550,000
London (,ounty and Westminister Bank va L T.800,0000 [
London Joint Stock Bank 0 .+ 1,500,000
National Provincial Bank of England A .. 1,300,000

Union of London and Smith’s Bank .. . 1,250,000

%

Loans to private firms and Banks.

Union Discount Co. of London .. i) Vi TROL000)
National Discounit Co. ovs i 35 .. I,100,000
Samuel Montagu & Co. .. i g .. 1,050,000
Wedd, Jefferson & Co. .. Vi i ‘i 280000
+ Reeves, Whitburn & Co. .. iy i <+ 700,000
Alexanders & Co. .. it % i .. 650,000
National Bank of India .. e A <4 B50,I50 .
Brightwen & Co. .. .+ 500,000
 Chartered Bank of India, Austraha & China .. 500,000
' Hohler & Co. o .+ 4500,000
Sheppards & Co. .. e 5 .+ 500,000
Roger Cunliffe, Sons & Co. A% ol AR
Lazard Bros. & Co. o N g fe il 80000
Mercantile Bank of India i i i 250,000
Ryder, Mills & Co. . $y vs o5 .» 250,000
Smith St. Aubyen & Co. .. e b <« | 250,000
Baker Duncombe & Co. .. i o .. 200,000
Bristowe and Head o @ i h 200,000
Anglo-Fgyptian Bank .. it iy .+ 200,000
J. Ellis and Sons ., A i o Gorl o 200,000
King and Foa v i s e U 200,000
- Blydenstein & Co. . iy ! i b 150,000
Booth & Partridge . il W i i 150,000
Gillet Bros. & Co. . i P K 150,000
Haarbleicher and Schumann .. il Lol 350,000
National Bank of New Zealand .. iy i 150,000
Steer, Lawford & Co. .. v b or 150,000
- Tomkinson, Brunton & Co. i b .. = 150,000
Allen, Harvey & Ross .. & 4 e 100,000
Biedermann & Co. . i 4 e o 100,000
Eastern Bank : . ve e 100,000
Laurie, Milbank & Co. .. b S e 100,000

Lyon and Tucker .. = «: ‘e 4 b 100,00¢
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- Loans to private firms and Banks.—concld. £
Mathey Harrison & Co .. 2ol s < modione:
- 1. Messel & Co. .. it g iy P o

. Henry Sherwood & Co. .. o v, i 50,000
 The following comments in connection with the above

' loans would, probably, be found interesting :

S | 'The most fortunate people; it will be noticed, appear to have been Messra
Samuel Montagu & Co. ' They have apparently been the recipients of what amounts
practically to standing loans that totalled in all about £2,000,000 (two millions
sterling) per annum of India’s spare cash for the last five years 1| It should be
particularly noted that these are among the “short” or “temporary” loans which
are granted at low rates of inferest bhecause they are only for shart periods and
may be recalled, These short periods have, by repeated fresh loans, now extended
through aft least five years *--possibly more,—Mr. M. De P. Webb, ddvance Dndia,
(1918) page 65-66.

i Unfortunately the head of this firm (viz., Messrs. Samuel Montagu & Co.)
was closely related by blood to the Parlismentary Under-Secretary of State—Pro-
fessor Keynes, Indian Cwivency and Finance, page 142,

A Fortunate Broker.

.. The figure that emerges most triumphant and lucky
out of all this controversy is that of Mr. Horace H. Scott,
prince of Brokers and the official Broker at the India
Office. The Right Hon'ble the Secretary of State, who has
been a target for considerable criticism in the matter of
investments is forced-—notwithstanding that he is a Peer
of the Realm-—to content himself with a salary of only
£5,000 a year, because, forsooth, this is the maximum
amount fixed for His Lordship by the laws of England.
But Mr. Scott has not only been immune from such bothera-
‘tion and responsibilities, but has been quietly pocketing
nearly twice His Lordship’s salary as the following state-
ment would show :

Broker's Commission. £
1005~06 14,213
1606-07 10,727
1907-08 7,119
1008~09 ; 4,603
190g~I0 7,290
1910-I1 16,376
1053512 ‘ 9,980
1912-13 7,001

“A\'ctngo rafe of interest earned on loans given to the n))f);év&‘(l Borrowers : :
1910, 284 9% 1 1011, 2.46 % ; 1912, 3,16 % ; 1013, (January to May) 8,07 % per annnm.

+ 18



The Broker's remuneration for his work has, since
1888, been a percentage on interest earned. Until xst
July 1911, the commission was 5 per cent on interest
earned on loans on security and one per cent on interest on
deposits (without security) placed with Banks. The terms
were reconsidered by the Secretary of State in Council in
1911 and a new arrangement has been made by which

' 23 per cent on interest earned on loans on security is paid
up to a maximum of £5,000 in any financial year, and 1} %
thereafter : and one per cent on interest on deposits with
Banks is paid to him. In the Gold Standard and Paper

. Currency Reserves, 1-16th per cent on sales and purchases
of Registered securities ; on purchases and sales of short-
dated bearer securities : 1/32 percenton those maturing
within one year, 1/16 per cent on those maturing in 2 to 3
years and §th. per cent on those maturing after three years.
From st July, 1911, the total commission to be paid to
the broker on purchases and sales of securities in any

" financial year is mot to exceed £1,500. ¢

“Tt was slightly shocking to discover’'—says Pro-
fessor Keynes—-‘that the Government Broker, who is
‘mot even a whole time officer, and has a separate business
“of his own besides his official duties, is the highest paid
wofficial of the Government with the sole exception of the
‘“Viceroy. He has probably been paid too high even on
“ourrent city - standards.”’

The total amount paid to the broker by the India
Office up to 31st March, 1913, comes to the respectable

figure of Rs. 18,48,135 (£123,200).

CURRENCY ORGANISATIONS IN INDIA.

The Presidency Banks in India,

In order to put fotward the case on belialt of the
Presidency Banks in India in true light, it is necessary to
first mention the extent of assistance given by the Secretary
of State for India to the Bank of England in return for
the services rendered to him by that corporation. It
shouid be understood that whereas in India, the help
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whick the Premdency Banks receive from the Government
constitutes in a large measure the sum total of official
patronage extended to them, in England the assistance
given by the Secretary of State—substantial as it is —is but
a small portion of the total patronage and help received by
the Bank of England from His Majesty’s Government.

It appears, then, that an understanding exists between
the Secretary of State and the Bank of England that in
order to remunerate the Bank for services for which no
direct charge is made, such as the work done in connection
with the sale of Council Bills and Telegraphic I'ransfers,
the closing balance of each day shall not be less than
£500,000 (75 lakhs of rupees). As a matter of fact, the
balances with the Baunk of England have been far in
excess of this sum as the following table of balances on
the last day of each month during the year 1912- 13 will

~ show :
Cash Balances with the Bank of England on :
£ L
31-3-1912 1,351,692 ,
30-4-1912 734,199 31-10-1912 574,106
30-5-1912 660,583 3I-11-1912 754,656
30~6-1912 2,205,474 31-12-1912 1,800,259
31-7~1912 594,123 31~ 1-1013 048,527
31-8-1912 062,593 28~ 2-1913 600,508
30-9-1912 1,889,592 31— 3-19I3 1,095,852

The keeping of such heavy balances of money free of in-
terest has been supplemented by the sum of no less than
about Ten Lakhs of Rupees paid every year to the Bank
of England on account of remuneration for services rendered
in connection with the management and issue of public
debt, etc. Full details of payments made to the Bank of
England and the Bank of Ireland, during 1912-13, with
rates of remunerations fixed for various kinds of services

are given below :



Bank of England.
Re Management of Public Debt,

. Remuneration for the management of India

Stocks at £300 per million (total walue
£163601.070) % | . i i i iy
 Remuneration 1or the issue of India Stocks, at
1,250 per million . b i
Remuneration for management of Incha Bonds at
£100 per million .. 1 ; s &
Remuneration for issue of India Bonds is paid at
£1,250 per million. There was no issue of this
loan during 1912-13 il b e
Remuneration for issue of India sterling Bills is
paid at £200 per million. No issue during 1912-
13,
Remuneration for the management of India Rail-
way Debenture Stocks, at £300 per million ..
Remuneration for the management of Rupee
@ Peht § G e ‘ s 4 G
Tee for assessment of Indlan Income Tax at 2d.
: pet Rs. 10 deducted 0 £ o i
. Remuneration for conversion of 3 per cent Rupee
loan at £500 per ten million rupees § .. iy

Re Purchase of Silver.

A commission of Ith per cent is paid on first
£2,000,000° ordered to be purchased in a finan-
cial yvear. Then Jth per cent for commission
and brokerage vt Vo s s Ve

Re Currency Chest.

A charge of 1/32nd per cent per annum is paid
for custody of Gold on account of the Paper
Currency Reserve . it 3l &

Total i

(::about Rs. 10,00,000).
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48,672

3,750
350

1,473
8,000

9o
28

2,501

1,711

00,574

s Ehc coxb uf tln s uxuueur, of a new

4 mniences from the date of the last instalmen
+ The rate i €400 per ter million rupees subject to & minbmum charge of £8,000,

1 An oxtea charge of £150 wus paid in 1910-11 for pre parabion and issue of new  coupon

smm of Rupee Loan of 1854-55.



_,..‘Am or msc.om) e T

Bl hxs was by no. means an abnOrmaI yeax 'lotal pay—. iy

Ak meni;s in each of the preceding five years were as follows :
o 1907—08 -f61,489 ;  1908-00,-£60,842 ;  1009-10,-£63,166 ;
xgxo-n,—£72 707 i 1911-12,-£64,530.

Bank of I veland.

Remuneration for the management of public debt
- at £360 per million on £6,246,616 .. I
(or, Rs. 33,735.)
Paymentq during the preceding five years :
1007-08,-£1,000 ;  1008-09,-£2,026 ;  1000-10,42,001 ;
1910-11,~£2, 16~; 1911—12.-,&'2,223

Commenting on the exorbitant scales on which the
yemunerations of men-—and I may add institutions—of
- the City of London are based, Professor’ Keynes rightly
_ observes: ‘It suggests once again thé old question how
~ “long it will be found necessary‘to. pay City men so en-
“tlrely out of proportlon to what other servants of society
- “‘commonly receive for performing social services not less
“useful or, difficult.”

Now, look at:the other side of the picture.” The
agreements between the Government of India and the
Presidency Banks in India in respect of the holding of
balances provide that the Banks are to transact general
business for the Government at their Head Offices and cer-
tain branches * in teturn for which they receive specified
remuneration ; the Governteént of India is not bound to
retain at the Banks any particular sum ; but, if its balances
at the Head Office of any of the three Banks fall on any
day below the figures' given, they are to pay to the
Bank interest at the lowest rate chargeable on such day
by the said Bank to the public for loans recoverable on

demand 1 ;

* The number of branches of the Presidency Banks where they ach a8 b ankers to the Govern-
ment and charges for transaction of business whereat ave fncluded “In the remunerations fixed were
(excluding the three flead Officesy 85 in 1913,

+ On the flontation of a loan, aud in special cases, the amounts are increased,
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Name of Bank, Remuneration = Amountof
e per annum.  Balance below
which interest
becomes payable.

Rs. Rs.
Bank of Bengal . .« 43,500 35,00,000
Bauk of Bombay. .. 12,000 18,00,000
Bank of Madras. . V112,000 20,00,000

When a new branch is opened by any Presidency Bank,
the Government, as an encouragement, sometimes guar-
aritee to keep a certain minimum balance at that branch
for a number of years.

Like the Bank of England, the Bank of Bengal also
manages the Public Debt in India. At its branches it
does all the banking work (usually done by the district
treasuries) for the Government and all this within the afore-
said remuneration, which pales into insignificance when
compared with the princely terms allowed to the Bank
of Kngland.

In justice to the Government, it may be said that
~ in actual practice the balances kept with the Presidency
Banks are much higher than the minimum provided in the
agreements.

It apprears from the evidence given by Mr. Lionel
Abrahams before the Royal Commission on Indian Finance
and Currency that the actual amounts usually left with the
Presidency Banks at their Head Offices are ;—

Bank of Bengal 70 to 8o lakhs.
. Bank of Bombay 40 to 50 lakhs.
Bank of Madras 20 lakhs.

The Government deposits iu branch offices are extra.
There is no limit fixed in respect of such deposits, but
they are held absolutely at call and are, in actual practice,
removed with the utmost freedom.

There is a history connected with these balances.
Under Acts of the Governor-General Nos. VI of 1839
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" ‘III of 1840 and I}x of 1843, the Presidency Bank of Bengal,
 Bombay and Madras enjoyed rights to issue Currency
. Notes payable to bearer on demand. These Acts were

- repealed in 1861, when the Government of India esta-

blished a State-managed Paper Currency, and as a compen-

sation for loss of their note circulation, Government agreed
to keep with the said Banks certain minimum balances

without charging interest. *

The average proportion of total Government deposits
with the Presidency Banks to their Capital and Reserve,
and to their Cash balances, is, approximately, as under :—-

Year. Bank of Bank of Bank of
Bengal. Bombay. Madras.
()/0 0/0 (\/
LA ® oW B @ (B)
1890 e Wi 81 Do e e 49
SRR e B8 2 (0G0 e
st B e SR e B G

1910 o o 50 29 70 34 58 32
IQII i . 55 30 65 29 62 55
1912 i i 50 26 69 3L 61 30

(A) Percentage of Government Deposits to Capi-
tal and Reserve.

(B) Percentqge of Government Deposits to Cash
and Currency Notes.

The Capital and Reserve of the Presidency Banks now
stand as under :—

Rs.
Bank of Bengal 3,83,00,000
Bank of Bombay 2,06,00,000
Bank of Madras 1,45,00,000

It would appear that the proportion of Government
deposits to (1) capital and reserves and (2) the cash bal-
ances of the Presidency Banks have not increased pari passu
Wlth the expansion in the resources of the Banks, The

i It may be mentioned that the Bank of England, too, does not allow any interest on the
Indian Government Funds kept with it,
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assistance granted by the Government to these institu-

tions is, in the opinion of many financial experts, far from

adequate, and is much too less thau the patronage extended
to the Bank of England by His Majesty's Government.

At times of stringency in the momey market the
- Government have, no doubt, extended a helping hand by
making temporary loans to the Presidency Banks. The

' cases of such loans on record are |-

To Bank of Bengal. 40 lakhs in 1901.
20 lakhs in 1901,
25 lakhs in 1905.
30 lakhs in 1906.
25 lakhs in 19006.
To Bank of Bombay. 25 lakhs in 1902,

The rates of interest charged on these loans were the
usnal Bank rates for demand loans current when the advan-
ces were given. But such help is not sufficient and there
is a general consensus of opinion that the time is now ripe

when the Government ought to give a substantial assis-

. tance to the Indian money market by placing much
larger sums than it has hithetto done with the three
Presidency Banks and extending the privilege of the use
of some portion of its vast surpluses to other Banks of
. high standing in India and to first class private firms
and iunstitutions as well.
: The Problem of Problems.

The culminating point of the whole issue is that owing

- t0 a variety of circumstances, the chief of which are :

(1) artificial enhancement of the value of the Rupee;
(2) marvellous expansion of the use of paper

currency ; g
(3) increased taxation, or, over-borrowing; or
both, and;

(4) extension of the habits of thrift and frugality
among the people and the growth of their
confidence in the stability of the Govern-
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o o ment leadmg to their depos1t1ng over 20 crores
of their savingsin trust with the Government

Post Offices,

‘ the Government of India have accumulated a huge reser-

voir of funds which on 31st March, 113 stood at the high
figure of Rs. 1,46,39,80,015. *

Of the portion thereof held in England, §th the amount
has been placed at the service of the London money market,
whilst of the go crores held in India, only 10 crores are
invested in Government of India rupee securities and the
rest is—as it were—a close preserve of the Government, to

the use of which,—mo matter whatsoever the stringency

of money in the market and howsoever disastrous its re-
sults to the trade and commerce of the country,—the
Indian people may not aspire.

The second grievance is that large sums of India’s
funds have, for one reason or another, been transferred

from India to England, the underlying principle being to
. prevent, or as far as possible diminish, the import of Gold

into India evidently for the fear that since the Gold Reserves
of London are already very slender, any substantial with-
drawal of the precious metal would not but cause a

“serious disturbance to the greatest momey market of

the world.”

* HELD IN INDIA, Rs,
OASH BALANC A A w2 o Va o 28,04,44,000
GOLD STA“JDARD RESERVE e ¥ 3 it Vi oo 6,00,00,000
PAPER bURRls-l\( ¥ RESERVE.
Silver b N oA Ve o y i .o 16,45,27,406
Gold. e i N Py A oy e ¥k ’M/ 50798
Securities .. oy S o e \e de Lo 0,99,09,046
90,77.22,240
HELD IN LONDON.
CASH BALANOES, o ;
esf.ed ln the market . N M Y \s o 12.07.50,000
nk of England o o N 3% . 1,04,87,780
GOLD SEANDARD Taguad s
ted in securities i ) oo 28,914 85 035
In m 1 subject; to recall at shor\‘, not.ice Vi e o 150,84,930
In deposit at: the Bank of England o Ns s 2,43 00,000
PAPIEB. CURRENCY RESERVE.,
Gold ab the Bauk ot Englund e b4 e Ve .o 9,15,00,000
Securities . 3 o o i i ,u() 00 000
56,62,67,770
Grand Total 1,46,50,80,015

19

L,
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It will appear from the table of India’s export and i~
port trade given in Chapter IV that during the twelve years,
~ from 1900-01 to 1911-12, the balance of trade was in India’s
favour to the extent, altogether, of £492,250,000 and it is
quite matural for the Indians to expect that after deduct-
ing nearly £225,000,000 which became dueto FEngland on
account of Home Charges during these twelve years, India
ought to have received 267§ millions of pounds sterhng
worth Gold.

CURRENCY ORGANTSATIONS IN INDIA.

It was Locke who said : “If exportation will not balance
“importation, away must your silver go again, whether
“moneyed or not moneyed; for where goods do not,
“silver must pay for the commodities you spend.” Since
Gold is the modern international measure of money (in-
stead of Silver) it is no sin to expect that if England can-
not pay in full in kind for all the merchandise she receives
from India, the balance ought to be satisfied in Gold.

 But out of 267} millions sterling cue to India, it appears
that she was allowed toimport ounly 1354 millions worth
Gold and 59 millions worth Silver during these 12 years,
and out of thesesums, again, large quantities of Gold having
passed into possession of the Government are held up in
the Reserve Treasuries. Indeed, the net absorption of gold
coins by the public during 12 years is, altogether, 51 mil-
lions sterling only. Various means seem to have been
adopted to counteract the effects of the favourable balance
of trade to India and to obstruct the free importation of
Gold into the country, the most potent being the use of
the trade balances as a means for wit hdrawing India’s Gold
and Paper Currency Reserves with a view to invest or
hold them in London.

Looking through the long chapter of the currency
history of India one cannot help feeling that the Govern-
ment of India have, olten, come forward to champion
India’s cause ina true fatherly spirit before theCouncil of the
Secretary of State, but the odds havebeen so heavy against
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them that India’s grievances in this matter have not, yet,
been redressed.

The demands of the people of India in matters pertain-
ing to currency and the disposition of the various financial
reserves of India are quite clear. They have been voiced
by her representatives, on many occasions, in the Imperial
Legislative Council and have formed subject of repeated
representations by the Chambers of Commerce in India.
References have been made to the existence and trend of
public feeling in respect thereof in the addresses presented
to stccessive Viceroys of India and in conversaziones held
between representatives of the Indian trade and finance
and heads of the different departments of Administration.
They may be summarised here as follows :—

(1)—That it is no part of the business of a Govern-
ment to keep enormously heavy general cash balances in
hand such as would necessitate a constant and year-to-
year investment of 10 to 15 crores of rupees in a foreign
money matket. No other Government in the world does
$0. “In Great Britain the Chancellor of the Exchequer,
“with annual liabilities far exceeding those of the Govern-
“ment of India, manages to carry on the financial busi-
“ness of Government with a very much smaller balance
“of cash in the till than that employed in the case
of India*'’

It is desirable to invest the surplus cash balances
of the Government in capital expenditure on tepro-
ductive works, like irrigation and railways in India, or
in re-payment of loan, or in suspending fresh borrowings
for some time. :

(2)—That the Gold Reserve of India ought to be
mainly kept within the country in actual Gold. It is in-
advisable to lock-up the Gold Reserve in securities for the

* Great Britain’s cash balance on 31st March, 1918, w;;;;:t;;:;z.’.b,ll'u,-«.{l‘anw imlidv.rl;y i,
M. De P, Webb (Page 105); St gl e



. CURRENCY onemsmrows v INDIA.

aake of carning interests. The system of loaning out the
 emergency reserves of one country to the Government of
. another. country, besides being wrong in principle, is not
~without a serious element of danger in that the best gilt-
edged securities are liable to become unsaleable in times

. of financial crisis or of political complications. If, however,

‘the retention of some portion of the Gold Reserve in
- England be considered necessatry, the limit of such reten-
. tion may he fixed,.say, at ten crores of rupees maximun,
In times of unfavourable exchange, when the Secretary
of State cannot sell his Council Bills on India, it would
. be quite easy to ship Gold from India, and would, in fact,
be much cheaper.

In 1907-08 and 1908-09, when the balance of trade

. became temporarily adverse to India, the Secretary of
State had to find g millions of pounds by the sales of .

securities, out of which, however, over 3 millions worth
British Treasury Bills had matured during that year and

' ] ‘were discharged at full face value resultingin a profit of
. about £50,000 over cost price. The sale of the remainder

6 millions worth securities was effected at a loss of nearly
30 lakhs of rupees.* Had this sutn been remitted from
India the total expenditure on sca freight and insurance
thereon would not, I fancy, have exceeded 4 lakhs of
rupees in all.

Further, in order to avoid chances of the Gold Reserve
being put to wrongful use, its composition, magnitude,
location and disposition may be determined by legislative

enactment,

(3)—That the policy in respect of the investment of
a portion of the Paper Currency Reserve ought to be
governed by the consideration that the utilisation of those
funds in the purchase of Government of India paper would

" * After the absorption of about £50,000 earned a8 profit, the net loss to the Gold Standard
Reserve Fund was of £146,862 only.
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_ ‘enhanCe the value of, and improve the market for, that
: pape‘fand react in benefit to the genmeral body of tax-

payers.* :

Further, that in times of stringency in the money
market when the rate of interest in the Presidency Banks
exceeds, say, six per cent, and thus indicates accute
 shortage of funds, the Paper Currency Reserve ought to be
- freely placed at the disposal of the Indian money market,
under suitable conditions as to security and repayment,
through the medium of all respectable Banks and busi-
ness houses in India. All this will help to further popu-
larise the Paper Currency and expand the volume of its
~ circulation.

(4)-—That the repeated pledges given by the Govern-
tent of India and the Secretary of State for India for the
introduction of a genuine Gold Currency be now redeemed

~and in response to the general wishes of the people and
in order to provide a self-acting process—unhampered by
official control and interference—for the expansion of
currency, when required, the Indian Mints be thrown open
to the unrestricted coinage of standard gold coins,

(5)—That the sale of Council Bills and Transfers by the
_Recretary of State be placed under definite regulations
50 as (o ensure the realisation of the highest possible price,
consistent with the ascendant position of the Government
in the matter of its token silver currency ; and that, as a
general rule, the drawings ought not to exceed the actual
requirements of money in England for meeting the Home
Charges ; the general cash balances in England may be so
reduced as to maintain only a reasonable minimum working
balance, of say, £4,000,000 as required according to the

* In England every one, from the Ohancellor of the Exchequer down to the humble banker and
financier, is seriously concerned about the stepe to be taken to wake British Cousols popular, At
present that is the ﬁmnvipnl topic in England, We, in india, export our available capiial to Loudon
and starve our banking institutions to the detriment of the populazity of our own papeér, If means
¢an be adopted by which we san  prevent the enormous rise of the rate  of interest, in the busy season
1 am sure~-and that is the opinion of many bankers—that the vrice of Government paper would
stand at a much higher figure than now.

% a—rllggmot irom a speech of Sir Vithaldass Thackersey in the Imperial Legislative Councii

)0
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India Office own estimates of normal requirements*, The
sale of Council drafts may moreover be popularised by in-
cluding the treasuries of Delhi, Amritsar, Karachi and
Cawnpore for payment of bills and transfers issued from
England.

The people of India further feel that the top-heaviness
i the stracture of the financial administration of India
. ought to be remedied. The Government of India ought tobe
more free in the disposition of its reserves and balances
and the constant interference and check of  the India
Office may be so modified as to allow fair liberty of action
to the Government in Delhi. TFollowing up the argumment
advanced by Professor Keynes that owing to absence of
knowledge and experience, the tendency of power in finan-
cial matters is to gravitate from Simla to London, it is
desirable that some means for special training in finance
may be devised for officers whose careers are intended to
be spent in the financial departent of Provincial or
Imperial Governments. Specialisation in finance is as
much necessary—for carrying on the administration of
a country successfully and economically and steering it
clear of the scylla of fall of revenue in bad years and the
charybdis of over-taxation—as in any other branch of
induastry or science.

As a corollary to this proposal, more and freer oppor-
tunities may be given to the Indians to associate themselves
in the financial administration of the country and they
ought to be appointed on a larger scale, to highest and
 responsible positions in the Finance Department of the
Government of India. That Indians of suitable calibre can
be found few will now doubt. Indians have filled with credit
and distinction any post to which the Government have
been pleased to appoint them, no matter how exalted the
office or how intricate and diverse the nature of duties
entrusted to them. They have undergone and success-

# Yn his evidence befcre the Royal Commission on Finance and Currency, My, Lionel Abra-
hams, representative of the Secretary: of State for India, stated that the amount of cash balances
roquired in Lngland in ordinary circumstances 1s about £4,000,000.
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fully stood thé test of intelligence, the test of ability, the
test of administrative capacity and grit, the faculty of

QL

initiative and capacity to grasp difficult questions and

problems of administration and to preserve presence of
mind in moments of trial and danger. The plea of in-
capability or unsuitability—or of want of character and inte-
grity—cannot, in fairness, be now advanced against them.
His Majesty’s Government at Home and His Majesty's
Vicetoy in India have, already, inaugurated an era of co-
operation with the people and have taken them into confi-
dence in the most serious and important matters of Im-
perial administration. What is now required to satisfy
the growing hunger for an increased share of participation
in the Government of the country is to extend the bene-
ficial policy to mewer and wider spheres of higher admini-
stration. This is the only way to keep people contented
and strengthen the bonds of affection and feelings of loyalty
and devotion in the hearts of the people.

The credit and distinction with which Indians have
filled the highest offices in the Native States of India
may well be cited as illustrative of the truth of this state-
ment. There are very few opportunities for the cultiva-
tion and exercise of a similar talent in British India and
that is one reason why sons of the soil cannot shine so
well in the British Indian administration as they do in the

Native States where alone positions of trust, in which

powers of initiation and the faculties of grappling with
actual problems of life find play, are freely vouchsafed to
them : aud, there Indians acquit themselves in most
excellent ways. Eminent men like Sir Sheshyadri Iyer
would have died unknown to fame, and with all their
talents buried in the core of their heart, had there been no
Native States in India to afford opportunities for display
thereof. Indians rightly urge that opportunities similar to
what they get in the Native States should be afforded to them
more freely in British India and positions of trust and re-
sponsibility, both in executive and administrative branches
of the Government, be generrusly thrown open to them.
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. As a further means of looking after India’s financial
interests and expressing the Indian pointof view to the
Secretary of State for Indiain Council, Mr. Webb recom-
mended to the Royal Commission on “Indian Finance and
Carrency.” i

With the object of adapting the financial organisation of the India Office
more closely to prosent-day requirements, T would suggest that the Finance Com-
mittee of the Secretary of State for India’s Council should always include one
. genior Clivilian Officer of at least twenty vears’ service in India and some expe rience
of Indian financial matters ; one Anglo-Indian banker of Caleutta or Bombay
experience, and one (and only one) leading London banker.

The crux of the whole problem is that the growth of
knowledge and culture among the people has been accom-
~ panied by a development of consciousness in all spheres
of social and econontic activity. People now feel, as they
never did before, any injustice done to them and resent
. meastires, which, knowingly or unknowingly, deal a blow
to their sense of self-respect and national integrity. They
‘desire that in matters of finance and currency, as else-
where, and in the disposition of India’s Reserve Funds

and Cash Balances, the securing of maximum amount of
direct benefit to the people of the country ought to be
the guiding principle; and that their wishes and sentiments
may be fully consulted and the removal of their own
financial hardships ought to form the primary consideration.
They fervently hope that the Government of India and His
Imperial Majesty's Secretary of State for India will be
graciously pleased to bestow greater regard to the people’s
wants and feelings in solving India’s financial and currency
problems and thus diffuse contentment and bind them
tighter in bonds of devotion and loyalty to their Emperor.
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 Memorandum, dated x5th May, 1872, written by Sir
Richard Temple, Bart.,, G.CS.I., CLE., (then Finance
. Member of the Imperial Council ; latterly he served asa

_ Governor in India) on the subject of the Kstablishment
of a Gold Standard and Gold Currency in India :—

1 desire to lay before the Government of India three notes by Mr, G, Dick-
son, Secretary to Bank of Bengal, on the subject of the gold currency, which
he was good enough to drasw up at my request ; also notes by Mr. R. B. Chapman,
the Financial Secretary, and Mr. H. D, Sandeman, Officiating Comptroller
General, and Mr. E. Gay, Deputy Comptroller General, on the same subject.

2, I have long believed that a gold currency is wanted in India ; that its
introduction ought to he an object for gradual, if not immediate, attainment ;
and that the British Government ought to adopt measures from time to time

L

towards that end. I do not say the introduction of a gold coinage, for we

have that already in India. Wehave gold pieces representing fifteen, ten,

" and five rupees respectively ; and believed to represent these several sums

very correctly, as regards the relative value of gold and silver, That this
relative value has by these gold pieces been preserved with as much accuracy
as possible under the circumstances was affirmed by the report of the Indian
Currency Comrmissioners in 1867, . But, despite their intrinsic merits, these
coins are not and cannot be available as currency, because they are not legal
tender. T conceive that we should, so far as we fairly can, permit inducements
to arise for the importation of gold into Thdia, and for its retention in consi-
derable quantities in the country ; that whenever such quantity might be
found adequate, we should take the first opportunity to declare the gold coins
legal tender to unlimited amount ; that the gold pieces should continue to
bear the fixed relation to the rupee; that for a time it might be necessary to
permit the rupee to remain legal tender to an unlimited amount, which would
involve temporarily the difficulty of double standard ; that the transition
period of double standard should be as short as possible, gilver being reduced
to a token coinage, and being legal tender up to a small amount only ; and that
gold should be ultimately the one legal standard.

3. Remembering that many steps must be taken before any such con=
summation could be arrived at, I should have preferred, just now, to confine
myself to such practical measures as could be adopted at present. But, among

the many doubts which surround the subject, I see, or imagine that I see, one -

doubt which affects the very root of the matter, It seems to be doubted whe-
20
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ther a gold currency is needed at all for India, or whether it constitutes a re-
quirement of that pressing or important character which would justify any
alteration in so delicate an affair as the currency. ‘

4. I do not at all share such doubt., On the contrary, I share the con-
viction expressed by my predecessors Mr. S. Laing and Sir C. Trevelyan and
. Mr. Massey, to the effect that a gold currency is among the urgent wants of

- India. With the exception of Mr. Wilson, every Financial Member of the
Government of India has advocated this view. In 1866 similar views were
advocated by a special Commission in India appointed to examine the whole
subject, and have been maintained at one time or other by every chamber of
commerce in India. But in the event of such doubt as above described being
seriously entertained, I will attempt to briefly recapitulate the reasons why a
gold currency is desirable in India. And my excuse for making the attempt
must be thig.  If people shall strongly entertain an @ priori conviction that a
gold currency is really wanted, then they will find that the supposed diffi-
. culties in the way of its introduction are not at all insuperable. If, on the other
hand, they have no such conviction, then the difficulties, which more or less
beset every question of currency, become magnified to undue proportions.

5. It can hardly be necessary to recall to mind the superiority of gold
over silver, or the reasons why in all countries the estimation of gold is about
fifteen times greater than that of silver. A well-known writer on bullion hag

summarised the advantages of gold thus i

“Gold is the noblest of all metals——the king of the metals, as the alchemists
“of old used to call it, 1t holds this exalted rank by virtue of its precious
“physical and chemical properties, among which may be mentioned, more
“specially, its indestructibility ; its signal power of resisting oxidising influences ;
“its fusibility ; its permanent ductility and malleability ; its beautiful colour
“and splendid lustre.”—Seyd—Bullion and Foreign Ixchanges.”

6. It is this superior estimation which, causing gold to be so much more
relatively portable than any other precious metal, gives it a practical efficiency
in commercial transactions, of which inherent quality nothing save artificial
restraints, from systems of currency, can deprive it.

7. The most advanced nations, England, France, Italy, America, Germany,
Holland, possess a gold currency. Most of them have at various times adopted
measures to change the currency of silver to gold. Some of them have even
put forth efforts and undergone sacrifices for this object. *

8. It is generally acknowledged by the best authorities that the money,

which is to be the medium of exchange and the measure of value in large transs
actions, or in all save small transactions, should be gold, as being the metal

* Many more nations have, since this report was written, adopted a gold currency, Even
Japan, which was long considered as the fortress of silver, bas now adopted gold. India is the only
unfortunate country which is yet deprived of the benefits of a reformed and modern currency by

her civilised British Government,
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-most suited for such purposes from its greatly superior estimation, Silver is

suited only for transactions too small for the use of gold ; just as copper is
suited only for transactions too small for the use of silver.

9. In the first place Adam Simth explains that—‘“In the progress of
“Industry commercial nations have found it convenient to coin several differ-
“ent metals into money ; gold for larger payments, silver for purchases of

‘moderate value, and copper or some other coarse metal for thoae of still
“smaller consideration.”

10. Michel Chevalier gives a similar explanation :—“We know that
“for many centuries copper constituted the money of Rome. Afterwards,
“society having become richer, copper money was no longer sufficient ; with
““the increase of wealth, payments became too cumbrous, and a more valu-
*able metal than copper was found better adapted for the bulk of transactions;
“it was thus that silver money came into use. This was soon after followed at
“Rome, and for the same reason, by a gold currency. The hlstory of the cur-

“rency in the monarchies which were reared upon the ruins of the Roman
“Empire reveals the same process.” The same authority goes on to say of
gold and silver—“a division of their employment seems to be indicated ; for
*silver the smaller, for gold the larger, payments,”

11, M’Culloch, speaking of gold and silver, says that “the former would

“be sure to be preferred as money to the latter in all but petty transactions

o + .+ . The use of gold as money is accompanied by so many

“advantages that it would maintain its place even though it were somewhat

““underrated as compared with silver. Inasmuch, however, as gold has s0

“many natural grounds of preference on its side, the true planis to make
“11: the only standard.”

12, Tooke, after rejecting seriatiin the arguments for a change from a
gold to a silver standard, says that “in other respects it would be the sub=
“stitution of the less convenient for the most convenient description of currency.”

13. Chambers writes in his chapter on money—“A ‘substance has been
“employc.d as the chief circulating medium over the civilized world. 1ts own
“nature has made it the standard currency, though it is relieved and aided
‘by other kinds of currency. This substance is gold, which by common
“consent people at the utmost extremities of the civilised world have used as
“their standard currency,”

‘14, One of the main reasons for the preference of gold over silver is for-
cibly expressed by another writer (Henry Dunning Macleod) : “The greater
“the intrinsic value of the metal, the better is it qualified to perform the
“funct:ons of a currency. { : The  more

“rare and valuable the metal, the more poxtable and convenient would it be,
“s0 that a man might carry about with him, as it were, a concentrated essence
“‘of power of commanding services,”
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As John Stuan Mill observes -

* There is an obvious convenience in makn,g use of the more costly metal
“for larger payments, and the cheaper one for smaller ; and the only question

_ “relafes to the mode in which this can best he done.”

15, Even some of those authorities, for example, Ricardo and ]ames,

' Wilson, who prefer silver as the sole standard, make important admissions i in
. favour of gold.  Ricardo states that—"In favour of gold it may be said that =

. “its greater value under a smaller bulk eminently qualifics it for the standard
“in an opulent country.”

James Wilson says - ““No one will be inclined to deny that, if we had to
“hegin a system of currency de novo, the most convenient of all the various
Hsystems now in practice would be found to be that used in England, whete
“gold is the standard, and silver tokens of limited tender the subordinate
“coins.” _

16, Now, these considerations of political economy are just as applic-
able to India as to any other civilised country. It will hardly be denied that
India #s a civilised country. Although civilization in a politico-economic
sense is not so diffused in India as in Burope ; though the mass of the people
are less civilized than the corresponding classes of an European people, still
India has a fair proportion of civilisation, has a large field for the exercise of
political economy ; all which, though inconsiderable relative to the vastness
of the country, is considerable absolutely. - Though on the whole a poor country,
certamly, still India 1s in parts rich enough has within particular limits great

‘wealth, has extensive transactions, has in some respects much to do with
moeney on a great scale. ‘

7. 1t 1s no sufficient answer to this to say that the mass of the people
never see anything better than copper money ; that it is only certain classes
that see even silver ; and that but a comparatively limited number would see
a gold currency if 1t existed. For the limited number who would see gold
represent the most important classes of the country, just those classes whose
skill, enterprise, and mtelhgence go far to make the fortune of the nation. If
the sections of the people who would use gold were summed up, they would
be found to represent a great and growing interest.- And if they really require
a gold currency, that would be a strong reason for introducing it,

18, Again, if it be supposed that such currency were not so urgently

wanted for the interior of the country generally, still the question would remain
as to whether it is wanted for the larger transactions of the inland trade and

_especially for the foreign trade. 1t is not so easy to gauge the inland or intex-

portal trade. But we know the extent of the foreign trade exactly, and we
can see what a mighty interest that represents.

19. But the number of persons in all India who would use a gold currency
is not so limited as seems to be supposed, It may be mentally measured in



~ this way, With our five-rupee gold piece legal tender, everyone who had
to pay five rupees or more in metallic currency (unless he paid in currency
- notes) would pay in gold, Everyone who kept or hoarded five rupees and up-
 wards in treasure would use gold. Let us compute by our own notions (we
~ cannot ascertain exactly) what the number must be of payments of five rupees
~ and upwards in all India within any yeat. Surely it must be very great, Quite
great enough to justify the consideration of measures for introducing a gold
currency. v
! 20, Or let us suppose that, following the example of the five-franc goid
~ coinage, or, forming the easily conceivable notion of a five-shilling gold piece,
we were to have gold coins of lesser denomination than five rupees (for which
the authority of M'Culloch might be cited)—<ay, for example, that we were
to have zj-rupee gold pieces. Then every payment of metallic currency of
2} rupees and upwards would be made in gold, if there were a gold currency.

21, How very great, then, must the number be of such payments in a
year ?

22. But in these, as in other matters, there is such a thing as national
© prejudice. It is conceivable that such a population as the Indian might
~ have some national prejudice against gold. But have they, in fact, any such
. prejudice against gold pieces? No,, they have not. Quite the contrary ;

their prejudice, if they have any, is entirely in favour of gold. The imperial

dynasties which preceded us in India had a gold currency. Some compara-
 tively ancient gold coins have still a limited circulation, and enjoy the highest
repute. It is remarkable that the gold coins which issue from the British
Mints in India mostly find their way to Native States. It may be said, in
general terms, that on our accession to power in India we found a gold currency
‘existing conjointly with the silver currency. And it was reserved for us to
accord silver the dominant and exclusive position which it now holds in the

currency, My own belief is, that few nations have in their own minds a

higher appreciation of gold than the Natives of India.

23. It was in 1835 that silver was made the sole legal tender in India.
Gold, however, ceasing to be a legal tender, was still receivable at the Trea-
suries in payment of Government dues. Even this was stopped in 1853. The
prohibition was withdrawn in 1869, since which time the gold pieces have
been and are receivable at the Treasury as before,

24. This measure, however sound in principle, has not proved efficacious.
Indeed thie state of the exchanges prevailing since that time, has not been such
as to cause the importation of gold bullion. And indeed nothing can bring
about a permanent influx of gold, while gold pieces are not legal tender.

25. Upon this point M'Culloch writes thus :—

“Silver has become in India, in fact as well as in law, the sole legal tender;
i : ; . ‘there are at the same time various Circumstances
“which make it mouch to be regretted that an attempt should have been made

I
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%o exclude gold from the curcency of India e B
. U'been allowed to circulate as coin, it would have been extensively employed i
. “making large payments, and it would also have been extensively hoarded,
AR, R : It would be good policy to reintroduce a gold currency.”

i 26, M'Culloch further makes a remark which I shall cite in this plage,
~ Alter explaining that gold would, if it had a fair chance, circulate in India as
 well as silver, he goes on to say—“In that case the increased demand for gold
R : ! would, by lessening the demand for silver, have
./ “checked any tendency it may have had to rise.”” Sir William Mansfield (now
- Lord Sandhurst) elaborated this same point in 1864, He estimated that the
- exclusion of gold from the currency caused a rise of 5 per cent, in the price of
silver, and held that this led to injustice towards the landholding classes of
~India, who pay land revenue fixed for long periods or in perpetuity,

; 27. Whether we 20 to the full length of these conclusions or not, still
we can hardly doubt that to virtually oblige the people of India (as we indeed
do oblige them by our present system) to use only one precious metal for cur-
 tency, when they might have had two precious metals, is to enhance the price
. of that one precious metal, silver, and thereby to put them to considerable
expense unecessarily, They must have the silver for currency use, and they
~ must purchase it with their produce.  If the price he enhanced, say, by even a
« $mall percertage, then let the significance of that be considered. The amount
of silver in circulation cannot. of course, be stated, but it must evidently be
‘very great ; supposed to be at least 100 millions sterling in value, sometimes
_even estimated at 150 millions, The amount, whatever it may he, has been
purchased by the people of India, Then, even a small percentage on  either
sum would give an extra expense of several millions, to which the people have
been unnecessarily put. Such an estimate is not precise indeed, but it may
serve to give some idea of the possible loss occasioned to India,

8.  Again, to use gold instead of silver coins is to effect a great saving in
minting charges and in wear and tear ; or, per contra, to oblige the people to
use silver coins when they might use gold is to put them to the expense of about
fifteen times as much minting and wear and tear of coinage as might otherwise

~ have been necessary, This cost may be relatively small, from 1 to 2 per cent,

on value of coins ; still let us remember the amount of silver coined n India
since 1835, about 197 millions, and w e shall see that even a small percentage
on this vast sum would be an appreciable amount, Tt follows that this amount
might have been to a large extent saved to the country had there been a gold
cutrency. Sir W, Mansfield sum marises the advantages of gold as--

"1st, superior portability ;

“and, decrease of wastage ;

“3rd, economy in mintage ;”’
and he describes these as “elements of cheapness which have a marked effect
““in asserting the superiority of gold.”
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29. Tt is often said, in effect, that the certainty of silver always being

largely employed as currency in a comparatively poor country like India is a

reason why a gold currency is not wanted. But I contend, on the contrary,

o that this very circumstance is one of the reasons why a gold currency is wanted,

because it tends to steady the price of that silver which is one of the necessaries
of the national life.

W 30. On the whole, it seems clear that, while in all other branches and
departments of administration we endeavour to give to India the best of every-
thing, so far as we can, yet in respect of metallic currency we deliberately with-
hold from her the first-rate article and afford her a second-rate one.

31. The foregoing considerations apply to India in common with other
_countries where there may he commerce and accumulated wealth, But there
are special reasons in India why a silver currency without any gold currency
must be inconvenient. In other words, there are, in addition to the general
reasons, special reasons why India ought to have a gold currency:.

32, The continent of Iurope, and especially the United Kingdom, obtain
both gold and silver from about the same distance in the case of each metal,
~ Those countries have commercial relations with gold and silver-producing
regions. - Gold comes direct from America, so does silver.

'33. With India the case is different. She has but slight commercial
relations with America. And consequently she has to obtain silver through
the medium of England. This is to some extent a disadvantage, and must
involve various charges, direct and indirect. She has also to obtain the silver,
in which her currency solely consists, from an immense distance.

34. On the other hand, she could obtain gold from Australia direct,
‘without employing any other country as a medium, and from a much shorter
distance. Thus it would appear that from its situation Australia, with its

gold-producing regions, is the natural source of supply of the precious metal

to India. It is the present system of the metallic currency that prevents
India from availing herself of the great natural advantage offered by Australia
in this respect, and forces her to obtain her specie under comparatively dis-
advantageous circumstances. *

35. As Colonel Smith, the Mint Master, has well expressed it i—

“The advantages of introducing gold into the currency of our vast des
“pendency need not be here insisted upon. They may be inferred from the
“unanimous wish of the inhabitants for a less cumbrous means of exchange,
“irom the benefit to be derived by the whole civilised world from India’s
‘»‘taking her share of the increased produce of the gold mines, and from the

anomalous spectacle exhibited for many yvears past, of ships freighted with
gold traversmg half the ﬂlobe in one dir e(‘tmn Crossing shxpa conveying an

* The Indian vnm mines ware not dlqcovered then, ’l.‘hese mines now prnduve about & erores
of tupees worth refined gold every year,

L
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“equal valve of silyer in the opposite direction, for the adjustment of balance
“of trade capable of settlement without either voyage, and with a saving of
fexpense of a quarter of a million sterling annually.” ¥

36, Sir William Mansfield (now Lord Sandhurst) put the case thus i

“There can be no good reason to compel the precious metals to make the
“journey from Australia round by London to India, instead of coming direct

. ““to the latter country. Yet that is what to a certain extent necessarily takes

- “place, and which throws = heavy charges on the metal ordained as a legal
“‘tender, viz., silver, Thegold of Australia must go to London to be exchanged

. “for silver, which is then sent ant to India, after being bought at an artificially
“high price in Europe and the United States. The European markets are the
“middle rnen who obtain their profits on the silver sent to India to restore the
“balance of trade.”’

37. Sir Charles Trevelyan ably set forth the same point thus ;—

“England has a southern as well as an eastern empire, and the great
- “staple of that southern empire is gold. Owing to the exclusion of gold from
“the Tandian currency, the trade with Australia is chiefly carried on in this
“way, The gold of Australia is sent to England, where it is employed in buy-
"ing silver, and the silver is sent to India burdened with the charges of the
““double voyage, and with the additional interest accrued during the long
“period occupied by it. The cotton and other exports of India are charged
“with the extra expense arising from this circuitous mode of payment, Even
“a worse result is, that the trade cannot be carried of in a regular manner,
“The gold remains in the Bank of England until the Indian demand sets in,
“and then it is suddenly withdrawn to sweep the continent of silver for trans-
“mission to India.”

38: The fact that the trade between India and Australia is not great,
and is not likely to grow essentially, would not, of course, constitute a difficulty.
It is true that if India received a large amount of gold from Australia she
would not be able to send her produce to Australia in return.  But the balance
in favour of Australia would be settled and adjusted in the trade between
India and England and England and Australia. Indin has extensive claims
upon England for produce exported thither. She would transfer to Australia
a portion of those claims, and thus pay for the gold, '

39: The adjustments which take place in China will afford an illus-
 tration, China owes India yearly a large sum for opium. She does not wholly
pay this debt by produce or treasure.. She pays in part by transterring to
India her claims upon England for Chinese produce exported thither.

* The extra expense now incurred by the Indian population on account of i{reight, the loss
arigiog from Indian money being held up in Enﬂ!z\nd waiting for purchase of sllver, the incroased
cost of mintage and greater wear and tear of silver currency—all of which could be saved if a gold
curroncy were prevalent in India—is genorally estimated at nearly one wmilifon of Pounds sterling
YOIy venr.
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Lo But’ further, z:here Is one marked pecuhanty in the situation of India
—which is perhaps almost umque in the ‘world—in that she has annually 10
remit to England money to the sum of many millions. - The habxhty is as
serious as it is inevitable, and the cost of so vast a remittance amounts to
nearly half a million pounds annually, and sometimes more,

41, While the Indian cutrency is in sﬂver only, the px;mmpal means of
remittance must be silver. Under these c1rcumstancos, India  will mever
possess gold in adequate quantities. The balance due to her on trade will
be paid in silver ; in the main, she must take that metal and none other. And’
she will possess no other precious metal wherewith to pay whatever there is
to be paid by her in specie,  She will have; then, only her silver and her pro-
duce wherewith to discharge her obligations,

42, But as England has a gold currency the payments must be made in
that metal, so far as they have to be made in money at all. And as India has
to pay in gold, she must obtain gold either by means of her silver or her produce,
This 13 the real basis of the transaction, though in practice India does not gen-
erally make her payments in specie, She receives gold in England from pur-
chasers of bills called Council drafts, and pays to the holders of these drafts
silver from the Indian Treasuries.  But the payments are settled and adjusted
in gold, and the difference chargeable to her on these adjustments comes to
‘the same thing as if she had purchased with silver, or produce, the gold where-
with -to make payments.

43 Thi a?i'rangement appears to be inconvenient to India in various

@ first place, she obtains her silver through England: The
cost of effecting thx;" qonsxderable. Then she has virtually to bear the charge
Iyer in her own limits for gold in England, and the cost of that,
again, is cons:derﬁ“b!, e‘%would be more economical, and more convenient
if she herself possessed.;, gold in which the payments had to be made. If
her currency were to be gold, then she would always possess quantities of the
very metal in which her obligations have to be discharged and her account
adjusteds

45, If the currency of England had been silver, then the argument would
~ be somewhat altered. At present India hasa sort of double difficulty. Firstly,
she has to make this great payment annually, in itself a difficulty. Then
she has the additional difficulty of purchasing the metal in which the payment
is calculated, This additional burden is caused by the present state of the
currency, And this must ageravate the charges to which India is subject.

46. Again, under the existing status, the relative value of silver to gold
* is the regulator in all respects of the cost of these transactions to India. The
value of silver is, of course, liable to fluctuations. For the value of gold in
England being determined by law, and that of silver being not so determined,
these fluctuations as regards silver are appreciably great, and are sometimes
embarrassing by reason of the trouble and expense which they cause. Within
India the value of silver is indeed determined by law, but that fact is of no
use nor validity in respect to the exchange with England. Now, this difficulty

21

L.
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~ would be mitigated, perhaps almost removed, if India had also a gold currency,
with the same status as that of England, that is, with the value determined by
law. ‘ j
y/ 47. Mr, Goschen, in his work on Foreign Exchanges, Writes =
: “Considering the case between silver and gold. When a bill on Ham:
. “burg payable in silver is bought in London for a certain price, payable in
* “sovereigns, what will determine the value ? y G : g
“Gold is simply merchandise in such countries as have a silver currency, and
“silyer is merchandise insuch countries as have a gold standard ; and according
“to the price of the merchandise at a given moment, so will the exchanges
“Auctuate. When a bill on Hamburg is to be sold in London, all the previous
' tplements of value will have to be taken into consideration ; the rate of inter-

“est in the two countries, the state of credit, relative indebtedness, and so

“forth, but the value of silver in England will enter largely into consideration;
| “or, 1 the opposite case, the value of gold in Hamburg.” ‘

‘ Now, it seems to me that; mutalo nomine, the same sio_ry might be told i
of the exchange between England and her Indian dependencies, and that the
. process inevitably places India at a disadvantage. '

~ 48. Thus I contend that there should be one standard only of value for
the two countries ; in other words, that the standard for India should be the
" same as that for England ; that India is specially entitled to this advantage

because she is more conveniently situated as respects the gold-producing re-
. gions than the silv er-producing regions, and because gold is the currency of
" ¢he country to which India has to make such great payments; and that a
~ gold currency would not only cause a saving to India in the procuring of 5o
| important an article as specie, but would also lessen the difficulties arising from

the pecuniary obligations of India towards England. ]

49. There is one more point to be noticed, which is this : it is observed
by the Financial Secretary, Mr. R. B. Chapman, that when, upon the esta
‘Blishment, of a gold standard, silver came to be demonetised, and the intrinsic
value of the rupée to be diminished, the effect on the native mind would be bad,
Mr. Chapman’s words are: “It follows that we shall have to substitute for the
use of the masses of our population a token silver currency for the present
“full value currency. Are we at all certain what the effect of this will be upon
“¢he ignorant population, or how a silver token currency will work alongside
ok a full value Mative State silver currency »”

5o. It is quite true that the natives will always look to the intrinsic as
well as to the nominal value of the rupee. Although the new rupee, with a
less intrinsic value of, say, 6 per cent., may pass'in currency for the same
value as the old rupee, still the natives will not estimate it 5o highty as the old
rupee, because they use rupees for melting and for hoarding as well as for
currency. All this may be admitted to the full, But what then ? I fail to
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pees of atwe States. in whxch the propomon of alloy mxght be less” than
in the ‘demonetised British rupee. It might not be of much consequence if
_thls were to be the case. But it by no means follows that any such conse-
“quence would arise.  If natives closely estimate the grains of fine silver in the
rupee, they will weigh accurately the British rupee against the Native rupee.
~ And the British rupee will be valued at its rate in fine silvér, at least. Be-
sides this, it would have the advantage of being legal tender in British terri-
; toz'y for small amounts, which the Native rupee would not. . And this advant-
age must secure the preference to the British over the Native rupee, as silyer
to silver. i

st It might be said, of course, that the British rupee would cease to
‘possess the estimation it now possesses, and this portion of our currency would
decline in reputation. Very true, no doubt. But, on the other hand, we
should have given the country a gold currency the coins of which would rise
rapidly to the highest repute, and to a degree of estimation to which even our
silver has never vet risen. I believe that no coins that ever were coined in
~ this country would be so popular as the gold legal tender coinage of the British
' Government. In other words, while we depnve the people of the old silver
standard, we give them in return asuperior gold standard. And thus the

i last state of the cwrrency would be far better than the first.

il A Farther, it is sometimes urged, as a reason against mtroducm« a ~old
.currencv, that there is never likely to be a sufficient quantity of gold avallab]e

' to justify its being declared legal tender, The quantity of specie required for
 circulation in India was estimated, fifteen years since, at 150 millions sterling,
. or rather, that was the supposed value of the silver coins in circulation, Within

~ this century the net importation of gold has exceeded 9g millions, but only a.

small portion of it has been coined.* Having regard to the long period that '
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coin lasts, the coinage may now be estimated at more than 150 millions sterl-
ing, and the amount of gold bullion and 'specie in India is within this amount.
These several quantities may not indeed be precisely known. But it is quite
true that the amount of gold available or obtainable in India under present
cireumstances is very small, as compared with silver, and is not as yet nearly
enough for what the requirements of the country would be after gold being
declared legal tender. But though I admit all this to the full as fact, I do not
at all admit it as a reason for refraining to declare gold to be legal tender. For,
manifestly, the gold, having been once declared to be legal tender, would

~ become one of the needs of the national existence. Gold would be an  article

which the country must purchase; and with its large surplus of exported
produce over imported goods, and with an ample balance of trade in its favour,
the country would have no difficulty in purchasing gold, which metal it could,
as has been seen already, obtained direct from Australia on reasonable, per-
haps even on favourable, terms. If then, the need of gold for currency in India
wore to be anticipated, its influx into the country would be a matter of a few
months, perhaps only of a few weeks, and the want would hardly have begun
to be felt beforc it was supplied.

Before concluding, T would add that experience does not shake my belief
that the relative value of gold and silver is represented according to scientific
theory and principle by the present gold coinage of India, that is, 120 grains

 gold-piece to 1o rupees ; that the present rate offered by the Government of

India in 1869 for the English and Australian sovereign, 1o} rupees (ten rupees
and fonr annas), coincides as nearly as possible with that standard ; and that
the conclusions arrived at by the Currency Commission in 1867 are sound,
It is true that very few sovereigns have been received in the Treasuries since
1869, but this circumstance is attributable, not to any defect in the rating
(1o} rupees to the sovereign), but to the state of the exchanges, which have
precluded the importation of gold bullion, silver heing sole legal tender. How
can gold compete with silver in India, while the latter has a value fixed by law
and the former has not ? I understand that, as a matter of fact, gold can still
be laid down in India at something less than xo} rupees for the sovereign ; and
that so far the 10} rupees rate must yield a profit on the importation. If that
be s0, then this rate would still seem to be the right one. And the non-arrival
of gold must apparently be due to artificial causes, which amount to this, that
gold is at o disadvantage as compared to silver, which is favoured by law.
1t this be so, then the fact that gold sovercigns command in the market at most
times @ higher price than 10} rupees and the 120 grains gold-piece a higher
price than ro rupees, must be owing to adventitious causes, and to the circum-
stance that, the supply of these coins being very limited, there is a source of
fancy demand for them, which is no criterion of what their value would be
under a different status.

1 still hold to the opinion that if it were determined to have a gold currency,
we should mainly employ our Indian gold coins for that purpose, I would



APPENDIX A. W e

not ohject to make the sovemgn a legal tender for 10 vgpees and 4 anfas, |
But the sovereign bemg worth 10 rupees and a fraction over, there might be i
some slight trouble of calculation in changmg it forsilver, and this would#le =
a drawback in respect of theuse of the sovereign as currency in India. Andif = v
 this’ objection were urged T would not press-for the sovereign being decln;red*
legal tender. But we should continue, under any. cxrcumsta.nvcs, to recewe
the sovereign in our Treasuries at the present ratmfr
1 believe that a repugnance is felt by some to the present determmatxan
of the questmn of a gold currency in India because. of the prospect of SGQQ\
universal coin being adopted internationally. But the prospéct seems practi-
cally to be almost disappearing. At all events, the Report -of the Fnglish -
Commission on International Coinage, presided over by Lord Halifax, scems™
to be quite adverse to any change in the value of the English sovereign.
I have not dealt with the objection which has been sometimes urged to
a gold currency, to the effect that the National Debt, and the paper currency,
are calculated in rupees. For the objection has been disposed of more than
once in the papers relating to gold. The sum seems to me to be this--we
promised to pay in rupees, and we should pay in gold determined by law to be
equivalent to rupees. ’ i
I have hardly in this paper undertaken to treat of all the points connected ;
with this important subject, still less to discuss all the collateral matters which '+
might suggest themselves for discussion. But the subject in all its bearings
has been dealt with in the Report of the Indian Currency Commission of 1867, .~
in the volume of printed papers relating to gold currency in India, in the file,
of correspondence relating to the revised notification of 186970, and in the
additional papers now submitted. I am unwilling to add more than I can
help to the mass of writing which already exists.

In conclusion, I would ask early and favourable consideratioh to the
proposals of Mr. Dickson, which I will give in his own words :— g

“1. To authorise the receipt of English and Australian sovcr;:ighs into
“all the Government Treasuries of India, without restriction and whether
“tendered in payment of Government dues or in exchange for silver,

“II. In conformity with the provisions of the Currency Act, to anthos

“rse the issue of currency notes in exchange for gold bullion tendered at the

mint for coinage into Indian gold sovereans at the rate of 10 rupees for 120
“grains of gold of standard fineness, less seigniorage.” s

I believe that these recommendations are safe and practical. They ar’e Vol gt
the first steps towards a gold currency. If they succeeded, their usefulness :
would be too plain to require description. 1f they did not succeed, still ~ "o
o harm would be done. If in consequence we were to have any qnantttyt o
of gold on our hands which could not be conveniently disposed of in India, -, *.
we could use it for the remittances to England without loss, and perhaps éven
with profit.
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But if, after the adoption of such measures, gold bullion should not be.
imported ; if sovereigns should not be received at the Treasuries ; if doubt
still existed as to whother the relative value of gold and silver is correctly
determined by our present rating and coinage ; then I hope that the matter
may not be allowed to drop. If the present rating of 1o} rupees, and the
present weight of 120 grains, are not proper (as hitherto we have affirmed that
they are) then what rate and what weight are proper ? Nobody supposes that
we have offered too much silver for the gold ; then, if this offer be not the
properone, isit really too little ? Ought we to offer more ?  These are questions
which, as T submit, the Government of India ought to be able to determine,
These are questions which have been determined by every civilized nation
that has adopted a gold currency. No doubt, it is a difficalt and important
problem, but it cannot be insoluble, and it ought to be solved, If the enqui-
ries which have been made, and the data which are available, be not sufficient,

 then another Commission might be appointed, so that the matter could be
brought to an issue one way or the other : and that all the facts and consi-
 derations could be br ought up to date.

15th May, 1872, R¢ TEMPLE,

i e e



APPENDIX B.

; il e
~ Memorandum of Evidence submitted to the Royal
Commission on Indian Carrency and Finance, 1913, by the
Honorable Mr. M. De P. Webb, C.I. E.,, Chairman of the
Karachi Chamber of Commerce, and additional member of
the Bombay Presidency Legislative Council, on the ques-
tion of re-opening of the Indian Mints for free coinage of
gold :-—

(x) The most important, because vital, portion of the Indian Currency
Committee’s (1898) recommendations is contained, in my opinion, in Sec-
tion 54 of the Report i—

“We consider that the Indian Mints should be thrown open to the unres-
“tricted coinage of gold on terms and conditions such as govern the three Aus-
“tralian Branches of the Royal Mint. The result would be that under iden-
““tical conditions the sovereign would be coined and would circulate both at
“Home and in India.”

(2) The India Office and the Government of India at once endeavoured
to give effect to this recommendation ; but the Deputy Master of the Mint
in London, by a Reptr? that was in one respect historically imperfect, and in
another economically unsound, appears to have misled both the Treasury and
the India Office, with the result that the Government of India after two years
of correspondence with the Home authorities (during which every departmental
detail asked for by the London Mint Master wus conceded), at length—2z5th
December, 1goz-=decided to postpone the scheme until a more favourable

opportunity should arise. The consequences of that unfortunate step have

been the complete subjection of India’s currency and finances to official
“management” from London, and the chaotic condition of affairs that has
led to the present investigation,

(3) Last year the Government of India again rcpresentcd to the Secre-
tary of State, the paramount necessity of re-opening India’s Mint to the public.
The free coinage of gold in India was again urged, but owing apparently, to
some difference of opinion between the Government of India and the India
Office regarding the value of the gold coin to be struck and the authorit y under
whose instructions the new Indian Gold Mint should work, the matter is again
in abeyance, and India still continues to lack the central feature of a modern
currency system, namely, an open, free, gold Miat,

(4) I am strongly of opinion that the Bombay Mint should be opencd
forthwith to the free coinage of gold, as specifically recommended by the Indian

Currency Committee fourteen years ago. Further, in view of the facts that
sovereigns already

5
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{a) are legal tender in India,
(0) are being regularly imported into India,

(¢) are now in circulation to the extent of over 40,000,000 in
; India ; and » ‘
! (d) are daily growing in popularity in India.

I am of opinion that the sovereign is the best gold coin for use ag
currency in India. If, however, the departmental difficulties of coining
sovercigns in Bombay be absolutely insuperable by Government, then an
+ Indian sovereign of exactly the same size, weight, and fineness as the

British sovereign is, in my opinion, far preferable to a new Indian gold coin
of the yalue of ten rupees. ‘

(5) The recommendations of the Indian Currency Committee, which:
I consider next in importance, are contained in Sections 54, 59, and 6o of the
" Report. Section g4 recommends that the British sovereign be made legal
tender and current coin in India. Section 6o recommends that . Bt
“Fresh rupees should not be coined until the proportion of gold in the currency
~ “is found to exceed the requirements of the public” ; whilst Section 59 sug-
i/ gests that . y . + .+ “When Government has accumu-
“lated a sufficient gold reserve, and so long as gold is available in its Treasury,
‘it might discharge its obligations in gold instead of rupees.’ | A :
These recommendations clearly lay down an active policy for Government
- with the object of promoting the use of gold as currency, and, if carvied out,
would go far to place India’s token currency on the most satisfactory and
stable basis.

(6) The recommendation to make the British sovereign a legal tender
in India was at once carried out, but the other recommendations, where not
wholly ignored, ha-. been but indifferently observed. The action of the
India Office in selling rupees at prices below the equivalent of gold import
point, for example, was, as I have already pointed out, a direct incentive to
India to use silver token currency in preference to British sovereigns. Nor
was this active opposition to the establishment of a gold currency in India
counteracted in any way by the Government of India. In reply to an inquiry
in May, 1912, by the Karachi Chamber of Commerce as to what steps were
being taken by Government to give effect to the recommendations of the
Indian Curcency Committee for popularizing sovereigns in India, the Govern~
ment of Tudia replied (17th June, 19r2) that

Balie y . the policy of Government has been, and is,
“while refraining from taking any steps to force gold on thepeople, to discharge
“their obligations in sovercigns wherever payees so desire.” . ¢ :
(my italics). In other words, the policy of Government has been, in effect,
to ignore the recommendation of the I'dian Curren 'y Committee to . ‘
Piduschange it obligation in cgald? .0 SR e gl

el
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nothing in this direction unless the Indian public demanded sovereigns. This
“wait-and-see” attitude has, in my opinion, greatly delayed the carrying
out of the recommendations of the Indian Currency Committee, and is much
to be deplored, - : ;

" (1) Iam of epinion that the period of inactivity in these matters should
now be brought to'a close, and that the Indian Currency-Committee’s Report
having been 'a.cééf%a by Government, the recommendations contained in that
Report should now be acted upon without further delay., The attitude of the
Government of India in this connection, namely, to carry out the recomnfenda-
tions if the Indian public so desire, scems to me weak and unbusinesslike, I
therefore urge

(a) That the Bombay Mint be opened at once to the free coinage ;

of sovereigns, the Mint being equipped with an up-to-date re~
finery capable of dealing promptly and efficiently with the pro-
ductg of the Indian gold mines ;

(#) That the Government of India now discharge its obligations
in sovereigns as far as possible ;

(¢) That no more token coinage except for replenishing wear and
tear and loss by export, be manufactured unless and until it be
proved that the proportion of gold in the currency exceeds the
requirements of the public. (And in this connection the sta~
tistics of bygone years and conditions are not, of course, safe
guides.)

(8) 1f Government “put their hearts” into this business, to use Professor
MacLeod’s expression, India will very soon have a gold currency in active
circulation—at the Banks and in the Government Treasuries—somewhere
approaching £100,000,000. With such a currency in use, the exchange value

of the rupee will be as permanently secured as the exchange value of the Eng-’

lish shilling, or the French five franc piece, or the silver dollar of the United
States of America. Arnd that, too, without the necessity of maintaining any
Gold Standard Reserve, or other wasteful and possibly delusive substitute of
that kind,

(9) In this connection it is desirable to recall the words of the late Sir
Samuel Montagu in 899, When giving evidence before the Indian Currency
Committee, he drew the Committee’s attention to the fact that the world’s
production of gold was then “unequalled”’, Whilst strongly advocating a
gold enrrency for India, he added : “You would do a service, I think, to Europe
“ii you were gradually to utilize this extraordinary surplus of gold”, Asked if
he thought that the establishment of a gold standaid and currency would have
an “appreciably injurious effect on the gold market of the world,” Sir Samuel
Montagu replied, “I think not”, Since this opinion was given .the world’s oute
put of gold has almest doubled, and is now on the verge of £100 000,000 per
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annum, Notwithstanding the enormous sums of gold withdrawn from thé ]

world’s use by the United States of America, by the great military Powers

of the Continent of Europe, and by the growing South American Republics,
the value of gold is everywhere diminishing—prices are universally rising.
There is ample gold, therefore, to satisfy the world’s requirements, including
the requirements of India, Moreover, the utilization of some of this gold
- by India would tend to arrest the present unhealthy rise in prices, which is by
no means wholly advantageous to a creditor nation consisting largely of small,
fixed wage earners—such as Great Britain, ‘
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