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CHAPTER L

THE HISTORY OF INDIA'S CURRENCY *

The importance of the study of monetary problems is
not sufficiently realised in this country. To a very great
extent our leaders ought to be blamed for this apathy ‘
and indifference. There is a tendency to look upon these
questions asa matter fit only for the specialists and
not for the politicians, It should be observed that no
great statesman made his mark in public life without a
deep study of financial questions. = Pitt, Sir Robert Peel
and Gladstone, the greatest Prime Ministers of the 18th
and 19th centuries, won their laurels as masters of finance.
Bismark was as great a financier as a politician. In our
own country Mr. Dadhabai Naoroji and the late Mr. R.C,
Dutt, our greatest publicists, made a systematic study
of our financial questions. In the present generation our
politicians, with the solitary exception of Mr. Gokhale,
have not made any systematic study of, or given any ‘
attention to, financial questions. This is a weak spot in
the Swadeshi programme. Banking should be the basis
of industrial and economic progress. Germany and Japan,
| the countries that have made the greatest economic and
industrial progress in recent times, first put their
currency and finances on @ stable and automatic basis

' tho Hon'ble Mr. Justice T. V. Seshagiri Aiyar.
i ,



hefore bmldmy up ther ta,mﬁ system and mdustrm[ sm
he Franco-German war was fought in 1870 and i in 1871,

Bismark, with the proceeds of the war indemnity extract-

ed from France, adopted @ gold standard, established
the Imperial Bank of Germany and laid the foundatzons
of Crermcm Industrial progress. e
In\Eu‘ropean and American countries there is a vast
number of able minds at work on their financial problems.
Mr. Bagehot says: ‘“There never was since the world
began so high and massive a brain power applied to any

one question as is applied to these questions in England.”

=

1 do not propose to-day to deal exhaustively with the '
present problems of currency and finance that are

agitating the public mind and which formed the subject
of the two Parliamentary debates in November 1912 and |

February 1913. 1 shall give a brief sketch of the history
of Indian currency from the earliest times.  The
~assertion that India has had nothing but a silver coinage

from time immemorial (constantly made by  ill-informed "

and interested critics), and that it isnot possible to

change the inveterate habits of a people, is utterly

erroneous, That the people of India have wsed gold
money from time immemorial, preferring gold to silver as
currency, is an  historical fact beyond dispute. There
was no silver money in South India till 1818, when the
. East India Company forced the silver rupee upon the
people for the first time against their will. In 1835 the
silver rupee was declared to be the only legal tender
throughout India, while gold coins were allowed to
circulate at their market value and received in the
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emment Treasuries for public dues. In 7853, Lord
Dalhousie demonetised the whole gold currency of India.
It was reserved for the British to accord silver the
present dominant position it now holds in the currency.
During the centuries of the Gupta and Kushan domx-‘
~ nations large issues of gold coins were struck, specimens
of which still exist in hundreds. The early Pandya and
. Chola coinage consisted exclusively of gold, with tiger
and fish emblems. During the predominance of the
Chalukya dynasty several forms of gold pagodas were
issued some bearing the designs of conch and discus
and some of the god Vishnu on them. When Hyder
Ali of Mysore conquered the Polygars, he issued gold
| pagodas with the picture of Parvathi and Siva on one
side and his initials on the other. In North India the
Hindu cainage consisted exclusively of gold. It was the
Pathan Kings, who issued the gold mohur and the silver
rupee together. Akbar issued a splendid coinage in gold
and silyer, and Jehangir issued the remarkable zodiacal
gold mohurs and  silver rupees as well as those famous
bacchanalian gold mohurs, on which heis represented
as holding the winecup. The Maharajas of Indore and
Nepal, the Peshwas and Sivaji, tssued gold coins with
. Sanskrit inscriptions.

/ In 1816 Lord Liverpool reformed the English currency
" and declared the sovereign as the standard coin, limiting
silver as legal tender up to only two pounds and closing

the mint to the free coinage of silver. ‘
The East India Company in 1818 instead of following
‘ihe example of England, declared silver as the standard
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“India. They stopped minting gold pagodas and
forced the rupee as the standard coin of South India,
where gold had hitherto been the principal currency. In
1835 the silver rupee was declared to be the sole legal
tender, though gold was authorised to be received in the
public treasuries and gold mohurs were coined. In 1853
Lord Dallousie demonetised gold, declaring that no gold

. coin of any sort would be received at the public treasury.
For the first time India became solely a silver using country:

This act of Dalhousie has been the origin of all our
present monetary  troubles. For 62 wyears we have
suffered from the currency muddle intensified by the
experiments of every financial guack in power, and a satis-
Ffactory system of currency has not yet been established.
TIn 1864 the Government of India requested the Secre-
tary of State to make gold legal tender throughout Bri-
tish India at a fixed rate.
_ This proposal was quashed by Sir Charles Wood, as it
was contrary to the principles of sound currency, upon
which the British coinage was established by Lord Liver-
pool’s Act, 1816, viz,, that one metal alone should be
‘adopted as the standard and coins of other metal, should
only be subsidiary legal tender to a small limited amount,

In 1866, a committee presided over by Sir Henry
Maine reported that gold coins were very . popular and
advocated the introduction of a gold currency. In 1872
Sir Richard Temple drew up an able minute for the in-
troduction of a gold standard and currency in India.

' Lord Northbrook did not take any action as gold was
| _ appreciating, Finance Ministers like Laing, Trevelyan



: any others hawe declared that a g,old currency 15
among the urgent needs of India.

'In 1876 the Bengal Chamber of Commerce memorial-

ised Lord Lytton to suspend the free coinage of silver.
The Indian Government in their reply clearly stated that
it would be impossible to suspend the free coinage of

silver, without at the same time opening the munis to

the free coinage of gold asunlimited legal tender, and con-
demned the Chamber’s proposal as likely to lead to an

artificial system. But in 1878 forgetting its sound cur-

rency system and open-mint principle, the Government
of India requested the Secretary of State to sanction
closing the mints to the free coinage of silver for raising
the value of rupees to ten shillings with the intention of
introducing a gold standard. The proposal was referred
to a Select Committee consisting of Mr. Giffen, Balfoar
‘and others. They denounced the proposal as one that
would enrich the European community at the expense of
the_Indzan taxpayer. The India Office consequently
vetoed the proposal. In 1892 the Bengal Chamber of
Commerce and the European mercantile community,
led by Sir James Mackay, now Lord Inchcape, clamour-
ed for the closure of the Indian mints to the free coinage
of silver. The report was spread that the Sherman Act
was about to be repealed in America. There was no
truth in it, but it did duty. The Anglo-Indian merchants
wanted to remit Home rupees at the artificial rate of 16d.
rather than at its bullion rate 10d., at a profit of 60 per
cent. They engineered an agitation. The panic-stricken
Sir David Barbour yielded to the Anglo-Indian clamour,



the (}overnment of India, wtth the sanctlon of Lord
Herschell's Committee, closed the mints to the free coinage
of silver, with the idea of introducing v gold standard and

. artificially raising the value of the rupee to 16d. Mr. Dadha-

bai Naoroji, the only Indian witness examined by the Hers~
chell Committee, protested in vain against the proposal.

In 1898 the Government of India’s specific proposals
‘were referred to a Committee presided over by Sir Henry
Fowler, The Fowler Committee held 43 meetings and

examined 47 witnesses, among whom were eminent and i

independent financiers like Lord Rothschild, Lord Sway-
thling, Lord Avebury and Indian administrators like Lord
Northb;ouk and others. e
The two Indian witnesses were Mr. Dutt and Mr. Ruse
tomjee. The Fowler Committee recommended the adop?
“ tion of a gold standard with a gold currency, the fixing of

the sovereign as legal tender at the rate of Rs, 15; the

opening of the Indian mints to the free coinage of gold ;

o  the formation of a special gold reserve ; and the restriction

of gold obligations by the Government of India.

The Government of India and the Secretary of State
accepted these recommendations in entirety and began
to carry them out. !

In 1899 the sovereign was declared legal tender. In
1900 Sir Clinton Dawkins,the Finance Member, announced

in his Budget statement that the draft proclamation for

the opening of a gold mint was ready and in a few weeks

& gold mint would be opened at Bombay. ‘
At this stage the British Treasury put obstacles in the

| way and in 1903 the Government of India dropped the
scheme, Afterwards they have systematlcally departed



! %” e result that Indla possesses a hugn rupe e('omwge, the
sterlmg obligations have mcrmsed and @ gold mint 48
denied to India.

dn 191” Sir| Thackersay moved a resolution in the

.+ Imperial L eglslatlve Council for the opening of the mmts

. to the free coinage of gold.

. Mr. Gokhale, Mr.Mudholkar and Mr. Dadhabai supported
. the resolution. A few months later, the Government of

 India wrote to the Secretary of State advocating the open-

" ing of gold mint in Bombay for the coining of sovereigns

. and half sovereigns. Lord Crewe, owing to the difficulties ‘

raised by the Treasury, suggested the coining of a ten
rupee piece, and the Government of India preferred :
@ ten rupee piece to the restrictions of the Treasury,
At this stage, instead of speedily giving effect to the
proposal, ‘the matter was referred to the Chamberlain
Commission, who have in qualified language, ' thrown
cold water on the proposal. The Chamberlain Commission -
\. their report have practically rejected the findings of
the Fowler Committee and recommend to leave things

"as they are. This is a very unsatisfactory 'position, as

our standard coin is the rupee with is intrinsically worth

9d. though its face value is 16d. The right of free coinage

does not exist, and Indian should have full facilities, to get
 gold bullion converted into coins as in other countries,

" A gold standard without @ gold ourrency is an .
absurdity and the volume of currency should be decided
by the public requirements and not by an aulocratic
Secret Committee of London Bankers operating ot thte‘
G ]ml& whose interests are opposed to ours.




CHAPTER I.—contd,

Leading Dates and events in the Currency History of India and other countries.

1 =
INDIAN. , { ~ FOREIGN.
;

1798. England suspeads the free comage =
of silver, =

1808. The adoption of the decimal system
by France and provision for 40 and 20 e
franc gold pieces. =

1806. Silver selected as the umform stand—
ard of value.

1816. The sovereign, the actual gold coin
becomes the standard in England (first
coined in 1485): silver made token money
becoming legal tender onlyupto 40 s.
one ounce of gold 11/12fine exchang-

— able by lawfor £ 3, 17s. 101 4. or from'—"

| the Bank of England for £ 3.17 s. gd




The East India Company forces for| - : = == = £ 1
=D Jthk first time the silver rupee as legal : W\
“énder upon the people of South Indiaby| : ,
substituting the silver rupee for the gold
pagoda as the standard coin of the\
\

Madras Presidency.

1830. Sweden and Norway adopt 2 gold
coin for international trade. -

41885. The silver rupee declared to be the
sole legal tender throughout India—the
coining of gold and silver rupees of equal
weight and fineness at a ratio of 1 to 15.

18%48-50. The beginning of the great gold
discoveries of California and Australia.

1883. Lord Dalhousie demonetises gold
and India for the first time jorced to be-
come a solely silver-using country.

'!1854. Portugal adopts the gold standard. ,t




INDIAN.

l

FOREIGN.

1864. Government of India’s despatch and
Sir Charles Woods’ reply.

1865. The Indian Government again press
their original proposal.

1868. Sovereigns & half-sovereigns raised
- from Rs. 10 and Rs. 5 to Rs. 10 and
Rs. 5% respectively.

-1872. Sir R. Temple’s minute.

1865. Theformation of the Latin

Union by
France,

Belgium, Italy and Switzerland.

1867. 1st International Monetary Con-
ference at Paris.

adopts the gold standard.

1878. The Scandinavian

Union adopts
the gold standard.

_the United States and Belgium,

—

1871-13. Germany demonetises silver and

1873. Abolition of free coinage of silverin




8 Mr. Hollmgbery S report a,dvocatmg
£ eu&optam cff a gold standard in Ind:a.

18‘16 “The Government of Indxa demde that
the free coinage of silver should not be
suspemde«t without at the same time Open-

1875 6. A&cpt;on of the goid standard by | §
the Nether}ands . =

1876 France suspends the free cmnage of
silver. :

ing the mints to the free coinage of gold, -

as unlimited legal tender.

1877. The Govemment of India emmc*ate
the wise principle that a sound system of

_ currency must be aufomatic and ser
regulating.

41878. The submission of the Indian
Government’s proposal to close the mints

_to the free coinage of silver to raise the|

-rupee to 2 s.to a committee.

1878. Second International Monetary Con- -

ticipate.

silver ~and adoption of the
standard by the Latin Union.
Passing of the Bland Allison act by

limping

“the United States, for the monthly pur-

¢ chase off from2to4 mlﬂion dollars worth_
g -oi SIh er. .

ference at Paris. Germany refuses to par- =

1878. Abrogation of the free coinage of"irt' £




CHAPTER L—contd. = @L

INDIAN. FOREIGN.

1879. The Committee’s reply rejectmg the
proposals.

1884. 3rd International Monetary Confer-
ence for the ‘rehabilitation’ of silver.

1888. The Golq Standard introduced inteo
Egypt.

ol

The renewalof the Latin Union, the addi-
tion of the principle of redemption of the

silver currency in gold to the suspension
of free coinage of silver.

1886. The Indian Government again press

their proposals of 1878, and the Secretary
of State vetoes them.

1888. Report of the British gold and silver
_commission,




. 14890. The repeal of the Bland act and
- | passing of the Sherman Act inthe United N §
States for a monthly purchase of 43

| million ounces of silver. =

{892. The European Mercantile community
led by Sir James Mackay (now Lord
- Incheape made a peer by Lord Morley)\
clamour for the closure of the mints
to the free coinage of silver. The Indian
Government adopts the proposal. |

1892. Austria adopts the gold standard.

1893. Lord Herschell’s committee report:

1893. The 4th International Monetary Con- % = s
Act closing the Indian mints. -

ference at Brussels, ends in a fiasco.

|The hasty repeal of the Sherman Act by the
United States owing o the closure of the
mints by the Indian Government.

1895. Gold Standard adopted by Chile.

¥

11896. Gold Standard adopted by Cost:_a. -
Rica. : '




CHAPTER I—contd.

INDIAN.

FOREIGN.

1897. France and the United States under-
take to open their mints to the free
coinage of silver and gold if the Indian
Government would do the same. The
Indian Government reject the officer.

1898. The Fowler Committee.

1899. The committee report advocaiing a
gold standard based on a gold currency.
The Government accept the policy in
entirety.

Act declaring the British sovereign legal
tender at 1sh. 4d. to the rupee.

4800. Sir Clinton Dawkins says that a
branch of the Royal Mint would be short-

~ ly established .in Bombay for the coinage |

- of sovereigns.

Peru suspends the free coinage of silver,

_[1888. Ecuador limited its legal tender.

1800. The Gold Standard Act
States,

of the United

&

1897. Russia and Japan adopt the g'oZd:
standard. Japan fizes the ratio between
gold and silver near their market ratio,

.




Standard Reserve institutéd out of| : = - | ;:';
fits of rupee coinage. ‘ ' : I -

Treasury opposition.

1908. Proposals yor coinage of s;wereigns 4808. The gold exchange standard adopted
in India droptindefinitely. by the Philippines: ratio between gold
- _ and silver 1 to 32.

1004, Secretary of State’s mofification to 1904, The gold exchange standard adopted
sell Council Bills at 1sh. 4%d. per rupee; by Panama. '
without limit. -
= :7
1908, Act authorizing the establishment [1808. Adoption of the gold exchange stand-
of the currency chest of' ‘caremarked gold| ard by Mexico. The ratio selected 323
at the Bank of England as part of the| to 1.
Indian Paper Currency Reserve, and the
investment of part of the currency reserve
in depreciated sterling securities.

Diversion of £ 5 millions of paper currency
gold from Indza to London to be per-
manently held there,




CHAPTER

I.—contd.

INDIAN,

FOREIGN.

1907. The institution of the rupee branch
of the gold standard reserve.

Lord Morley’s misappropriation of a million
sterling from this reserve for ratlway
construction Lord Morley declines to
publish papers India Office mzsmana,ge-
ment during the crisis.

1808. Loss from hurried sale of securities.

1909. Lord Morley vefoes the Government
of India’s proposals urging the propriety
of holding a substantial part of the G.S.
Reserve in liquid gold and refraining from
Jurther investment in securities.

Mr. Gokhale deprecates the heavy coinage of
rupees of 1905-07, advocates the cessation
of rupee coinage, and the coining of gold

~ pieces.

a large actual circulation of gold.

The American financial crisis.

@

1907. Mexico reached a gold standard with

91



. Lord Morley vetoes the Indian
overnment’s proposals to increase the|

serve and reduce the sale of councﬂ
drafts and transfers;and declines topubhsh
correspondence.

Sir James Meston’s speech that the next and
finalstepin the currency policy of India is
a true gold currency, and that it would 0b-
literate all the mistakes, inconveniences,
and artificialities, of our present position.

4944, The Government of India write to
the Secretary of State that its views are
substantially in agreement with those of
the Karachi Chamber of Commerce, viz,,

" (1) that a substantial portion of the G.S.

~ Reserve should he held in liquid gold in

~ India and that (2) the nature, objects

and management of the reserve should be
defined by statule.




CHAPTER L—contd.

G,

INDIAN,

FOREIGN.

In March, Sir V. Thakersay argues in the
Legislative Council that a 10-rupee gold
coin ought to be minted and put 1nto
active circulation in India.

1912. Sir Vithaldas Thakersay’s resolution
in the Legislative Council for the free
coinage of gold supported by Messrs.
Gokhale, Dadabhoy and Mudholkar.

Sir V. Thakersay’s resolution for the keeping
of the greater partof the G.S. Reserve in
liguid gold in India supported by all the
Indian members unanimously was lost by
33 against 24.

Government of India’s despatch for opening
- a gold mint for the coinage of sovereigns.

ey




sord Crewe, owing to difficulties with the
/ Treasury, suggests a ten-rupee gold piece,
and the Indian Government accept the
same.

The Samuel Montagu secret silver purchase
scandal and the debate in the House of
Lords.

4913. Debate in the House of Commons on
Mr. Gwynne’s motion for inquiry into the
silver purchase transactions by a select
committee.

The Royal Commission on Indian Finance
and Currency.

1944. Submission of their Report.

L
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GHAPTER II

INDIAN CURRhNCY AND FINANCE o
Now thatvthc question of Indian currency is once
again under discussion and a Royal Commission on Indian
. Currency and Finance has concluded its sittings and is
‘about to report,v'it‘ seems dpportune to draw the attention
of the public to the vital issues involved and their influ-
i ence on our industrial progress and national advancement,

finances by the Secretary of State for India has been the
subject of criticism in India and England from various
stand-points.  This criticism is directed, among other
. things, against the Goverdment’s disregard of the Fowler
. Committee’s recommendation to open the Indian mints
. to the free coinage of gold ; the mishandling of the Gold
Staﬁdard and Paper Currency reserves ; and the accumu- i
| klat‘i;on“ of enormous and unnecessary cash balances in
London. In this article I propose to deal with these
as well as the excessive sale of council bills over and
. above the requirements of the Secretary of State for
" India; the policy of secret silver purchases, the heavy
coinage of rupees, and its disastrous effect on prices ; the
organisation and working of the India Office Finance
Committee ; and the vast financial patronage wielded by
the Indian Secretary. (The State Bank project, the Railway
policy, the problem of National Debt and the financial
and fiscal relations between hrlgland and India will be
discussed later).
| * This article appeared in the Modern Review, Hebruary 1914,

For some years the management cf the Indiam ‘



ar
. THE PROMI%ED GOLD CURFEN(,Y AND THE I‘OWLER‘ 0
i COMMITTEE. ‘

Almost every phase of Indian financial policY, as
directed from Whitehall is to be censured, as the Secre-
tary of State, in his financial operations, influenced by
London bankers and bullion brokers, is not actmg in the
| best interests of India.

The Indian Currency Committee of 1898, under the!
chairmanship of Sir Henry Fowler, was appomted to con-
. sider certain proposals put forward by the Government

of India for making effective the policy adopted 1

1893,—when the Indian mints were closed to the free

coinage of silver—and to submit any modifications of
these proposals, or any suggestions of their own for the |
establishment of a satisfactory system of currency in

India, and far securing as far as practicable a stable
exchange between India and the United Kingdom. |

i It unanimously recommended the establishment of
a gold standard ; the fixing of the ratio between the rupee
and the sovereign at 15 to 1; the opening of the Indlan
mints to the unrestricted coinage of gold--the Govern-_
ment alone was to have the right to coin silver subject
to conditions laid down ; and the accumulation of a
special reserve in gold from the profits derived from the
| silver coinage. ‘

. These recommendations are based on sound maxims
bf economics and finance, Had these been given effect
' to by the Government in _their entirety .and with intelli-
gent discretion, the Indian Currency system would have

S SRR BN VSl S P L b



it been placed on a solid basis for ever, and there wou]d be . |

no Indian Currency question today. But the Secretary
of State, whilst accepting the recommendations in princi-
ple, has systematically departed from them in practice.

‘As a result India is without a gold standard, a gold

exchange standard condemned by Lord Rothschild and

‘others in 1898 having been forced on her, and the Indian
' mints to this day remain closed to the coinage of gold. .
On the 8th September 1899, Sir Clinton. Dawkins,

while introducing in the Indian Imperial Legislative Coun-
cil a bill further to amend the Indian Coinage Act, 1870,

: and the Indian Paper Currency Act, 1882, said :—

** Mhe measure of trangcendent importance before us is to place the

Jeurrency of indis on @ gold basis and » stable exchange. To provide for

actual striking of gold coinage at an Indian mint is really a corollary,

amd no practical inconvenience will arise from g ghort delay. We could

‘ot proceed to strike coin until e receive the machinery that has been

" ordered from Bngland.’’

He further went on to say :—

‘¢ Into the arguments of a gold standard and gold currency, T think
no one will expect me to enter. The arguments for and against have
been exhausted, and Government is proceeding on the condition that fe
obher measwre would save India from disastrous embarrassment, ”’ ‘

In 1900, Sir Clinton Dawkins, in the hnancml‘
statement made these remarks :—

It has been decided o constitute a branch of the Royal Mint af

‘Bombay for the soinage of gold, The termg of the proclamation, to be

issued, under the Imperial Coinage Act, have been settled, and we are
now mevely waiting until the Royal Mint has satisfied itself as regards
the mint premises and appliances at Bombay, A representative of the
Royal Mint ig starting this week for Bombay to report.’’

That proclamation has never been issued and India |
has had to suffer under the burden of a gold standard
without a gold currency. |
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OppostTIoN FROM THE TREASURY:

The recent publication of the correspondence that

_passed between the India Office, the Treasury, and the

Government of India in 1899-1902 on this subject,
brings to light three important facts, namely, that the
India Office and the Government of India both endeavour-
ed to give effect to the recommendatiod of the Indian
Currency Committee that an open free mint should be
established  in India as soon as possible ; that the Mint

" authorities in London by a historically inaccurate and

economically unsound report misled ‘the Treasury and
the India Office ; withthe result that the Government
of India eventually decided to drop the scheme,

The Deputy Master of the Mint in London in his

H report of the 15th August 1899, went out of his way to

remark :—

¢4The reasons which led to the establishment of mints in Australis
do not hold good in India. It appears to mo that the early establishment

of % mint in India to coin sovereigns is nob necessary B

In May 1901, even after the draft proclamation for
opening a gold mint in Bombay was prepared, Mr. Seymour '
“felt it his duty even at that late stage’ “to raise
again the question as to whether a branch mint for the
coinage of gold sovereigns in India was really needed.
The India Office immediately replied—18th June—that
the establishment of a gold mint in India “is the clearest
outward sign that can be given of the consummation of
the new currency system, His Lordship is not inclined
o0 abandon the scheme at the stage it has now reached.”

Here however, the Treasury unexpectedly backed up

.
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e NS < eymour and reported that “My Lordq are dlsposed to
L think that recent experience has shown that Atadl qutte
o “,unneces%ary to provide famlltles for the comage of gold
. in India.” ; : e
The correqpondence was accordmgly sent back

. to India. By this time the goldmining companies of
! ‘:'aouthern India, despairing of ever makmga qatxsfactory
| arrangement for the conversion of their gold into money
. at the Bombay Mint, had made new long-term contracts
. with London bullion dealers. The Government of India
having learnt this fact, rephed to the India Office ‘the‘tt”

il o Lhe absence of an assurance that o sﬁea,dy supply of gold of local,
“pro&nctum will bo available for coinage in this coutibry, we prefer to drop
' the scheme for the plesent leaving  its revival to the existence or revwal

e (,ondlblonea thh cannot at present be foreseen’’ (kCrovcrnman,t ol

| .[ndm § 885 of 26tk December, 1908), ‘ il
‘  The idea which Mr. Seymour and the Treasury
endeavoured to establish, namely, that thhout i

‘,large local  production of gold, a gold mmt is.|

unnecessary, betrays a colossal lgnoranm of the rudi-
| mentary maxims of economics and ' finance. The gold
 unearthed annmll) in Great  Britain is only about one
"‘thousanclth of that mined every year in Indm. Yet
_ London enjoys one of the largest and best equlpped mlnts ‘
Jin the world. | Germany, Austria, Italy and Prance,

b ‘which are not gold producing countries, are equipped with:
gold mints. If Mr. Seymour’s argument be sound, then

the mint in London, of which he himself was Deputy

 Master, ought  to have been abolished long ago as co,;‘a‘c}y
and unnecessaty.




)| WANTED A REAL GOLD STANDARD, i

, These are the reasons that influenced the Secretary

_of State in departing from a measure which was an inte-

. gral part of the policy accepted in 1899 and was ripe

. for execution in  1900. Lord  Curzon’s Government

‘éncountering persistent obstruction from the Treasury and

| the India Office—influenced doubtless by L.ondon pankers
. and bullion brokers—dropped the scheme in disgust.

. When the American crisis occurred in 1907, the
Indian Government realised the perils of a gold standard
without an effective gold circulation, Ina letter to the

. Bombay Chamber of Commerce the Government of
. India remarked that i

“They have never concealed from themselyes the inconveniencs

atbending & gold standard which ig not sccompanied by an effective gold

| direulation, and fhey are in full accord with the view that a more general
use of gold among the people would simplify the task of directimg @ mana-
| ged currency.” ! : il

| ' In March 1912, Sir Vithaldas Thakersay moved in
. the Imperial Legislative Council at Calcutta, that, the
Indian mints be thrown open to the free coinage of gold. -
_ In the course of his speech he said ¢ |
| hers hag never been the least doubt that the goal of our currency
| policy is a gold standard with @ gold curreney.i.. .. Every day that passes
| involves a loss t6 this country and adds to the difticulties in the way of the
introduction of a gold currency, The only plausible argument  advanced
against the proposal 1s that the people of India ave too poor for a gold aur-:

\rency. 'L cannot understand this avgument, because if the people are

. rich enough for a gold standard they cannot be too poor for ity normal

| adjunct, & gold currency.  As things are, they have all the disadvaniages
of @ gold system without uts advantages.” (

The Hon, Mr. G. K. Gokhale supported the resolu-
tion and said : ‘ ' !
¢ Mhe Fowler Committee and obher atthorities have advocated a gold
standard and a gold currency, not a ' silver  currency, as the permanent

s
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‘ awangement fox [ this counbry 'l‘ha hme hag come. when We should
consider whother wo should not enter on the  next stage of our currency

" poliey ‘and go in for the coinage of gold pigces, admitting sﬂver, however,

for the present, to be unlimited legal tender. Buta 'bime must come

i when gilver will have to be restricted in amount  as legal tender, md gold
'\ will then have to he the principal coin of the country.'!

il The Finance Member Sir Guy Fleetwood Wllson
. made a non-committal reply and concluded his spe,ech
‘thus il

o The whole queqtlon, with the  views of the Government of Indm, !
awaits the final decision of the Secretary of State, ‘Tf his decision should

; meoet the wishes of my Hon’bla friend, no one will be more gna.t;tﬁed tha.n t ’f“

the present Finance Minister.’ !

.In a despatch, dated the 16th May 1912 Lord
Hardinge’s government strongly pleaded for the establish-
ment of an open mint in India at which sovereigns could
be freely coined, as demanded by the public.

‘ The Secretary of State, in his. despatch of the 18th
‘October 1912, to the Government of India made a.

. counter-proposal to 1ssue a new ten- rupee gold com from
the Indian gold mint. ; |

The latest decision of the Government isset forth T
. the following statement of the Under-Secretary  Mr.
‘Montagu, in the House of Commons, July 24, 1913 t—

{ |\ fhe whole question  of | the proposed coinage | of golcl is under’ ‘/‘.‘ i
| considaration by the Royal Commission, on Indian Finanoe and Currenoy

Psndlng their recommendations, 1o achmn ig being ‘or W111 be taken by

" the Government of India.” : b

THE ALLEGED DRAIN OF GOLD TO INDIA.

In some quarters there is a strange apprehens.lon
. that a wealthy prosperous India bulldmg up its currency T
. on the same gold basis as that of the rest of the Brltlsh._-
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Sire, is a danger to the civilised world. Some writers

in Exirope and elsewhere seem to think that the world

 ought to combine to prevent India receiving payment in
gold for the goods which foreign nations have. bought
from her.  This is one of the most preposterous sugges-
tions ever made. Austria, Japan, Russia, Italy, Brazil,
Argentina, France, Germany, the United States, and all
- other countries in the world are to be allowed to take

‘and keep whatever gold they please. There is no reason

. whatever to be alarmed at these cries raised by interested
or ill-informed people.*
Any criticism that ignores the annual consumption of
gold by Europe and America for the arts and the strength-
i ening of the bank reserves, and magnifies the import of
gold by India as a great drain, is not only unsound, but
unfair and dishonest. Every year Europe and Ametica
absorb considerable stocks of gold, without exciting any
alarm from’ these critics. “

Here is a list of the chief countries in the world
showing approximately the extra quantities of gold added
by their Governments and banks to their former gold re«
serves during the last ten years :—

Millions sterling

éustralia, Belgium and Holland | T
Austria and Germany v 4O
dapn ; o

* Tt wHould be remembered that Messrs. Samuel Montagu & Co. were
the first to pubt forward the outrageous. suggestion that Government
should impose a stiff import duty on gold coming to India.




i ‘A‘rge‘r‘x‘tih'a ‘and ‘Brazi‘l i i o o ‘£ 50 |
(| Brance 1 | ‘ w50

il Russia Al
The United States i

The world’s output of gold in 1910, was about 98
millions sterling ; in 1911, it exceeded 99 millions s‘terliné‘\;
" and in 1912, a hundred millions sterling. dten
THE INDIAN GOLD STANDARD RE’SE‘RVE.‘

) The Indian Gold Standard Reserve is the ultlmate\"‘
tangible security for the prompt redemption in gold of
i rupees, token coins circulating at above their intrinsic
_ bullion value. The Fowler Committee laid down thatm
‘thls Reserve should be held in gold, and all profits on

. coining should be credited to the gold standard reserve.
It was Sir Edward Law who committed the hrst
blunder by experimenting within this reserve. He
invested it in England instead of keeping it in gold in
India. Then Sir Edward Baker decided to hold four
millions sterling of the gold reserve in  coined rupees for ;
his coinage operations. In 1907, a sum of £1, 123,000
~ was misappropriated, out of this reserve, for railway
construction, on the advice of the Committee which sat
in London under the chairmanship of Sir James Mackasy
" (now Lord Inchcape).
‘ The result of these experimentsis that the Gold
Standard Reserve, the key-stoné of the Indian Currency
' System, which it was expressly provided should be held in



‘ comlsted of e
£4‘V,‘ ,000 held in rupees in Indla, sterlmg securities of a
‘market value of £15,945,669 ; £1,620,000 in gold at the
Bank of England ; and £1,005, 664 in cash at short notice
m ‘andon.*

\The American crisis of 1907 shook the Indian curren-
cy edifice to its very foundation. Exchange fell to ls.
3234d. The crisis was over by September 1908. The
gold assets were at their lowest point on 22nd January
1909. The total drain was seventeen and three-quarter
mllhons sterling. |

 If the American crisis had been compllcated by a
“European disturbance the currency edifice would have
“3 ‘come down with a crash, because the foundations planned .

by the Currency Committee had been undermined. If the
Secretary of State thinks he could realise millions by the |
sale of securities in the next great crisis, he is living ina
fool’s paradise. The Under-Secretary last year announc-
 ed in the House of Commons that the reserve would be
kept intact until it reached a total of twenty-five millions
sterling, and that the future additions would be held in
gold until a liquid reserve of five millions sterling had
been reached. No artificial or arbitrary limit should be
fixed to the gold standard reserve ; and there is no use of
éizumerating principles for future guidance. The errors
of the past should be rectified in fofo and at once. The
monetary reserves of every country are kept in gold, near

: "“ . Indxgn Budgest Memorandum of accounts ; Parl White Paper,
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¥ hand ; not ‘tho‘ubsan‘ds‘ of miles far away.. The
of investing the Indian gold reserve in sterling securities
{iin Ldndon is to be deprecated. b
In March 1912, a resolution was moved by Sir
Vithaldas Thakersay, in the Indian Imperial Legislative
Council, for holding this reserve, in India, in gold. All
the Indian members unanimously voted for it ; but it was
lost by the official majority of 33, agéinst 24
THE SILVER QUESTION. ‘
Apart from the impolicy of making secret and héa\}y‘
. purchases of silver for purposes of coinage, which is a
direct incentive to the formation of speculative rings to
control the silver market, the sudden and abnormal
flooding of the country with millions of token rupees is to
be condemned, as the inflation of the rupee currency is
the immediate and dominant cause of the rise in prices,
an evil that has assumed alarming proportions in recent
years. In the years 1905-7, the Government poured rupees
from the mints in a turbulent flood, amounting to 42
millions sterling worth of new rupees. This is the
heaviest coinage in the history of the world, !
Last year the India Office secretly purchased  silver
worth six millions sterling through Messrs. Samuel
Montagu & Co. This transaction has been censured qn
' all hands on various grounds. Mr, Bonar Law,* in the

* Mr, Bonar Low ;‘,‘c;;;ﬁained that getting information from the India
Office was like extracting teeth, Mr. Ghwynne said thab the India Office
had practised evasion and prevarication as a fine art. ‘




A“H‘ohselof Commons,‘said that this business was unwise
in the public interest, because il undoubtedly gave the

firm  obtawining the contract the means of making

money to whatever extent they chose by dealing in
" silver on their own account, No honest firm would
do that, and he did not suggest that it had been so done
in this case, but there were other indirect ways.
There was tremendous business on this in exchange,
and exchange depended on the price of silver.

Mr. Bonar Law continuing said that' he never had the

smallest suspicion of personal corruption on the part

. of any member of the Government. The kind of
. curruption they were entitled to fear was not that minis-

Hiters would enrich themselves from the public purse but
' of the kind more dangerous to the state of wusing
‘patronage in order to help a political party and

 strengthen the political machine, The close personal

' connection between the Under-Secretary for India

and the firm, »the fact that the members of the
firm were supporters of the Government, and that Sir

Felix Schuster, Chairman of the India Office Finance
Committee, was also chairman of the bank with which
Mr. Montagu banked ; all these, as Mr. Gwynne
¢ said, taken together constituted a strong. case for
enquiry.
‘ The only path of safety when a government depart-
ment has to deal with large~financial:transactions lies in

surse’of his speech on Mr. Gwynne's motion, in the

L



: % tmost | ptxb}ic;if;>. Thg ‘Ir’id‘iau‘(j)‘fﬁcé silver pl:l‘tC?h“ !
i “i‘hsac‘tions'should‘ no longer be veiled in obscurity. The
'Erench Government has to make periodical purchases of
silver for coinage. Details of every purchase are glven inan
official return showmg the quantlty acquired, the source of
sapply, the price, and the commission, The United
‘States Government estimates its annual requirements
every year beforehand, and makes proportionate purchases

| every week. There is no secrecy, and there is no déstur-

'\ bance of the silver market. The policy of secrecy to

““Whlch the India Office is committed, is not only bad but
politically dangerous.

THE PAPER CURRENCY RESERVE,

Since 1862, the Indian Government have assumed

‘the sole responsibility for the issue of paper money, 1t
is provided by statute that the paper currency shall be
supportcd by a reserve of gold, silver, and securities.
. The metallic reserve is the support for the paper currency,
and can only be required in India. Of this reserve nearly
| three millions sterling are invested in sterling securities
in London, and about six millions sterling are held in
the Bank of England earmarked for the support of the
. paper currepcy. Sir Edward Baker, the finance member,
‘vargued that the portion of the reserve in London is nearer

tIn the light of these events it is evident why Messrs, Samuel

Mcntalgu and Co., have seb themselves up as unofficial apologists ' for the
. India Office’s management of <Indian  eurrency affairs, and disseminate
preposterous ideas and imaginative aneccdotes by means of their bu]hon

+ eiroulars,

i



‘ re silver would have to be purchased and,
that it provides a convenient means of financing the
purchase of silver. This argument has no force, as &
special  stock of rupees is held in India in the silver
branch of the Gold Standard reserve, to meet the sudden
and emergent demands for rupees beyond the capacity ofiil
i the paper currency reserve to meet.
‘ Our contention is that no part of the paper currency
reserve should have been transferred to London. It should ‘
" be held in India, chiefly in coin, and if the metallic reserve
' transcends all reasonable demands upon it, the balance
| should be invested in India, as previously.
: In a great crisis in international affairs sea communi-
cation between England and India might be interrupted.
| What then would be the value of the gold in the vaults of
the bank of England for the purchase of silver bullion which
. could not be shipped? 'What would be the value of the
sterling securities which could only be sold at @ great
sacrifice and the proceeds of which could not be transferred
to the place where they were wanted ? There is a strong
belief that the pressure of the City in a crisis would be so
great that the Government of the day would not dare to
offend the London money market.
j Tue CASH BALANCES.

The Secretary of State has to meet every year in
‘London certain obligations on behalf of the Indian tax-
‘-p‘aye‘r s and , these include payment of interest on debt,
pensions, and certain other charges. They amount in
‘tound‘ﬁsgures to sixteen millions sterling a year. These



gatlons are met by selling by auction every week Coun»
| cil Bills, drafts on the treasuries of Calcutta, Bombay and
Madras. By tendering payment in London those who

have to make remittances to India can obtain drafts for

rupees on the treasuries in the presxdency towns in India
‘at a rate fixed by auction at the Bank of England. The

system was never a desirable one, because in certain con-~

ditions of the exchange market it placed the Government

at the mercy of buyers in exchange ; and the necessity for
' its maintenance has passed away. Itis necessary that

| with these obligations to meet the Secretary of State for

India should hold a reasonble balance. For many years a
sum of about four millions sterling was found fully
adequate for the purpose. But latterly the Secretary of
 State has been selling bills enormously in excess of his
needs with the result that in March 1912, his cash
balances in London had reached the colossal sum of
. nearly eighteen millions sterling, The following figures
show the balances held in London on behalf of the
Government of India .— !
‘ 1907—about four and a half millions sterling,
| 1908—cight millions sterling.

1909—thirteen millions sterling. '

1910-—seventeen millions sterling.

1911—fifteen and a half millions.

1912 March—eigteen millions.

1t was officially stated last year that in December,
1911 about four millions sterling had been lent out in
'London on no security whatever to approved banks, and



nty to approved borrowers.

The approved banks who have enjoyed the use of Indlanr‘ .
;‘money without security were the Union of London and h

‘Smith’s Bank, London County and Westminster B:mk

Natlonal Provincial Bank of England, London Joint- stock‘ i

Bank, London City and Midland Bank, Glyn Mills Currie
" and Co. and Barclay and Co.
. Lord Incheape, the then Chairman of the Indm

Ofﬁce Finance Commxttee, is a Director of the Natlonali i
_Provmcml Bank of England, The Governor ' of the‘

" Union of London and Smith’s. Bank which en]oyed this

‘privilege is Sir Felix Schuster, then a member and now .\
the Chairman of the Finance Committee of the Indla,‘f‘ Bt
Office ; and Mr. Currie, the other financial mcmber oﬁ“"'..“‘;

T the trinmvirate is associated ‘with the house of Glyn!

. Mills Currie and Co. The average rate of interest,

. on these great loans was a little over 2 per cenf, per

~annum. The average rate of interest in. the \presis
" dency towns'in India is a little over five per cent ; in the
. busy season it often goes up to nine per cent, (There is
.no ]ustlﬁca*xon whatever for'this gigantic and entirely

unwarranted accumulatlon of Indian cash balances in.
5 London not to serve, Indian interests but for the use of -

*. The most tavoured firm on ﬁhe a.pproved ligt of the India Office 8

‘hﬁat of Bamuol Montagn & Co. The Chairman of the London and Oxty and

Mldland Bank is Sir }hdwmrd Holden, & ptomment advocate of & State Bank
: ‘icn: India. He also vehemantly opposes the estabhshment of a gold mmt
. in India ‘ ‘
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. 'who with the help of Indzwn money declare dw&dend?
“0f20 per cent. and upwards.

CounciL BiLrs, ‘
' Mr. Montagu in his budget speech last year said

o / that the **only object which the Secretary of State has
in selling Council Bills is the facilitating of British

Indian trade, which would be brought practically to a
standstill if these bills were not issued.” This is a very
lame apologia. Itis no part of the business of ‘the
Secretary of State to  finance trade. The sales of Coun-

. cil Bills are not necessary to finance trade, nor were they

instituted for that purpose. The true function of Council.
Bills is to discharge the sterling obligations of the Secre-
tary of Statein London. These sums could easil’y"be
remitted through the banks as the colonies do and the
sales of Council Bills be done away with altogether,
Granting that the sales of Council Bills should be retained,
it does not follow that the India Office should finance
trade, The external trade of India would take care of
itself without the guidance of the India Office, Tra‘d‘e all
over the world finances itself by the movement of bullion.
The excessive sales of Council Bills are, no doubt, a con-

venience to the exchange banks which have to remit .,

funds to India, and it is often cheaper for them to buy

Jifteen millions of Indians do not exist for the benefit of

. London bankers. The operation of selling Council Bills

. bills than wmove bullion. But the three hundred and
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1Bt even a  financial success.. The Secretry of State

“‘_‘o‘ft‘:en sells bills, at alow rate, below specie point,

depressing exchange ; and by this device prevents India
from receiving in gold the sums that are due to her in

“~\'L‘:iayment of the balance of trade in her favour. Tis
‘ﬂianizbul&ttion of India’s exchange and Currency, not for
. the benefit of India but solely for the benefil of London
ui‘qint—‘stbck bankers exchange bankers and bullion

d?alers should mo longer be (tolerated. Indian opinion

strongly protests against the Secretary of State’s arbitrary
‘and clumsy meddling in trade operations. |

FINANCIAL PATRONAGE AND THE
INDIA OFFICE. ‘ ,

. The financial patronage wielded by the Secretary
of State for India, is vast—so vast that he has been
described as one of the biggest money-lenders in the

Lbndon money market, the hub of the financial world..
 Lord Morley spoke with pride ata meeting  of the

Banker’s Association of the magnitude of the financial
patronage which he exercised. He boasted that the

. maturing and lending of his cash  balances® represent-

ed a cash business amounting to ‘sixty millions sterling a

 year; and that the India Office was responsible in the

. year 1910-11, for a turn-over of one hundred and sixty

SRR B B e

‘ * Tjord Morlay could not have done  better than take a lesson from
h:'i‘s colleague Mr. Lloyd George who 8o arranges hig income and

. expenditure that = he is frequently in  debt to the “City”? to the tune of

prem;l millions.  Mr. Gleorge’s overdraits then amounted to 13 millions
sterling, of which the Seorotary of State for India lent him 4% millions  of
India’s money. \



' the Secretary of St(zte to exerozse fmcmcml patronage

. on this coZossal scale. It is dangerous to vest such @
" gigantic patronage in a minister of the crown, an

| drresponsible autocrat of autocrats who operates through
a commiittee of London bankers and in secret It isimpera.
tive in the best interests of India and England that the
speedy and rigorous reduction of his wanderings in the
| financial wonderland to the irreducible minimum should

be carried out.

The India Office should be ' thoroughly overhauled.
London joint bank directors and other interested person
should be excluded therefrom, and provision should be
made for the inclusion of Indians representing Indian
| banking, commercial, and political interests. No import-
ant financial operation should in  future be undertaken
withowt reference to the Indian Imperial Legislative
Council. The India Office should abandon the methods
of secrecy and evasion, once and for all. Tais cowld =
 only be done by placing the Secretary of State’s salary on
the estimates and subjecting the Great Moghul at White-
hall to close and detailed parliamentary scruting. So
long as the Indian Legislative Council remains a purely
advisory body without any of the powers of a popular .
democratic representative assembly, it is of the utmost
importance that Parliamentary control over the Secretary
of State and the Government of India should be strength
ened and made movre real, effective and stringent. |



 CHAPTER IIL

 THE ECONOMIC SITUATION IN INDIA AND
THE FINANCIAL QUESTION* .

v Ir-INDUsrRIALI)EVELOPMENT'AND MONETARY |

PROBLEMS.

.\ Natural Resources, Industrial Elficiency, Educa-
tional Equipment, Transportation Facilities, a Progressive

' Government, @ Favourable Fiscal System, and Financial

‘ Organisation—these are the seven essential factors that
play a dominant part in deciding a nation’s economic
progress and prosperity. Industrial development  is

. impossible without a harmonious co-operation of all
‘thés.e.‘ But sound finance is of the utmost importance
‘as“ﬁnance is the very lifeblood of modern industry.
Financial items form the surest and most unmistakable
‘barometric indications that enable us to scan at a glance
the economic advance or decadence of a nation. 1f the

 movement of finance lacks proper regulation industries
suffer and the entire industrial system may break down.

The industrial history of the advanced countries is

‘ full of instances to show that finance has given the

~ impetus to industrial enterprise and expansion, The
industrial life of England was really born on the battle
i

* Paper read before the Tndustrial Conference December, 1914,

{
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1 of Plassey The wealth of Bengal and other ‘Indlam I
provinces wlnch Clive and other adventurers of thef"”
East India (,ompany carried away and poured in an

unceasing stream gave a remarkable stimulus to indus-

trial expansion and gave England, the commercial, indus-
tual, and financial supremacy of the world.* '

It is the strong financial condition of England amd
the excellence of her currency and banking systems that

 bave made her the richest creditor country and  London
\the centre of the monetary and banking world., As

Bagehot said more able minds are at work in connection

. with financial questions in  England than elaewere, and

the mass of brainpower brought to bear on the study of
monetary problems in that country for over a century is
unparallelled in the world’s history. Apart from the

|1 numerous bankers ad financiers engaged in conducting
. monetary and banking concerns, and professors and

experts specialising in money and banking, there are
many who give their attention to such questions whole-

0 heartedly connected with various journals mainly dealing

with financial topics. More than fifteen journals of this
description are published in London alone, the notable

. being the Financial News, the Financial T'z.mes, the:
,‘F'immofier and Bullionist, (dailies) the Economist, the
| Statist, the Money Market Review, the Investor's
. Review, the Investor’s Chronicle, Finance, Accmmmn‘t, |
Capitalist, (Weeklies), the Banker's Magazine, and the

* Whis is ably dealt with by Brooks Adams in (¢ The Law, of
Civilisation and Decay ” and Burke's speeches on the Nawab of Axcot’s
Debts and the Tmpeachment of Warren Hastings, ‘ !



it ,“wwial“ Review of Reviews (Monthlies). All the Lond

and provincial dailies contain a financial page, while

‘ pa{pgrs ‘llvike the Times issue weekly financial supplements,
and the leading wecklies and reviews often contain
important articles on financial questions.‘ This would

. giveonean idea of the men, resources, time, energy and

 brains devoted to the treatment of financial affairs in
. the adyvanced countries like the United Kingdom.

11— CURRENCY. REFORM 1IN ENGLAND, GERMANY;
JAPAN ETC,

Leaders of public opinion in India her businessmen
and bankers, should realise the need for currency, bank:.
ing'and financial reform as the economic and industrial |
‘situation could not be materially improved before solving
the monetary problems. The finances of India should be

 placed on a sound footing by the reform of the currency
system, and the railway and public debt reorganisation-—
the ground should be cleared for a healthy development
of credit institutions. The Congress and other public
bodies must place these questionsin the forefront of their
programmes. The importance of monetary problems and
their influence on industrial development have not been
sufficiently realised in this country. It is a misfortune
that the present generation is singularly lacking in first
“ rate men who systematically study financial questions as
‘ Dadhabhai Naoroji, and R. C. Dutt did in the past. In
) should be observed that the world’s greatest statesmet
. have also been great financiers. Pitt, Peel, Glad-
 stone, Bismarck, Turgot, Todarmall, Hamilton and




. 3‘1story of thexr countnes. Napoleon saxd i Fmanca is the'
 State.” Every political question in the last analysis
‘becomes a question of finance and economics,

The history of England, Germany, Japan and other
progresswe countries is full of lessons for students of
economics. England built wp her industries by adopting

a rigorous system of protection and perfecting her mone-
 tary orgamisation. The free cotnage of silver was

~ suspended in 1798 and in 1816, the gold standard was
definitely adopted, silver being reduced to a Subordinate

| position by its limitation as legal tender upto only e
‘The mint/'price of gold bullion was fixed at £ 3 17s 103d
per ounce at Wh‘l(gh it has ever since remained. | "&ny one

|15 entitled to receive for an ounce of standard gpld 1 G B
fine £ 317 s 10% d at the mint, or in cash at the Bank
of England ' (because of delay in coinage, less 14 days’
interest) £ 317 s 9d.  The influence of Indian wealth

. lon the growth of British manufactures, commerce, and

banking is thus set forth' by Mr. Brookes Adams in hlS

i Iaw af C’wzlzsatwn, and Decay.”

‘ “The mﬂux of'the Indian treasure by adding considerably to the
‘“na.tlon 8 cagh ca.pxtal not only increased its stock of energy but added
" much to its flexibility and the mpldlty of its rnoVement .. Hor more
. than fitty years after the foundation of the Bank of Finy glzmd its smallest
| mote had been  for £ 20, a note' oo large fo circulate: freely, and which

rarely, travelled far from Tombard Street: ) Wutmg ir. 1790 Burke men-
#ioned that when he came to England in 1750 there were not twelve

hankers! shops in the provinces though then, he said, they were in every -

market town, 'Thus the arrival of the Bengal gold and gilver not only
inereased the mags of money bk s(.nnul&ted ity movement for' at once in
1759, the Bank issued £10 and £ 15 notes smd in the wuntzy private

(dirms poared forth a ﬂood of pa.pet A |



j ‘rmce Blsmarck’s first act after the conclusion of
the Treaty of Frankfort fhat ended the Franco-German
'War of 1870, was the inauguration of the gold standard
‘ ‘ln Germany by the demonetisation of silver, In 1876, the
V‘Impenal Bank of Germany came into full operation and
* thus the monetary problem was solved in five years by the
‘great chancellor with the result that the currency and
banking systems were placed on a stable basis, Haying
il ;peffa('fed the financial machinery, Bismarck next turned
his attention to the fiscal sphere, abolished free trade
and mtroduced a #igid and scientific system of protection
in 1879, The industrial genius of the Fatherland has since

. then astonished the world. France tried the experiment

of bimetallism for seventy years from 1803-1873 but
. abandoned it by the closure of the mints to the free
: "comage of silver. In 1892 Austria adopted the gokd
standard and in 1897 Russia and Japan followed, The
United States suspended the free coinage of silver in
. 1873, and after a bitter experience of bimetallism cwtend=
dng over a century definitely adopted the gold standard

in 1900,

The two main factors which have contributed to the
‘general adoption of a single gold standard are (1) the
| growing preference for gold as the money of commerce

and (2) the realisation of the fact that @ sound standard
should be of a single metal. Representing a larger value |
in small bulk, it is more convenient for reserves and large
payments than silver and more easily transferred from
. place to place and country to country in settlement of



Bking balances. A process of natural selection has

; “made‘gold the standard money of the leading countries,

III - THE INDIAN CURRLNCY SYSTEM NOT (‘OND UCIVE
10 ECONOMIC PROGRESS. i

| ’What is the currency system now prevalent in
India? Is it satisfactory ? Has it been determined solely

in the interests of the people of India? Does it mark a

transition stage or does it stand on solid foundations ? Is
it a system that is conducive to economic progress and
industrial development of India ? These are the questions

‘qf vital interest that ought to be faced with a view to

place our currency on a firm and automatic basis' once
and for all. The Indian Currency System, though said to

. be a gold standard, is not @ gold standard as it is at
. present worked. The silver rupee is the principal coin

and is unlimited legal tender. Its exchange value has
been fixed at the rate of 16d. per rupee. The anlish

‘sovercign is also legal tender to any amount. Free coinage

whether for gold or silver does not exist. The Indian
Government coins, silver rupees but not sovereigns which |

' have to be imported from England at the colonies. The

Government is legally bound to issue rupees for sovereigns

‘toany extent but is aot bound to give gold in exchange for

rupees, The rupee ig not a full value coin but is a token
worth only 9d. while it circulates at a face value of 16d.
Notes areissued by the Government against gold or rupees
and u reserve called the Paper Currency Reserve is kept for
their encashment mostly in rupees. s the gold value of

. the rupee is arbitrarily fized by the Government at 16d.



maintains a sterling reserve, called the Gold Standard
Reserve at London for the conversion of rupees into gold ‘
to maintain exchange. This reserve built up from the

 profits of rupee coinage is mostly documentary, part being

held in rupees and gold. The Government also under-
takes to sell council Bills in England against gold tendered
to the Secretary of State for India in return for rupees given
to the holders of such drafts from Indian treasuries. = The
Council Bills are liabilities to pay rupees in India for gold
received in London,

‘ These are, in brief, the main features of the Indian
Currency System as it is at present worked. It is an
artificial system  managed” by the Government. The
currency system of every progressive country is automatic

1. e, the quantity of metallic money required of the

=

standard metal is entirely determined by the requirements
of the public and the demands of trade. The open mint
forms the pivot of the currency systems of advanced
countriess The advantages of the open mint are (1) the

wolume of currency 1s determined solely by the public

and in response to trade conditions (2) the free flow of
gold to and fro is maintained in response to purely inter-

. national trade balances and market conditions (3) Price

lewels, discount omd exchamge rates are automatically

. determined (4) the right to convert standard coin into

the metal and vice versa, and export it without loss is
enjoyed by the people so that full facilities for bullion



‘Le operatlona are given (5) elmtzmty m thc czm'ency‘ |
is ﬁreserved as surplus or redundant coins could be melted
'down or exported and deficiency made good by the con-
. version of bullion into coin at the mint without Sta,ta‘
intervention of any kind. _

. As the people of India are denied on open mint they
. 'possess none of these advantages, Who then determines
. the volume of currency demanded by India or supposed to
‘\‘ Be demdndcd by India? The Secretary of State for
i India is the suprems financial autocrat but the pohcy

‘”:xs actually laid down by a secret committee opera-

vtmg at Whitehall with the chairman of the India Office
‘Finance Committee at its head. This functionary it is
that transacts the financial business of the India Oj}zre»—*
h buys sulver for coinage, loans out cash balances, sellsf
council Bills, raises sterling loans, and manages the

i Gold Standard and Paper Currency Reserves, The present

' holder of this office is Sir Felix Schuster. Heis at the

“‘same time the Governor of a large London Joint Stock
0 Bank and the Director of another. Are Indian interests

best served by putting a London Joint Stock banker at the
head of the financial committee at Whitehall? Before
dealing with the issues raised by this question it is
desirable to review the financial and currency policy of
the last twenty two years, “



INDIAN FINANCE.

' During the past twenty-two years the Indian Currency i
System has been the bleeding victim of the vivisectory
experiments of successive finance members and secretaries
of State. While every country has abandoned the Silver
Standard and got rid of the embarrassments of bimetallism
by adopting the gold standard, the Indian authorities have
been pursuing a policy of confusion worse confounded by
a series of wrong moves on the financial chessboard with
the result that our system, in spite of its ruinous cost,
is still in a transition stage.

In 1892, the fall in the value of silver caused flac-
tuations in exchange. The European Mercantile Commu-
nity and Chambers of Commerce led by Sir James Mackay
(now Lord Inchcape) engineered an agitation to close the
Indian mints to the free coinage of silver. The report
was spread that the silver purchases clauses of the
American Sherman Act were about to be repealed. There
was no truth in of but it did duty. Sir David Barbour
the Indian finance member wanted to suspend the free
coinage of silver. The matter was referred to a committee
under Lord Herschell for inquiry and report by the

‘Secretary of State. They did not discuss the cause of
divergence in value between gold and silver. In spite
of the fact that the majority of the witnesses were against
the proposal, the committee recommended the closure
and in 1893 the Indian Government suspended the free



| coinage of silver. Dadabhai Naoroji gave ‘evidence and
vehemently protested against the course on the grounds
' that the silver storm should be allowed to run its course
and that artificial and uneconomic devices should not be
resorted to. The warning fell on deaf ears. By the closure
‘ of the mints and the fixing of the maximum value of ‘the
rupee at 16d. the accumulated savings of thepeople insilver
wereat one stroke reduced in valwe by same 60 per cent. ‘
This piece of confiscatory legislation was enacted by the
Jiberal government of 1892 though conservative cabmets
| had twice vetoed the same proposal in 1879 and 1586,

i The people who gained by this act were the huropean
merchants,” traders, bankers, expotters, importers, zmd
officials who were enabled to remit to England rupees at
the artificially enhanced rate of 16d. rather than at 1ts
‘bullion rate of 10d. The avowed object of the policy was
. to raise the value of the rupee and arrest the fall in the
value of silver. As a matter of fact the value of the rupee
‘jell to 14d. and the price of silver which in 1892 stood
. at 40d. per ounce fell to 36 in 1893 and to 29 in 1894,

The closure of the mints tothe free coinage of
silver was not accompanied by a simultaneous institution
of the free coinage of gold as the Government of India
had emphatically declared in 1876, though it was,
made clear that the policy of the Government was the
adoption of the gold standard. Nor for some years was
any action taken by the authorities to carry out the pohcy
of the gold standard officially announced in 1893,



i In 1898 the Govemment of Lord Elgin made an

| attempt to establish the gold standard by melting down
rupees and forming a gold reserve. The proposals were
referred to a Committee presided over by Sir Henry
Fowler. That Committee, who were expressly asked not
to reopen the silver standard controversy, conducted an
exhaustive enquiry, examined many independent witnesses
like Lords Rothschild, Swaythiling, Avebury, Northbrook
and Aldenhmm Sir Robert Giffen, and others and recome
mended the institution of a gold standard based on @ gold
currency, by India. To carry out this policy they
recommended (1) the opening of the Indian mints to the
free coinage of gold soverecigns and half-sovereigns (2) the
fixing of the exchange value of the rupee at 164, (3) the
formation of a gold reserve from the profits of rupee
coinage to be held in gold in India to be freely available
for export to support exchange and (4) the restriction of

~ gold obligations by resolute economy of expenditure.

The Secretary of State for India and the Government:
of India accepted these recommendations in entirety,
endorsed them as their policy, and at first endeavoured
to give effect to them, British sovereigns were declared
legal tender at therate of 15 rupees per sovereign, but
the gold mint project after an announcement in the

« council was abandoned indefinitely, A gold reserve was
accumulated. Thus the most important recommendations
‘were not only shelved but a policy distinctly opposed to
the establishment of a gold standard based on. a gold
currency was inagurated little by little in secret and

1 :
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howt the knowledge of the Indian {)eople. The absen‘cé
of an open free mint coupled with the right to coin
rupees vested in the Government gave rise to a series of

| ourrency and financial monstrosities which have been

moving in a vicious circle. The active anti-Indian
and anti-gold policy may be said to date from 1904
when the Secretary of State notified that council bills
would be sold to any amount freely and without limit on
the absurd principle that Government should finance

 trade. The idea of putting gold in active circulation was

abandoned, and an era of furious coinage of rupees com-

‘menced. The unlimited sales of council bills sales led to

an enormous artificial demand for rupees which in turn led
to huge silver purchases and abnormal rupee coinage, which
increased the gold standard reserve and gave large funds
for the Whitehall autocrates to handle—or mishandle, to
be more correct—as they pleased. The movement ex-
tended in a vicious circle as the following table would
show :—
' (1). Absence of a gold mint open to free coinage.
(2). Government control of silver coinage operations;
 (3). Enormous sales of council bills to transfer funds
from India to London.

(4). Abnormal artificial demands for rupees.

(5). Further transfer of funds from India to London
out of Reserves (Currency and gold standard) over
and above the usual remittances,

(6) Heavy purchases of silver at London.



(8) Further sales of Council Bxllq
(9 Depressmn of exchange—cash balances in London by
| transfer of stale funds from India by Council Bills. " ‘
{10) Arrest of the flew of gold to India, transfer of 5/6 of
the Gold Standard Reserve and a large portion of
the Paper Currency Reserve gold to London-—In-
vestment in depreciated securities, etc. )
(11) Purchase of silver, coinage of rupees, &¢.

INDIA AND A GOLD STANDARD.

From 1908 onwards the India Office has been accumu-
lating huge cash balances from the Indian treasury and
lloaning them out in London af less than half the
. Indian bank rates. The seoret contract for the purchase
‘of £ 5 millions worth of silver in 1912 given by the India
'Office to the firm of Samuel Montagu and Co., whose head
18 the brother of Mr. G. 8 Montagu, M. P,, then Under
Secretary and cousin of Mr. Herbert Samuel, M. P., a
eabinet minister, evoked fierce criticism and raising grave
issues brought matters to a head, An enquiry into the
silver purchase contract was demanded in the Houge of
Commons. That demand was dexterously evaded by
Mr. Asquith but a Royal Commission was appointed to en-
' quire into the India Office management of cash balances,
reserves, ete. The Commission presided over by Mr. Austen
Chamberlain while advocating same minor reforms and
suggestions have whitewashed the India Office and in
their Report plead for leaving things as they are.




BE i

" 8o far as the central issue is concerned vis,, what the

goal of our currency policy is, the Commission has revers-
 ed the policy laid down by the Fowler Committee. though
* it does not say that frankly, The Gold Exchange Stand-'
‘ard is said to be the proper standard for India, and we
are told that gold circulation is wasteful, the maintenance
of exchange is. of paramount importance, the Goldk‘
Standard Reserve should be held in London, and a free
. hand should be given to the India Office to mampulate
the Reserves, Balances, and Council Bill sales at their
 sweet will and pleasure. |

It is for the pepole of India to decide whether the type
of Gold Exchange Standard the authorities backed up by the
Chamberlain Commission are endeavouring to force on

her should be adopted finally or to insist on the permas
i nent establishment of the gold standard which has been
 set forth for the past twenty-twoyears as the official policy.

What then is a gold standard ? The gold standard
_proper is the system with a gold coinage where there is
meither free coinage nor full legal tender for silver, This

is the system now prevalent in England, Germany, Russia
‘and the United States. The limping standard is the system
with a free coinage of gold where silver still possesses
unlimited legal tender but is kept at a parity with gold by
the suspension of free coinage. and the offer of redemption
in gold as in France, Belgium, Mexico, etc. The gold
exchange standard is the system where the actual currency
is full legal tender silver kept at a parity with gold by the




in gold exchange. Thxs system is in force in Panama.
and the Philippines. The * exchange standard is only a
‘temporary makeshift and marks a transition stage in
| the evolution from a silver to a complete gold standard.

| The Indian system as it is at present worked has all the
ewils of these three types but few of their advantages.

i The question of questions is then what is to be. our
| currency system. Are we to forget the lessons of the
past, reject the currency systems of the civilised world
las backward”’ or ¢ wasteful”, go to the Far East or

Central America for a model, blindly accept the new,

fangled currency nostrums sonorously expounded by
interested armchair theorists and wirepullers, as the last
word in monetary evolution, and in addition to the
 mumerous experiments that have been performed during the
] pdst two decades embark 1 ightheartedly wpon another by
adopfmw the Exchange Standard as the Chamberlain Com~
mission and the India Office want us to do? Or are we
to take progressive countries like England, Germany,.
France, the United States and Japan as our models and
‘ adopt the gold standard pure and simple placing our curs
rency on a stable and automatic basis ?
In 1908-09, the Hon'ble Mr. G, K, Gokhale said
“ The only way out of our difficulties is to follow the en-
" ample of the United States and France, and while admit-
ting the rupee to unlimited legal tender, stop fresh  coin-
age of rupees and go in for the coinage of gold pieces.”
~ In 1912 Mr, Gokhale supported Sir Vithaldas Thaker-
says’ resolution for the opening of a gold mint in India




and “The Fowler Committee and other resporbeobie.
authorities have advocated a gold standard and a gold
currency, Dot @ silver cwrrency as the permanent

| arrangement fox this country. The time has come when,

we should consider whether we should not enter on the nezé
stage of our currency policy and not go in for the coinage
of gold pieces, admitting silver, however, for the present

‘:t-o‘ unlimited legal tender. Buta time must come when
. silver will have to be restricted in amount as legal tender
. . and gold will then have to be the principal coin Of

the country.’ Mr. Mudholkar, Sir V. Thakersay,
Mr. Dadhabai, and others took the same line. It is evident
that so far as responsible leaders who have thought
about our currency problem are concerned, the gold
standard based on a gold currency is the only system that
should be adopted.

In order that a gold standard should be firmly
established the following reforms are nECESSAEY 7
(1) the coining of rupecs should be stopped (2) thgy

Calcutta and Bombay mints should be opened to the free

coinage of gold—ten-rupee and twenty rupee gold pieces
(also higher uvnits if desired) as the sovereign apart from
its unswitability to India as a popular coin has been
the cause of the obstructive attitude of the Treasury and
the jealousy of the London money market (3) The coun~
cil bill sales should be abolished and remitiances by they
Indian Government to the Secretary of State should be made
through banks. 4y Customs duties shouwld be levied in
gold to ensure a steady supply (5) sterling obligations
showld be restricted (6) The Gold Standard Reserve should




i Hheld/in India in qold, the ‘Bank‘ of England b
i ficted to liquify securities within a definite time, say
| ayear, at suitable moments without seriously distuebing
_the money market (/) The Paper Currency Reserve

should be mostly if not entirely in gold and in India (8)
" The Notes should be made gold notes gradually (9) Silver

should be relegated to a subordinate position and vts Limit
s legal tender should be gradually reduced till gold
' becomés the only legal tender above a certain amount,
| (10) The India Office Finance Committee should be abo-
lished and no London banker should have anything to
do with Indian finance (11) ‘A clear-cut programme
spread over @ number of years should be kept in view and

| fully carried out.

 1f these measures are not carried out the currency
problem will remain unsolved and so long as it is in
ohaos  economic progress will be checked. No banking ‘
dweldpment on any adequate scale is bossible until gold
‘ forms‘ a dominant part in the metallic circulation and the
country's reserves are held in gold,

The vicious features of the currency system now in !
' operation, and the hostile forces at work  should
. be clearly realised and reckoned with., The basis
‘of the whole system is that the Government adapts
the system so as to secure stability of exchange
for its own convenience. The maintenance of the gold
_ exchange value of the rupee, considered from  the



i

int of view of fbi'eign ‘exc“hangﬁe,‘h‘as‘ been “‘thedygui‘di‘x‘qg’\ i

,&_

‘b‘rminciple of the official policy during the past twenty-two

years. Every other consideration has been sacrificed to

\ 'this central idea. The mints were closed to raise and

maintain exchange in 1893, and the artificial, wasteful,
and complex arrangements for keeping a sterling reserve |

massed in a foreign banking centre, London, have been

guided by the establishment of the stability of the gold
price of the rupee for the purposes of foreign exchange.

| The primary functions of money as a medium of internal

| exchange, as a store of value, and as a standard MEASUTE
' of value, (including deferred payments)—so vital to the
' people of India—and the evils of the enforced inconver-

\tible token standard are neglected by the authorities.

The European mercantile community in India who con-

trol the foreign commerce of this country, and a section

of the London money market the Exchange banks, joint

stock banks, bullion dealers, silver interests, export and
import firms—who are the gainers by the present system

' at the expense of the Indian taxpayer are the people who
. wehemently oppose Indian currency reform, and who have
the ear of the Secretary of State in preserving the status
quo.

VI.—INDIA’S FINANCIAL CONDITION AND BRITISH
BONDHOLDERS,

The financial power England wields over other coun-
tries is enormous. An idea of the capital investment

of British investors overseas can be had from the following




e . In the begmmng of thls year the tatal mv  SL’
i ‘mants were dmmbuted bR fom) ] i

In British Possessions— | W e
! Millions of £

426

British North America
. Australia
A frica i 408
| gl it
Other Br. Possessions
1,780 |

In Forezgn Countries.
United States Cuba and Phlhppme@ 796 ‘
Latin America (Argentina 320, Brazil L
1148, Mexico 99, Chili 61, Uruguay | ;

b 136, Peru 34) 724
| Europe (Russia 67, Tarkey 19, Spain ‘
) D9 ealy g, Portugal 8, France 8, i
193

Germany 6)
iEeypt 45
' Japan 63
’ China, ‘ 4d
© | Other foreign countries 70
i ¥ 1,958
A the World B

B15



1Tncluding  private undertakings, the total overseas
mvestments of British capital amount to £ 4000 millions
~ and the total national capital amounts to £16 000 millions,!
| The total net savings of British investors annually
 exceed £ 250 millions, which are invested at home and
abroad in Government securities, municipal bonds,
railway stock, and industrial and commercial securities.

The British people grow richer by being the internationak
| sowecars, and ¢t is fo their interest that other coun-
tries become perpetual debtors. Financial domination
leads to economic and political domination and the
hl.-.tory of Egypt is a case in point.

We are constantly told that perpetual borrowmg is
necessary to convert India into a new El Derado. In
the Budget of 1914-15 provision has been made for a
loan of £11% millions, £ 8 millions to be raised ‘in.
London and five crores of rupees in India. This is due
to the £12 millions railway programme. This raises three
grave issues vig.—

(1) Is the abnormal increase of the Indian public
debt at this rate beneficial to India ? .

(2) Does a big railway programme on this scale at
the present stage of India’s economic evolution really
increase India’s material prosperity and offer a remedy
 for the prevention or cure of famine ?

(3) Are there are not other and more pressing needs
that are now starved but clamour for more expenditure
in the best interests of the taxpayers ?




7 otPie excessive railway expenditure and inflated a by
charges block the way of educational and sanitary pro-
gress. The paramount cultural needs of the country
loudly call for a cadical change in the policy of the
Government in regard to heavy capital outlay on rail-
ways and increase of the public debt, especially thé
sterling obligations incurred in London. !

The attitude of the Strachey-Inchcape school that

now holds the field and directs the financial policy of the

- India Office is admirably summed up by Mr. Wilson #
' thus “ Take comfort in the thought that Indian ‘credit’
is improving on the London market in spite of that
 steadiness with which Indian exchange points towards
. pankruptcy ; that famines rather improve the situation by
‘clearing off the surplus population which our humane
administration permits to grow up in too great numbers ;

 that the debt is growing smaller in weight, in spite of the
'new millions borrowed every year; and that all ‘public

. works ' whether they be canals that salt the soil, or
abandoned railways, ot barracks that need to be built three
times over before they consent to stand, are a distinct

boon  to the Indian people " The real state of affairs

demolishes this rosy and fanciful edifice. The prosperity

painted by the British bureaucrat is ¢ wholly manufac-
tured from above. Every public work, every new branch

of manufacture, every * improvement’, no matter what, is

as much superimposed upon the Indian people as our

godlike administration itself. Tt is, therefore, something

* A, J. Wilson——An Hmpire in Pawn (Fisher Unwin—TLondon).




fich these Indiah people have to pay. T}ie‘Englis}‘a-&

i ‘man, not the Indmn, draws the interest and dividends

paid upon the railway-capital, just as he does that upen |
the war-created debt, or public works ° reproductive’’
\expenditure. What is prosperity to the Englishman
. may consequently be death to the native. It may be
 perfectly true that the Indian exchequer is now paying
less of the guaranteed interest out of the general taxes
than it did years ago, but that makes no difference to the .
| essential situation, which is, that the Indian people pay 1
@itogether more now than they ever did. More of the
nett proceeds of their labour goes every year to pay the
 foreign debt charges underone head or another, because the ‘

! ‘aggregate of these charges increases. This consideration
‘goes to the root of the matter, and discloses the mischie-

vousness of most of the official writings on India.’l

.| The argument that India grows richer if the revenues”'
i of the railways and public works grow larger and larger
rests on a fallacy. The increased revenue only implies a

j “mo‘re complete stripping of the Indians by the European

trader, who comes in as the complement of the alien |
government. Nearly all the capital engaged in Indian
foreign trade is in the hands of British bond holders. .
Almost every profitable industry s controlled in the
interest of English capitalists. Jute, tea, coffee, spices,
.indigo, rubber and cotton, are grown by Indians for
English planters. The increased foreign trade of India
50 far from proving auwgmented Indian prosperity proves
the exact reverse. In order to compete in the English or
. other foreign markets, the English merchant has to sell



1y, and he buymg at his own price pract:cally
dictates terms to the producers of wheat, rice, and
cereals. The crops reared with increasing difficulty
owiﬁ‘g to the poverty of the ryot and the diminishing yield
of the soil, have to be rushed into the market either to
meet the Government land revenue or the usurer’s de-
~ mands, and are mostly taken by the usurers at their own

valuation, by whom they are in turn sold cheap to them
European merchant or his agent. Where that is not the
case, the English capitalist himself controls the cultivator
and crops and is the usurer. = Once sold, the crops are
hurried out of the country by the railways whose freights
are conveniently arranged in the interests of foreign
commerce by an obliging administration.

The increasing foreign debt swells the home charg:
es and has been the root cause of the exhange difficulties
we have had to face: 'The currency legislation of 1893
initiated by Sir David Barbour of bimetallic proclivities,
 arbitrarily fixed the exchange or convertible value of the -
silver rupee into gold at 1s. 4d. instead of the old 2s.
Ever since this fictitious value of the rupee has been
maintained by the liberal expenditure of fresh capital
raised annually in England, the manipulation of Reserves
and treasury balances, additional taxation, Council Draft
‘Sales, and varions acts of financial leger-demain. Not-
withstanding all these erratic wanderings in the financial
wonder  land, the actual currency of India remains
depreciated and debased, silver and paper, butthe exchange
value into gold is arbitrarily fixed.



The most tangible result of this debasement has been
the rapid full in the purchase value of the rupee and  the
| abnormal rise in prices. The poverty of the ma,sses'h‘bs‘
\been intensified by the debasement of the currency. From

the seventies to the nineties bimetallism of a bastard type

was the favourite pancea of official India for all monetary
troubles; and now officialdom sings the praises of the

Exchange Standard or to be more accurate the prescnt
| imconvertible token standard. ;

VII.—INDIA’S PUBLIC DEBT, BORROWING CAPACITY
AND RAIL\VAY EXPAN‘SION
The problem of problemq facing us 1s this. | Is the

| economic condition of India improving by the maintenance
of a system which draws out of the country annually

. about £ 45 millions to feed the profits of British traders,

to pay for all manner of Government services, to cover
the charges for pensions, for furlough allowances to Anglo~
. Indians on holiday, to meet interest on debt, profits on
‘ cap1tal invested in India, and to cover the ever mcrea-
| smg charges imposed by the Indian Army?

 The Indian Debt that stood at £ 21 millions in 1805
rose to £ 69°5 millions in 1858, in 1860-61 to £ 102
millions, in 1901-2 to £ 2264 millions and now amounts L
to £ 300 millions. While the gross annual income per
head has been stationary at £ 2 (as reckoned by Lord
Curzon) or £ 1% (as calculated by Dadabhai Naoroji), the
public debt has been swelling. This policy of perpetual
borrowing must cease. India's borrowing capacity has been



Srafned to the utmost. The annual ‘income per head in
Canada is £ 48, while in’ the United Kingdom it is £ 42,
The Public Debt of the United Kingdom now stands at £
725‘milliohs. The burden of public debt in the richest
pduntries like the United Kingdom the United States,
France and Germany is nine to Ffifteen times less than it
is in India considered in proportion to the annual income ‘
per head.
| The big railway programme should no longer be
tolerated. No kind of guarantee direct or indirect, or
profit sharing agreement of any sort should find a place
in the budget of India. The State should have nothing
to do with financing railways. Railroading should be left
entirely to private enterprise as a business proposition

pure and simple.

_ A pre-eminently agricultural and poor country like
India does not require railways on the scale industrial and
wealthy countries do. The proper policy to be pursued
ih‘ India is to spend more money on. canals, inland water- -
ways, roads, and irrigation, to rejuvenate decaying arts
and crafts and promote pioneer industries. India is in
need of cheap transportation facilities. The scheme of Sir
Arthur Cotton to connect the river systems of the Ganges,
_the Indus, the Mahandi the Godavari, and the Narbadha
by a network of canals and navigable waterways should
be placed on the forefront of the public works program-
me. The development of inland trade is of more vital
importance - to India than the foreign commerce. The
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Onited States and Gefmany spénd millions every yé

inland waterways.

The financial system should be radically reformed.

| The finance committee of the India Office in whose hands
| thesecretary of State is a puppet, should no longer be

allowed to conduct gigantic financial operations in secret

 and dispense financial patronage on a colossal scale.

London joint stock bankers whose interests often conflict

| | with ours should be excluded from Whitehall.  Unless
the finances of India are placed on @ satisfactory basis,

India is endowed with an automatic currency ‘and gold

'\ standard, the State abandons its attitude of laisser faire
| and adopts a scientic protective system, and a State Bank
 on national lines is established to give stability to the

monetary system by keeping India’s money in India and
for India and provide cheap money to the agriculturer,

\trader, and entrepenuer, the economic condition of India

could not be materially bettered.
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CHAPTER 1Y.

THE PRINCIPLES OF MONEY.

To enable the reader to perceive the drift of Indian

currency discussions in their proper perspective, I propose

‘ to deal briefly with the principles of money in this chapter

and give a short account of the monetary systems of the
advanced countries in the next.

1—TuE FUNCTIONS OF MONEY.

‘The essential functions of money are six: money as (1)
a medium of exchange (2) a common denominator (3)
a standard of value (4) a store of value (5) a standard of .
deferred payments (6) a reserve for credit operations.

1. Money as a medium of exchange.

The fundamental utility of money is its acceptabi-

Lity or exchangeability. Money does away with the difficul-

ties of direct barter, owing to its universal acceptability.

- The gradual substitation .of exchange by money for ex-

change by barter has been one of the greatest agencies in
&
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civilisation. Wlthout money in its simpler forms ir‘idz)stry |
would have been strangled in its infancy, whilst the
modern developments of ndustry have only been ﬁ()ssz-‘
ble through a corresponding development of money The
effects of the use of money in the world of mdustry are
often complex and obscure, and the theory of moncy (in-
cluding credit and banking) presents some of the most
dlfﬁcult problems in economics,*

2. Money as a common denominator.

A common denominator affords the opportunity of
referring each transaction to a common unit and comparing‘
the value of articles, one with another. If there were
no common denominator. it would be necessary to calculate
the value of every exchangeable article in the value of
| every other article. In the language of John Stuart Mxll
regarding the tailor ©“ the ecalculations must be recom-
mended on different data, every time he bartered his coats
for a different kind of artncle, and there could be no current
price or regular quotations of value.”’{ The adoption of a
common denominator in the form of ‘mouey does away
with all these difficulties and complications.

3. Money as a Standard of value.

The function of money as a standard of value is
closely related toits function as a common denominator,

i Nicholson’s Principles of Political Heonomy.
{3, 8. Mill’s Principles of Politieal Beonomy II, p, 17,
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It ‘is the standdrd that  gives form and fixity to
‘the common denominator. A standard “of value is
a convenient scale by which values are expressed after
their measurement has been made in terms of buman
desire or satisfaction. The adoption of a standard as
nearly fixed as may be is of cardinal importance in the

creation of a proper monetary system. Ina country
having a tixed standard the assurance exists that contragls
expressed in terms of money will be discharged in @
known quantity of metal of @ comparative stable value.
This gives certainly to business transactions and pesmits
large enterprises to be carried upon a small margin of
profit. Efforts have been made in several statesto
preserve the value of money by changing the weight of
metal in the coins without changing their denominations.
Prices rise in proportion that the metallic money has
been deteriorated, and it requires the same weight of
metal as before to obtain a given article,

4. Money as a Store of Value.

" Money is a store of value because it enables valug
to be embodied in a compact commodity generally'
acceptable and capable of being kept for an indefinite
“period without loss. Money is the one store of value
that never loses exchangeability against other commodities,
This s, the reason for the great hoards of gold and silver
formerly accumulated by powerful states for war
necessities—illustrated in modern times by the hoard of
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_ six millions sterling kept by Germany in the fortress of
Spandau. There can only be three classes of property
. having intrinsic value ; cons‘umable commodities (inclus
ding (raw materials) ; fixed capital (invested in factories,
railways, land, etc.) ; and money. Consumable commodities
cannot be hoarded without loss. Fized capital may
become useless if the demand for its products ceases, ore
may deteriorate in value for a variety of reasons, (¢.g. the
depreciation of gilt edged securities, etc.). The quality of
money as a store of value has attained a2 new developm‘e‘nt‘
in modern times by the use of banking credits, which
constitute titles to metallic money. Banking credits owe
their value to their negotiable character, They are
exchanged against commodities when commodities  are .
desired, but are capable of exchange against metallic
money if money becomes more desirable than commodities.
The use of money as a store of value is important in

effecting transfers from place to place,

5. Money as @ standard of deferred payments.

The use of money as a standard of deferred payments
is one of the results of the development of credit in
civilised societies. As time is an -important element in
production, it is necessary that the amount to be paid at a
future time should be accurately expressed to the satisy
faction of both debtor and creditor.

6. Money as a reserve for credit operations.

. Money s used as a reserve for credit dper_atidns.
Considerable sums are kept seemingly idle but they really
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e the important function as a basis for credit
operations. A large proportion of the coin in varions
Sountries is kept i reserve by the banks or | the
Government.

11.._Kinps oF MONEY,

Money may be classified in thiee ways, 1. as actual
and ideal money, 2. as metallic and paper money, 3. as
standard and token money.

1. Actual money is that which actually circulates.
Ideal money or money of account is that in which
accounts are kept. Its use may be due to necessity or
habit. Guineas are now unknown in England:  yet
© sales are often effected in Great Britain in guineas
instead of pounds and professional fees are’ reckoned in
guineas, il
i Paper money as opposed to metallic money
may be subdivided into three classes,— representative,
‘.ﬁat, and ﬁ'duciary moneys Representative money con-
sists of paper which certifies that an equivalent amount
of coin or bullion is deposited in the Government
treasury, like the American gold and silver certificates.
Fiat mm;ey consists of paper whose value rests on the
fiat or declaration of the Government like the American
‘ green backs’; the French assignats etc. Fiduciary or
credit money consists of promises issued by private or
semiprivate institutions to pay coin, like bank notes.




ety Standard money is money which is legal tender
for all debts and used as the standard to which the value
of all other money is referrable.  Standard money i3 fubl

’

weight coin like the Britush sovereign or the American
eagle—the value of which is virtually equal to that of the‘
bullion contained in the coin. Token or stibsidiary money

‘consists of coin whose legal or mint value exceeds that

ai‘ the‘bullion, and whose coinage is not free, in the |

sense that no private individual is at liberty to demand
that the Government exchange his bullion for coins.

‘Geenerally token or subsidiary money is also not legal |

‘tepnder. . In India, the position is anamolous. The rupee,
tholigh a token coin and not a full-weight coin is unlimit-
ed legal tender.

I11.-—THE QUALITIES OF MONEY,

Gold and silver have for nearly twenty five centuries
performed among civilised peoples the functions of the

medium of exchange and standard of value, and wvarious

fractions of them, determined according to the history
and traditions of each nation, have served as the common
deneminator of transactions. The essential qualities of
money possessed by the precious metals are:—1. Value
in Exchange 2. Stability of Value 3. Homogeniety of
material 4. Durability 5. Divisibility without diminution
of value 6. Large value in small compass 7. Adaptability
to coinage. |

1. Valuwe in Exchange.

The primary quality of money is value in exchange.
Gold and silver have intrinsic value and they have

o



' become in the course of forty centuries the most highly
. prized and eagerly sought articles within human ki_;owlé.dgg.. ,
The peculiar characteristic of the precious metals, and
more particularly of gold in advanced societies, is that
they have not been adopted as money arbitrarily by a
single people or a few peoples, but that their inherent
responsiveness to all the conditions of a medium of
exchange, a standard of value, and a store of value haye
made, them the chosen medium and 'standard of every
civilised community.* Money does not derive its
value wholly from its use as a medium of exchange.
Gold and silver were valued even in primitive times
|  because they possessed value as merchandise, conformed
to the other requirements of money, and were capable
of conversion to many uses in the arts.

9. Stability of value.

_ The value of metallic money - in exchange does not
necessarily vary in exact proportion with the supply, but
it is essential that the article employed should be precious,
difficult to obtain and should cost for production nearly
as much as its value in exchange. Gold conforms pre-emi=
nently to these conditions. There have been fluctuations
in the supply but they have not been radical enough to
seriously affect its value except on two occasions—the
opening of the American mines in the 16th century and
the output of California after 1849, The fluctuations
‘which then occurred in the exchange value of gold were

e T LS

vk Gomant Principles of money and Banking.
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& to the relative smallness of the stock which was then
in existence. Later years have brought much larger
supplies into the market without affecting in any such
material degree the exchange value of the metal, because
the new supplies have borne a smaller proportion to the
accumulated stock. It is one of the important conditions
of a sound monetary standard that it shallnot be subject-
ed to violent fluctuations in the supply of the standard
metal. Gold derives its stability of value from the
difﬁculty of making large annual additions to the supply
and 1its indestractibility.

3. Homogencity of material,

Silver and gold both conform fully to the require-
ment that their material shall be so hemogeneous that a
given weight of either is equal to another given weight
in value. An ounce of pure gold from the mines of
California is of equal exchange value with an ounce of
equal purity from South Africa, Australia, or India. This
uniformity of value is of great convenience and high
importance in the material used for money.

4. Durability.

The durability of precious metals without deterio-
tation, is a quality of high importance for their monetary
use. Gold and silver do not evaporate like alcohol,
mould like wheat, or putrify like flesh; nor do they
corrode like tin, rust like iron, or oxidise like copper.
Silver loses a little of its brilliant coloring by long
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exposure but does not lose its weight and valué. Gold
~ changes hardly at all by exposure to the air. Both metals
wear slightly by handling in long use, but only a fraction
of one per cent. a year even when passing constantly from
hand to hand. This wear, or abrasion, is so slight that
it affects the value of a coin only after many years, and
can be determined in advance with almost mathematical
precision by those in charge of the mintage. The quality -
of durability without deterioration is of importance where
the precious metals are hoarded as a store of value in
giving them value in exchange and in permitting their
conversion from money to industrial uses and back again

‘ into money.
5. Divisitility without diminution of value.

Ten pieces of gold containing one tenth of the
weight of a gold sovereign are worth exactly as much as
a sovereign, The division of gold into the most minute
quantities or its accumulation in the greatest bulk do not
change the value of each particle. A diamond of 20 carats
is worth many times the value of twenty diamonds of one
carat, Gold and silver are subject to no such limitations
in their qualification for use as money.

6. Large value in small compass,

The element of large value in small compass is an
important one in modern exchange, because it contributes
to the easy transfer of money from place to place. It is




e ‘ L

| this fact which gives money a substantially uniform
value in all parts of the world at the same time. In this
respect silver is decidedly inferior to gold. i

7. Adaptability to colnage.

Of all the metals gold and silver are most easy to
recogﬁise at the first effort by sight, sqund, weight
or chemical test. Their composition admits of stamp-
ing or of marking denominations without much cost.
They are neither too hard nor too soft. Walker sums up
some of the superior advantages of gold thus: “ the fusibi-
lity, ductility and malleability of gold form a group of
properties of the highest importance in coinage, while
 they add vastly to its uses in the arts industrial and decora-

tive.” ]

IV.—Tur PRINCIPLES OF COINAGE,

Coinage consists in dividing a metal into pieces of
uniform size and fineness and indicating these characteris-
tics by stamps. Coinage gives to pieces of the precious
_ metals that last touch of perfect exchangeability which
is essential to make them wmoney. In the discussions
that have taken place between the advocates of the gold
standard and those of the double standard stress has often
been laid upon the facts that money of full intrinsic value "
would stand the test of fire—That cqins of gold when
melted into ingots would not lose any of their original
value. It is in the form of coin that the precious metals
represent their highest utility in oridinary transactions. In
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it wft*iornu‘l‘ trade they appear in the form of bars Al
than coin. Bullion constitutes the raw material of
comed money As only coined money is employed as
medium of exchange, coined pieces have often irisen to a
consldcrable premium above their bullion contents in
cases ‘where the supply has been limited and the mints
have been inacoessible. A regular movement of this sort
‘carried bullion from Australia to England and coin in the
oppesite direction until Australia was provided with her
own mint; and sucha movement still goes on between Eng-
land and South Africa, and between England and India.

When coins are made of the standard metal, so that

the metal in the coin represents the value for which it

48 exchanged, the privilege of free coinage has come in
advanced civilised states to be universally established.

Free coinage means that any holder of the standard
metal may take it to the mint and there have it cast info
“multiples or sub-divisions of the standard unit, conforming
to the law and stamped with denominations indicating
its value. It is this right of the individual owner of
bullion to have it freely converted into coin which keeps #he
coins and the bullion of the same ewchange value, weight
for weight, and insures the owner of bullion the certainty
that he can have it transformed into legal means of
payment. Why this privilege should be open to every
holder of the métal is thus set forth by Chevalier: ‘ The
adoption of the precious metals or of one of them
only as the material of moncy sxgmhes that any one may

,—'(; Wil ik
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lscharge his obligations by means of a proportionate
quantity of gold or silver, Hence arises the strict right
for every owner of bullion of carrying his property to the
mint to have it clothed with the sign which denotes its
. quality in a manner indisputable by the creditor. The
minting of gold is properly free in England, because gold
is there the legal tender, which every creditor desires in
payment and which he is bound to receive,”* .

Where free coinage exists, the state does not control
the quantity of standard money inuse. The quantity is
controlled by those who from motives of self-interest
bring bullion to the mints to be coined. If there isa
demand for coins, bullion is freely brought to the mint;
if the supply of coins is excessive, they can be melted
up for exportation or conversion into plate, with the.
knowledge that when the demand for them again arises
they‘ can be replaced by bringing back bullion and
offering it again for coinage. Thus the control of the
supply of standard money is automatic, under the opera-
tion of the rule of supply and demand. The state has
only the peivilege of determining whether the money
issued conforms to the uniform standard prescribed

by law.

In Great Britain gold is coined gratuitously at the
cost of the public treasury. Every one is entitled to get
for every ounce of gold, coin at the rate of £317s 104d
at the mintor £ 3 17s 9 d at the bank of England (H»d

* La Monnaie p. 118,



coin is also provided for by an appropriation from the
public funds. (In 1891, the late Lord Gosehen rehabilitated
the British coinage at a cost of £ 600,000). This
is the case under the German Imperial Coinage Law and
the Austro-Hungarian law of 1898. In France the
coinage was renewed in 1891 by the withdrawal of worn
pieces. By the law of 1897, renewing the charter of the
Bank of France, the duty of sorting out the light coins
and transporting them to the mints was imposed upon
the bank at its branches, in order to bring up to a uniform
standard of excellence the coins in and around Paris with
those circulating in the provinces. This policy of providing
for the wear and tear of coin contributes to keep the
coins constantly up to the standard weight. If a charge
were made for substituting coins:of full weight for those
of light weight, there would be a tendency to keep light
weight coins as long as possible in circalation.

When a charge is made for coinage, it is called
seigniorage or brassage. The latter ferm is usually
limited to the approximate costs of converting bullion into
~ coin, while the term seigniorage is applied to the retention
of a larger proportion of the bullion offered as a means
of profit to the State. When the State defrays the cost, the
conversion of bullion into coin and coin into bullion will
be less hampered and therefore more frequent, than
when a charge is made. In the United States,
England, Germany, France, Austrio, Russia and Japan

the coinage of gold is gratuitous.



ing the we1ght of the metal from Whlch the coin is
made ; by raising the nominal value of a coin and making
it legal tender at a  higher rate than before; and by
lowering the standard or fineness of the metal. When the
weight of the metal is diminished by private individuals, -
it is called clipping or sweating. But it was formerly
also practised by governments. Debasement by raising
the nominal value of the coin was common in medizval
Europe. The Indian  rupee is a debased coin as its no-
. minal value (16d.) is much higher than its real bullion
value (9 d.). Indid is the only civilised country where
this debasement is tolerated. Debasement by lower-
ing  the standard of the metal was also a device of
medizeval = monarchs,  The purposes of debasement
have been first the discreditable one of securing
for the king a revenue arising out of the discrepancy
between the nominal and actual values, and secondly the
creditable but often mistaken belief that a change in the
weight or fineness of the coin would effectually prevent its
exportation. The immediate effect of issuing debased coin
i3 a profit to the Government that issues them ; but the
ultimate result is a fall in'the value of money and a rise
in the general level of prices.

Under the policy of free coinage it is not practicable
for a State to charge materially more than the brassage
‘or the cost of manufacture of the coins without deranging
its monetary system. The fact that the coined money



keep up the value of such an amount of coin as is requlrf,d
for carrying on transactions, but it will also tend to
prevent the melting up of the coins when the amount m
circulation becomes excessive. For exportation outside
the country where a coin isused, it can have substantially
only its value as bullion.

The influence of the variations in the demand for
gold upon its movement from one country to another,
under the rule of supply and demand will not be discassed
now as it properly comes under the subject of the
foreign exchanges. It should be noted here that in.
foreign trade metallic money loses much of the distinctive
value it derives from being coined and is sought as
mexchandxse in the form of bars. These gold bars of
international commerce so well known in Europe and
America weigh 400 ounces each: and the Bank of
England (and the Continental State: Banks) is always
ready to purchase them at 77 s. 9d. per oz (The
absenoe of @ gold mint in India makes it impracticable
for Indians to deal in these commercial gold bars.
Such bars are preferred to coin because of the greater
_ease of handling them and the greater uniformity of their
wedghit due to the absence of wear and tear. This fact is
taken advantage of, even in countries on a gold basis,
by raising the charge on bars when it is desired to hus-
~band the national stock of gold. The Bank of England,
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fi€ paying its notes freely in gold, frequently chdnges
the price of bars.

Gold bars must be converted into coin in order to
be available for internal circulation. In the case of
countries having large stores' of gold, the immediate
conversion of the bars into coin is sometimes delayed
and the bars are available for re-exportin case of need
without going through the double cost of conversion from
bars into  coin and back again from coin into bars.
Where the demand for gold for foreign trade is frequent,
the coins of foreign countries are sometimes keptin stock
ready for shipment to those countries in case gold is
. demanded to settle trade balances with them. The Bank
of England delivers American eagles for shipment to
. America, and the Bank of France holds Sovereigns for
shipment to England. The fact that such coins are held
to meet demands for shipment abroad operates to advan-
tage in fixing the price of gold. The price of American
cagles is raised by the Bank of England when it is desired
to check the export of gold to the United states. The
Bankof France raises the priceof sovereigns when it desires
to throw obstacles in the way of the movement of gold
from Paris. The German Reichs-bank draws gold when
desired by paying a better rate for foreign gold coin
than the tariff price of other State banks.

These general principles apply only to the coins
of the standard metal and not to subsidiary and minot
coins. Subsidiary coins (which are often called token
aoins when they are tokens for more than their value as
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usually contain metal of less value tha
ared on their face. Only the standard coins are.
sub;wt to the free “play of the laws  of money in trade
between nations, and the subsidiary or token coins
remain within the country where they are issued. The
principle which keeps up the value of these coins, when
their value depends upon the supply, is that of their
marginal utility as a means of carrying on small exchanges. |
The Government takes under its own = determination the
quantity of coins which are not made of the standard
metal and which in most cases contain less bullion than
the exchange value they represent. In England the
Government issues silver coins whenever requested by
the Bank of England ; but as the bank is compelled to
pay for the coins at their face wvalue in gold, the profit ‘
being taken by the Government there is no motive to
‘demand more than will be absorbed by business. On
the contrary, there is the strongest motive for the bank
not to impair its gold resources by paying them out for
:‘token coins which are not needed.

Since the fall in the value of silver which began in
1866, Germany, France, Austria, Russia, Japan and the
United States by adopting the gold standard and
Suspendmg the free coinage of silver, have reduced
silver to a subordinate position in their coinage leaving
their mints open to the free coinage of gold.




CHAPTER Y.

THE MONETARY SYSTEMS OF THE ADVANCED
COUNTRIES,

The ideal currency system is that which combines
the single gold standard with the issue of convertible bank
" notes, Under such a system where the standard metal is
coined freely and without charge upon deposit of bullion
at the mints by any holder of it, the metallic money is

responsive to the influences of demand for gold through-.

out the world. Gold comes and goes according to  the
‘state of prices and rates of interest for capital. In a
country where the stock of gold becomes deficient, rates
of interest rise, and gold is attracted from other countries.
If the supply is excessive, the rate of interest falls and
- gold goes out of the country. A country having gold as
the standard currency is governed by an automatic law
~ without intervention of the authority of the State and
by the play of the self-interest of the mercantile classes
in all gold using countries.

Redeemable bank notes are the printed promises of
a bank to pay coin of the standard metal on demand to the
full face value of the notes. Where such promises are
scrupulously fulfilled, without cost or difficulty for the




ol

‘ f of 'the notes, and with ample provision for the
full payment of notes in cases of failure of the bém-k,
the redeemable bank note constitutes the most effec-
tive auxiliary to the coins of the standard metal for
carrying on business. The issue of redeemable bank-
notes has been restricted in most countries by recent
laws to a single institution with large capital and ample N
resources like the Bank of England, the Bank of
France, the Imperial Bank of Germany, the Austre- ‘
Hungarian Bank, the Bank of Russia, and the Bank of
Japan. The large central banks are more or less under
the influence of the State, and in several cases the gover-
nor of these banksis appointed by the Government. But
these banks are not owned by the State except in the case
of the Russian, Swedish and Bulgarian banks, where the
entire capital is furnished by the State and the manage-
ment is vested in  the Government. The Reichsbank of
Germany, the Austro-Hungarian bank, the Bank of the
Netherlands, the Bank of France, the National Bank of
Belgium, and the Bank of Japan are semi-public institu-
tions where the capital is furnished in whole or in part by
private individuals but @ considerable degree of State con-
trol and often State participation in profits ewxist. The
Bank of England is practically though not legally a quasi-
public institution.

A monetary system which is based upon a single metal-
lic standard, with the free coinage of the standard metal
conforms most nearly to the condition that money shali
always be equal in intrinsic value to its exchange valu,



i, &, the metal in & new coin issued: from the mint melts
up‘”in‘to an amount of themet_al in mafket v;xlue to the
| face value of the ‘coin. Such @ coinage enters readily
‘ into. the system of international . trade, because coins
. of one country can be melted up and recoined into those.
of another without less. Exports  jand imports of the
standard metal, whether ' in coin or bullion are not
hampered by any loss upon the convergion ‘of one' coin to
another. In Great Britain though values are measured
in gold, the currency in actual use consists largely of
papér. The use of convertible bank-notes ‘affords an
economy in the use of the standard metal and affords a
' convenient  tool of trade meeting all the purposes of
currency without requiring a, heavy investment in gold.
. Gold coins and the notes redeemable in goldco-bpéréte
. with each other to meet legitimate demands for currency
\in the most economical and efficient ‘manner and to put
|| a'vestraint upon undue expansion of the volume of money
" in circulation, The fact that the notes must be redeemed
on demand  in gold prevents their issue im emcessive
amounts ; and the volume of money and the volume of
‘paper currency adjust themselves automatically to the
needs of trade. i
A system of free coinage of gold with the employ-
ment of comvertible notes is substantially the system of
; :England, Japan, Germany, the United States, Russia,
Australia and Egypt. The last two countries employ
more gold  as @ cireulating medium than the others'
The circulation consists chiefly of gold in Egypt owing to
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the «dck of extensxon of the credit system, and in
Austraha owmg to the fact that the local gold productlon
causes the general use of gold coin i preference o bank-
notes. | In England, Germany, Russia and Japan, gold
coin is the standard of value, but convertible bank notes
are also largely used. In these countries the currency
system also contains subsidiary silver coins and minor
coins of copper or bronze or nickel. These coins invariably
contain metal of less value as bullion than the nominal
value of the coins. These subsidiary and minor coins axe
issued on its own account by the Government, and the
quantity is strictly limited to keep their face valne
independently of their bullion value. These coins play
no part in determining the monetary standard of any’
country, because they are not legal tender for unlimited
amounts. As these coins are a form of credit currency,
which would be dangerous if abused, but within
proper limits form a safe and convenient auxiliary to
istandard ' coins and redeemable bank-notes, they are !
reduced to a subordinate position in the cufrebcy
system and consequently have no influence on the
standard of value. !

The limping standard of France, Italy, Belgiom
and Switzerland is not so simple and scientific as the
amgle gold standard with convertible bank-notes. In
these countries where bimetallism - has broken down, the
‘mints are left open to the free coinage of gold but have »
been closed to the free coinage of silver. When this sus-
pension occurred large amounts of coins of both metals
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‘ e in circulation ; and it has been not easy to retire the

' silver coins, But systematic efforts are being taken
to reduce silver toa subordinate position and keep down
their ratio to gold. j

. The monetary systems of the advanced countries
consist of a currency made up of gold coin as the
standard, silver and minor coins which are tokens, and
redeemable banknotes. England, Germany, and Russia
have the largest proportion of gold coins, and bank-
notes issued in these countries are redeemable in
gold on demand. Austria, Italy, and Spain suspended
for some time the redemption of banknotes in gold,
by Italy and Austria have restored gold payments, The
approximate stocks of gold and silver coins in various
countries in 1905, is given in the following table :—

s, Ratis of
Reserve in Bilver. gold to
Banks and Totial. silver.
Treasury. |
: £ £ 5
| Gheoat Britain ..+ | 87,600,000 ]112,000,000 | 23,400,000 5 fo 1
Grermany .s| 84,100,000 |184,000,000 | 42,000,000 14 to 1
Russia .. | 87,000,000 {171,000,000 | 16,000,000 10% to 1.
Austria Hungary ... | 49,800,000 | 61,400,000 | 21,000,000 |  8to1
Azgentina e | 14,000,000 | 20,000,000 s i
The United States... [ 191,160,000 (284,000,000 | 187,000,000 2 to 1
France .. |111,000,000 (206,500,000 | 82,000,000 2% to 1
Iapan ... | 12,000,000 | 14,000,000 { 8,700,000 { 13 to 1
Chins 70,000,000
Taly wl 88,000,000 e 88,000,000
Tadis .| 4,000,000 | 56,000,000 | 120,000,000 | 1 to 2 /T
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of England, the chief self-governing cdlonies, and the
principal nations of Europe and Ametica are that

(@) gold coins form the chief metallic currency,
silver coins expressing fractions of gold coins
being reduced to a subordinate position :

() The mints, established by the Government, for
the free and unrestricted coinage of gold money
are open to the public to be used when and as the
public desire: and ‘

(¢) the minimum of interference and manipulation
of the currency by the Government is permitted, as
the quantity of gold money is entirely determined
by the demands of the public and in no way by
the Government, ;

‘An open mint, freely accessible to the public is the

central feature of an advanced currency system.

The vital importance of an open free-mint lies in the
fact that where it exists, the quantity of metallic money
in circulation, is automatically determined in accordance
with the people’s requirements and trade pressure; move-
ments in the foreign exchanges take place automatically ;
and variations in price levels and discount rates are
automatically adjusted to the levels of other countries in
response to trade conditions. In the absence of an open
free mint, the manufacture of money and the determination
of its quantity is dependent upon the whims and caprices
of the Government authorities; the general level of
prices, the current rates of interest and discount, and
the foreign exchanges are not subject to the free play of



i trade condntlons and pubhc reqmrements but are mamzbu-
( Zated artificially rzrbttmmly, and autocratically in res-
ponse to the wirepulling of interested parties, Ll
In 1666, an act was passed in Great Britain which
enabled any person—alien or native—to  bring gold and
| silver to the English mints to be coined. This act esta-
' blished the right of free coinage in England., The  free
coinage of silver was suspended in 1798 and abolished
in 1816, but the right of the free coinage of gold exists
to day. The right of free coinage existed in. India till
June 1893, when the mints were closed to the free
coinage of silver, with the object of establishing @ goZd
standard. In spite of the recommendation of the Fowler
Committee of 1898 to open the Indian mints to the free
0 comage of gold, and the half-hearted and spasmodlc
attempts of the Indian Government to carry out that
policy, an open free mint has been denied  to Indin for
the pmt twenty one years. {

COINAGE.*
Years. CGold. Bilver, ‘Toml. ‘
THE UNITED STATES. dollays, dollars, || Hill
Total coinage from 1798 to 1911 A !
\inelusive L .8,970,260,000] 971,902,000 | 896,464,000
UNITED KINGDOM. £ £

TMotal coinage from 1870 to 1911
(1870 to 1911) inclusive ...| 802,115,884 | 48,669,358 862 666 186

0% Arranged from the Statistical Abstract  for foreign countnes [Cd
5698] 1918, i
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CHAPTER V1.

THE REPORT OF THE ROYAL COMMISSION ON
INDIAN FINANCE AND CURRENCY 1913.14,
il | ‘

The recommendations® of the Royal Comrmssmn
on Indian Currency and Finance leave thmgs very
much as they are. = They offer no solution of the Indian
Currency problem nor do they contain any useful
suggestion towards the final establishment of the Indian
Currency system on a stable and automatic basis. The

greater portion of the Report deals with the refutation il

of charges levelled against the India Office—which is,
after all, a side issue-—~in handling the cash balances
of India in London, On the whole, it is a wkitewaskmg
report, pleading vlgorously for  the mmntenancc of the
status quo.

| Having come to the conclusion on the events of the
last fifteen years that the Gold Standard has been secured
whithout a gold currency being in  active circulation, the
Chamberlain Commission do not  consider that a gold

L For Bummary of the Report and Bxtracts-See Appendices.



tis necessary, and are unable to recommend the
establishment of a gold minton its merits. At the same
time they have nothing to say against a gold mint or the
circulation of gold, but add that the latter will dlsplace
notes rather than rupees. If Indian sentiment genuinely
demands it, and the Government of India is prepared to
incur the expense, the Commission has no objection
. in principle to the establishment of a gold mint either
from the Indian or Imperial standpoint, provided that
the coin minted is a sovereign or half-sovereign.

No substantial departure in the currency policy of
the Government is contemplated by the proposals made
in regard to the investment of the Reserves, the expansion
of the paper currency and the loaning of Cash Balances
to Indian Presidency Banks. So far as the Gold Standard
Reserve is concerned, the Commission have refused
to fix a limit toit; they insist that a large part of it
should be held in gold and recommend the abolition
of the silver branch, but hold that the most suitable
place for its location is London. They are unable to
report for or against the State Bank, but suggest
the early appointment of a small expert committee to
examine the wholé question in India, either to pronounce
against the proposal or to elaborate a detailed and con-
crete scheme capable of immediate adoption. They have
handed to the Government of India a Note prepared by
 Mr. J. M. Keynes and Sir Ernest Cable on the subject.
They desire that the Paper Currency system in India
should be elasticised, and do not follow the cautious policy



the maintenance of the paper currency of hngland The
increase of the fiduciary issue enabling further investment,
and the temptation of earning interest weigh more with the
Commission than the difficulties these practices would
lead to in a time of crisis endangering the safety of the
system,

In respect of the Cash Balances, the Commission
recommend that the Government should make a  practice
of granting loans to the Presidency Banks: but they have
nothing to say on the question whether the constitution
and working of these Banks justify this' particular pre-
ference being shewn to them or how far they serve Indian
interest and capital, and are beneficial to the taxpayer.

The Commission suggest a change in the date of the
commencement of the financial year to November 1st or
January 1st for framing more accurate budgets and fixing
the borrowings in London with closer regard to immediate
needs, advocate the increase of rupee loans in India, and
- exonerate the City members of the India Council from
the charge of having showed any kind of favouritism in
placing on deposit with certain banks of which they are
directors, part of the India Office balance, though it is
advisable to avoid as far as possible all occasions for such
criticism.

Sir James Begbie appends a reservation note urging
the discouragement of the extension of the token currency,
and the issue of gold coins from an Indian mint of value
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e suitable for general ourrency use than the sovermgn‘
or half- -sovereign, He is not convinced thata case has
~ been made out for the location of the metallic portion of the
. Gold Standard Reserve in London. It should be held
in India and earmarked for the support of the exchange,
and when it has to be used for export, transfer to India
should be made when the Reserve in London is again
~ drawn up in support of the exchange. He also considers
that the coin reserve of the Paper Currency Reserve
should be held excl‘usévelgj in Indi@, since the transfer
of a portion to London is not calculated to improve
 the credit of the note issue. ‘
The comments of the London papers on the Report
are significant. The Times says that the general effect is
that though certain of the criticisms of the India Office’s
‘ control of the Indian finances were apparently justified,
the more extreme attacks were not substantiated, The
portions dealing with the administration of balances held
in London on the whole bring much relief and will silence
many unwarrantable statements. The Morning Post says
that the decision that the change to gold currency was
_not worth having  will be acclaimed in the city, These
comments” reveal in a flash the hostility of a powerful
section of the City to Indian Currency Reform, and their =
satisfaction concerning the Commissior’s report.
‘ 1
Since the closure of the Indian mints to the free
coinage of silver and the tampering with an automatic

* The Financial Times, Daily Mail ete. also took the same line,



‘the subjec,t o experlmentatlon by successive ﬁnancew"‘
‘ members and Secretaries of State !

Of the twenty-eight witnesses who were exammed: :
by the Herschell Committee, only twenty were asked
thexr opinions about the desirability of closing the mints
i to the private coinage of silver with a view to the ultimate
‘adoption of the gold standard; eleven witnesses wete
‘against it and only nine in favour of it. The Committee,

in spite of the opposition of the majority of witnesses,
recommended the closure.  Lord Courtney clearly point-
_ed out that they did not discuss the preliminary question
of the cause of the divergence in value between gold and
silver, The Home Government stood in the way of any
international qettlement for restoring silver to its original
| position, and the Government of India insisted that no
other course than the one they proposed lay before them
for rescuing them from  their financial embarrassments.

| Lords Farrar and Welby added that the terms of refer- |
ence were t0o narrow,

By a single stroke of the pen, the accumulated savings
of the Indians (in 1893) in silver were written down, some
66 per cent. |

The avowed object of the closure of the Indian mints |
in 1893 was to limit the coinage of the rupees in the hope
that their value would gradually tise. As a matter of fact
~ the exchange value of the rupee fell for a time even below
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4d. The report was spread that the silver purchases
clauses of the Sherman Act were about to be repea‘léd.‘
There was no teath in it, but it did duty, and mints in
India were closed to carry India over a temporary crisis.
The remedy was worse thon the evil. The price of silver
in 1892 was about 40d. per oz., in 1893 it was 36, in
1894, it fell to 29. T

The clamour to close the Indian mints rose from
Anglo-Indian merchants led by Sir James Mackay
(now Lord Inchcape) who wanted to remit home rupees
' at the artificial rate of 16d. rather than at its bullion rate
10d., at a profits of 60 per cent, The panic-stricken
finance minister, Sir David Barbour, yielded to the clamour
and the wealthy Nabobs took advantage of the ignor-
ancé and innocence of the government of Gladstone. It
must be said that it is greatly to the credit of Conserva-
tive Governments that their principles in currency matters
were sounder and more sensible.  The proposal, to which
the Liberal Cabinet yielded, had twice before been reject-
ed by the Conservatives in 1879 and 1886. The following
pqragmph of the Treasury Despatch of 1879 is instruc-

e b e

“ It appears that the Government of India in making
the present proposal lay themselves open to the same
criticisms  as are. made upon governments which have
depreciated = their = curremcies. . . . The Government
scheme may relieve the Indian Government and ofhers who
desire to remit money, to England, butthis relief will be



i el ect of mcreasmg every debt due by m,cots ta money-
lenders.”‘ i el

This is exactly what ha.ppened in 1893 when the
~ Government closed the mints to the free coinage of silver
and raised the value of the rupee artificially to 164. From
1893 to 1898 the following peculiarities of the Govern-
‘ ment § currency management are noticeable :—

1.

‘2“‘

e

1893, Omission to definitely declare that Council

Bills would not be sold in furture below 1s.
4d.

1893, Omission to impose a high duty on silver
and thereby restrict the flow of sxlvet

1893-4. Heavy coinage of rupees in spite of the
‘ avowed restriction.

4. 1894, Sudden sale of Council drafts for any price

B

6.

&

—fall of the rupeeto 1s. 1d.

1896, Investment in securities of a portion of the
Paper Currency Keserve and release of

more rupees—-2 crores,

1898. Rejection of the proposals of France and
the United States for an International
agreement,

1898. Proposal to melt down twenty-four crores
.of rupees.
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| The Indian Currency Committee of 1898, over which
Sir Henry Fowler presided, recommended the [institution
of a gold currency and gold standard, and advocated the

| throwing open of the Indian mints to the free coinage of it
gold. The Government of India accepted the recommen-
dations and prepared to put them into execusion. In L8UEh G
gold was made legal tender in India and in 1900 Sir Clinton !

Dawking said that a branch of the Royal Mint would be

il established and a proclamation  to that effect would be
issued. But the proclamation was never issued, and the
Goyem‘ment’s preparations came to a sudden end owing
to the opposition of the Treasury.” Though the Govera-
ment of India took the initial steps necessary for the
establishment of a gold currency in India, its subsequent |
actions have been singularly lacking in steadfastness of
purpose. ‘ !

After one ill-fated attempt, Goyernment ‘abandoned
| the idea of putting gold into active circulation and pro-

| ceeded to enter upon a prodigious silver coining policy

caleulated to  jeopardise the gold currency scheme. In
the teeth of the repeated protest of successive finance
ministers that trade should depend on its own efforts and
not look to the Government to finance the commerce of
the country, the Secretary of State has accepted and acted
ypon the quaint docttine that any man who presented
gold to the India Office in London and demanded rupees
in exchange therefor in Calcutta, Bombay or Madras,
* This has been already dealb witt} in aeta,il, gee Chap. IT, page 23?
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.ully enti tled to receive those rupees in unlum ted
quantztms-, and exactlyas they were wanted. Notwithstand-
ing the Budget statement of Sir Clinton Dawkins (in 1900)
that India had at length emerged from a period of transi

tion in her currency and had reached the goal—a gold
 standard and a  gold currency—to which she had been

| struggling for years, the Secretary of State undertoolg

with a light heart the duty of financing the whole trade
" of India, not in the way the Indian. minister desired, but
in such a way as the banks and mercantile houses desired,
regardless of the rate, market condwtzons, his requﬂementq‘ |
and the interests of the taxpayer in not depressmg
exchange. Millions after millions of new silver were

i ‘\purghased and in 1905-07 nearly 45 millions eterlmg i

k worth of rupees were poured on the Indian pubhc

In the manufacture of new rupees on a prodigious
scale, the omission persistently to  introduce gold coing
into circulation, the failure to establish an open mint
for the free coinage of gold in India, and in adultemtmg
the Gold Standard Reserve with  silver, and acquiescing
in the transfer of the greater portion of that Reserve
and a substantial portion.of the Paper Currency Reserve
from India to London, for investment in gilt-edged
securities and loans to ¢ approved banks ” and borrowers,
and in submitting to the India Office’s excessive and
abnormal drafts on the Indian treasuries, the Govern-
ment of India have assisted in the carrying out of a
currency policy radically opposed in essentials to that
laid down by the Fowler Commatiee.

d : :



“An May 1912, the Government of India addressed a
despatch to the Secretary of State for the opening ofa
gold mint and the extention of gold circulation, urging
_ that that step would keep down the heavy responsibility
that rests on the Government for the convertibility of the
_gupee and thus simplify the problem of exchange. In
October 1912, the Secretary of State replied that on
accoun. of the objections of the Treasury, be was prepared
to sanction the minting of a separate Indian gold coin
such as a ten-rupee piece. i :
Instead of giving effect to this decision arrived at
after a lengthy correspondence, the matter was once again
referred to the Chamberlain Commission appointed in

98 @L

1913, who in qualified language have at last thrown cold

water on the proposal.
: 1v. . .
From 1901-1910, the following' points mark the
innovations of the Government’s Currency policy :—
(1) 1901-—Failure to open the mints to the free coinage
of gold. ]
(2) 1901--Abandonment of effort to put sovereigns
into circulation.
(3) Investment of a large portion of the gold reserve
: in sterling securities and later in silver.
4) 1905-08—Heavy coinage of rupees, andconsequent
rise in prices and | ‘
(5) Checking of the import of gold.
. (6) 1907—Misappropriation of a million of the Gold
Reserve for railway construction.

¥

=
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{7) 1907-Mrsmanagement during the crisis of 1907—
failure to give out gold freely and decline

of the rupee to 1s. 3-11/16d.
(8) Loss from hurried sale of securities.
(9) 1908__Release of two crores of rupees.
(10) Excessive sales of council drafts depressing
exchange,
 {11) Vetoing of the Government of India’s proposal
) to keep the Gold Reserve in liquid gold
and not in securities.
(12)  1910--Excessive cash balances transferred to
London and lending millions in London,

It was Lord Morely who first took counsel from the
TLondon bankers and bullion-dealers who, looking only to
 their own immediate interests, decided that India should
\not be allowed to import any more gold than could
possibly be prevented. This end was secured by the
continuous transfer to London of all the Government
~ balances-—cash and surplus——from India, over and abeve
the Secretary of State’s requirements. In this game it
should be said that the financial advisers of the Secretary
»@f State, who are connected with powerful joint stock
banks in London, have not played acommendable part.
There is no use of Royal Commissions stating that city
men have not shown any favouritism. Casar’s wife must
be above suspicion. It is difficult to conceive that
a human being could do full justice when he has to
discharge two distinet and conflicting dwties under no
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“expert control. The Sccretary of State is a financial
‘autocrat, who carries on gigantic operations at his sweet
© will and pleasure unsubjected to any controlling influence.
| But for the persistent activity of members of the Opposi-

tion and the comment and interest the Marconi and

nguel Montagu scandals have excited, the transactions ‘
il the India Office, so hotly criticised during the past two
/ or three years, would never have seen the light of day.
' As a matter of fact, information was refused“ in the
House of Commons till the latter part of 11912,

" Every transfer of Government money from India to
London by excessive sales of Council Bills interferes with
the settlement of the balance of indebtedness to India,
‘wh‘ich‘sh‘ould, in usual and normal trade conditions, be
adjusted by shipments of sovereigns to India, and diverts
the import of gold to London. In other  words, the
India Office relieves the European merchants and exchange

' banks, who have to make remittances to India, of their,
charge of moving bullion at the expense of the Indian
taxpayer, for the prices realised by the Council Bill sale

| operations are too low.

The accumulation of excessive cash balances in
London is an evil of recent growth, It has attained an
abnormal proportion under the administration of Lords
Morley and Crewe. While in 1908 (March 31st) the

balances held in London amounted to about £4% millions,
in 1909 they amounted to £8 millions, in 1910 to £123
‘millions, 10 1911.to £16% millions, and in 1912 to £18%‘
‘millions. (These figures are exclusive of the GoldStendard
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ndPaper Currency Reserves ) These sums were Ient out
to approved borrowers with and without securi ty at 1ess
than half the current rates of interest in India.  In 1909‘
seven leading London joint stock banks enjoyed the use
of £7% millions as deposits without security, of which

' more than £4 millions were with the three banks, ‘whose ‘ i

,dtrectors were connected with the Indio Office Finance
Committee. Since 1908, ten of the principal borrowers

have had annual transactions over a million sterling each

with the India Office. These loans were regularly  and,

continuously renewed and the borrowers pocketed the

difference between the rafes yielded by the securities

'Zodged by them and the rates at which they obtwmed i

loans from the India Office. ! ‘
Not content with this the India Office borrowed in

19:1‘0‘, 1911, and 1912 large amounts, while at the same | |

time they lent millions at a lower rate of interest, Here

are the figures :— G

Uash Balance in hand.  Yet Borrowed.
April £1 million.

1910 1st Aprll £12% millions. {June £2% millions.
December £14 millions.

( April £1 million,
]une £2 millions.
December £1% rmlhons.

Y 16 millions,

I Y L
Lending at 2 per cent. and borrowing at 3 and 3&
per cent. may be fine finance to some people at Whitehall,
but we Indians are unable to see the merit of the tran-
“saction from the taxpayers’ point of view. When these
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#fions were conducted, Mr. Abrahams was the L
of the financial department. Now Lord Crewe has succeed~
ed Lord Morley and Mr. Abrahams holds another appoint-
ment. He has been the chief witness of the India Office
before the Chamberlain Commission: and it is a
significant fact that the Report of the Commission on all
important points is in entire accord with the evidence of
Myr. Abrahams, Sir Felix Schuster and Lord Inchcape.
Ve
The Gold Standard Reserve is the fund that has
been created to maintain the exchange value of the
rupee——a token coin circulating at above, its bullion yalue.
The Fowler Committee recommended that the profits of
rupee coinage should be kept apart in gold in India asa
separate reserve. The purpose of this Reserve is to
ensure the convertibility of the rupee in sterling, and as
such its proper place is India. This Reserve now
amounts to about 23 millions sterling, Its disposition is

as follows :—

Securities ... i ..o £16 millions Y, L)
Cash at short notice £1 millian | 10 i‘;ﬁ‘t‘*‘“d
Gold deposited at the Bank of 19 millions
England /o o i . £1 % millions i
Silver " ... .o £4 millions ... In India.

The Gold Réserve should be kept apart from other
reserves and not intermingled at the option of the India
Office arbitrarily. It is a mistake and a political danger
to invest the grater part of this Reserve in consols and
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in London, the Government have gone beyond  their
province on undertaking to provide gold not only for
export, but gold ready delivered at a financial cenire six
thousand miles away. The maintenance of the exchange
value of the rupee imposes on the Government the
obligation of providing gold in India forexport if required.
1t does not extend to anticipating the requirements of
the public by laying down £20 millions in London in
advance. Though London is the place where the gold
may be required, the Government's obligation is discharg-
ed once gold is tendered in India for export, To hold
about £20 millions of Indian money in London, where
it is admitted on all hands that stocks of gold are slender
owing to an excessive inflation of credit-—and a Committee
under the presidency of Lord St. Aldwyn is sitting to
increase the gold reserves—is open to objections from
two points of view, It, on the one hand, weakens India’s
position in making her dependent upon London for the
supply, and, on the other, encourages excessive credit—
spinning in London on the basis of external gold. The
ex-Governor of the Bank of England, Mr. Cole, in his
evidence, laid emphasis on this aspect of the problem,
He said that had the financial storm-centre been in
London instead of in New York in 1907, those securities
might not have been realisable at all, or if at all, it would
have been at a great sacrifice with a most prejudicial effect
wpon the financial world all round. 1f the Secretary of
State thinks that he could realise the securities when the
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next crisis arises in London, he is llvmg in a fool s
paradise. If a financial crisis were to arise in London,
neither the Cxty magnates nor the British Cabinet would

i permit the India Office to lay hands even on ' a single
sovereign of the Reserve, although bankruptcy mlght
,stare in the face of India in the meantime, '

. The Chamberlam ‘Commission’s recommendatlon
on this point cannot carry weight. Indian opinion is in
entire accord with the opinions of Sir James Begbie, Dr.
Reed, Mr. Webb, Mr. Dalal and Mr.. Pandya. ‘
This Reserve should be held entirely in liquid gold,
and in India. To hold a gold reserve in securities and
silver is opposed to all canons of sound finance. Every
country holds its reserves near at hand and not thousands.
of miles away.
VI.
‘ On the 3lst March 1912, the value of notes in
. circulation was about £41 millions: and the Constitution
 of the Paper Currency Reserve was as follows t—

Gold i e mllllons.
Silver coin ... £10% millions.
Securities of the Government of India... £ 6% millions.
Securities of the British Government... £ 2% millions,
This reserve is held against the notes equal to their

full value. Securities of the Government of India and
England may be held under statute up to about £9%
millions, of which the amount in British securities should
not exceed £2% millions. The remainder of the reserve
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papér currency is purely an Indian concern, issuable and
encashable in India, | In recent years a pottion of | this

reserve has been diverted to London. The holding of

held in gold ot silver coin or ‘bullion. The IndigL |

about £10 millions in London is abgolutely unjustiﬁ:ablei

and the reasons alleged will not bear scrutiny.  The

' principal official arguments  are : (1) 1t facilitates the

15urchase of silver in London (Sir Edward  Baker) ; (2)

. The India Office can easily interchange the money from

‘the Gold Standard, Currency, and Treasuty Funds

(Baker) ; (3) Investments in sterling securities in London

are better than investment in rupee paper, as the latter

‘are influenced by causes which might shake public confid- |
_ence in the Indian Paper Currency (Mr. Harold Baker.

in the House of Commons, 1912) ; (4) The.money would
be readily available to support exchange in case of a
_ diminished demand for rupe‘e‘currency (Mr. Montagu in
 the House of Commons) ; (5) The money is not require‘d‘
in India for the payment of notes, since a sufficient
metallic reserve is held in India for that purpose (Mr.
Montagu in the House of Commons, 1912). j
i These arguments are mutvally destructive. The
. wonder is how the House of Commons permits the official
‘spokesmen to put forward such preposterous pleas to
defend an indefensible act. It would be interesting to
 know that this Reserve lying idle.in London was mnot

wtilised in 1912 for the purchases of silver, as they were ’

~ financed through the agency of Council Bills wastetully
 sold at below specie point. I
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« /The recommendation of the Chamberlain Commissto

0 elasticise the paper currency and lend out of this
Reserve to banks is reactionary and fraught with grave
danger. As Sir James Meston has said, the Paper
Currency Reserve being a trust fund, the Government of
India are not justified in loaning or using it for any other
purpose than convertibility of notes.

The benefits of the Indian paper currency should be
entirely confined to India and not shared with London
financiers anxious to unload depreciating = sterling
. securities, The portion of this Reserve held in London
should be transferred to India and utilised to enhance the
value of rupee paper by investments in India.

VII
CouNciL BILLs.

There is no necessity now to  sell rupees by Council
‘Bills. . The practice of selling Council Bills, since the
closure of the Indian mints, has become obsolete. The
' India Office still carry on the weekly sales of Council Bills
at the Bank of England absolutely at the discretion of the
Chairman of the India Office Finance Committee. There
is no agency to control his activities in this direction and
prevent him from continuing sales even when they are
conducted at a loss. In recent years the India Office
has been conducting sales in such ~a way as to divert as
much Treasury money from India as possible to London
for the use of the London money market and to dglay for
as long a period as possible the establishment of a gold
currency in India. The only object of the weekly sales
of Council Bills was, and should be, the provision in



the Secretary of State to meet India’s home charges on
the best possible terms for India. From 1893 up to date
the Secretary of State has been selling Council Bills
without any regard to the profit or loss of the trans-
action. In recent years this evil has assumed alarming
. proportions.

The abuses of the Council Bills system should be
done away with. The sales should be limited to meet
the home charges, and should not take place below the:
specie point. The India Office’'s manipulation of these
sales and interference with the foreign exchange, imports
of gold, local discounts, and general price levels should
_be terminated. The Secretary of State has no business to
play the part of exchange banker for the benefit of certain
banking and commercial houses in England or the export
trading European community in India, who want to
remit money both ways at rates far cheaper than the
cost of moving bullion. The Secretary of State and his
financial advisers are not paid handsome salaries for
transforming the India Office Finance Department into
the Chief Eastern Exchange Bank in London.

- The doctrine of assisting trade is absured. Trade
will finance itself by moving specie and bullion.

Canada, Australia, and South Africa, like India, are
paying every year interest on capital borrowed in London -
Their annual debt charge amounts to about £10 millions.
They do not remit these funds by means of Council
Drafts. Such a proposal would evoke scornin Sydney
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; These Governments arrange for the payment i
Tof thur home charges through the agency or by means of
the drafts of their leading banks. It is high time to
come to such an arrangement in India and do away with
! the (’ozmczl Draﬂs system altogether. I‘f the system is
to be allowed to continue, as Sir James Meston has
pointed out, the Secretary of State should refrain from
large drawings on Councils when exchange was below
16d., and he should not draw money belonging to India
 to benefit trade and keep it permanently as an investment
“in London. \

VIII

I do not propose to  go into the technical matters
dealt with by the Report. As I have already remarked,
the Report s reactionary and is in entire accord with -
the views of the anti-Indian financial interests. It sbould
be remembered that the Commission was appointed by
‘the Premier more to cvade the embarrassing demand for
‘ a Select Committee to inquire into the Samuel-Montagu
silver purchase transactions than to exhaustively review
Indian finance and currency and place the Indian system
on an automatic and stable basis. Questions vitally
affecting Indian currency, such as the Railway policy,
the Debt management, the Home Charges, were not
dealt with by this Commission. ;

Itis a matter for satisfaction that &nr James
Meston, Sir Guy Fleetwood Wilson, Dr. Reed, Mr.
Dalal, Mr. Webb and Mr. Pandya are almost unani-
‘mous in their views. Their evidence is opposed to
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. cape. Mr. Keynes seems to have dominated the Cc)m- 0
““mlssxon, and he holds the view that the gold exchange
standard marks an advanced stage in monetary evolution.
I am not aware of any economist of repute who holds‘ ‘
_'that view. Be that as it may, the Indian currency system ‘
. should not be tampered with to suit the whims of an .
 armchair doctrinaire. Eminent financiers, who have‘ no
 axe to grind, like Lords Roths child, Avebury, and
‘ Swaythlmg, and distinguished economists, British,
Continental and American, are unanimous in holding that
a gold standard without a gold currency is an anomaly.

. From Sir ‘Guy Fleetwood Wilson's evidence we learn
that the Fi inance Committee of the India Office is not
absolutely nccessary. I quite agree with the ex ‘ﬁnan‘ce
minister.  If that Committee is abolished with the India
Council, as the Indian National Congress is demanding,

 the stumbling-block to Indian currency and financial
. reform would disappear.

s E g., Profs. Nicholson, Gide, Bastable, Beligman, Pwtson Bw
Roberﬁ Gnﬂen, and others,,
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CHAPTER VII.

e s

THE RECENT BANK FAILURES AND BANKING
‘ LEGISLATION.

TuE recent bank failures in the Punjab and Bombay
have brought home to us the supreme necessity of a
strong and powerful central institution to come to the help .
of other banks ina time of crisis, and to ezercise an
ef fective control over the money market generally. Many
of our hostile eritics call for stringent banking legislation
and are eloquent over the debacle of mushroom banks.
Not content with this, they are attempting to use the
failures as a device to bring indigenous institutions into -
contempt, and they ridicule Swadeshi banking enterprises.
Every country has to pass through the initial period in
the development of its banking, and banking crisis are not.

peculiar to India. While it should be admitted that

there have been many regrettable and pernicious activities
connected with the banks that have suspended payment,
it would be folly to magnify our shortcomings, and
represent European institutions in glowing colours as
something immaculate and superior.



‘ 'he path of Indian Bank failure is strewn with the
wreckage of European-manned institutions. The Bank
of Bombay participated in the wild speculation of the
share mania of the sixties, with the result that in 1868 it

went into liquidation. In 1906 the Arbuthnot Bank fail-
ed ; one partner committed suicide, and another, who had
been knighted for his ‘ public services’ was sentenced to
imprisonmeht. In April, 1913, three European officials

« of the Bank of Burma were sentenced to rigorous impri-
sonment for cheating, two for two years and the other for
eighteen months.

The debate that took place in the Viceroy’s Legis-
_ lative Council on February 25 was instructive. Sir Gan- -
. gadhar Chitnavis moved a resolution for the appoint-
ment of a committee of inquiry into Bank failures.
Sir Fazulbhoy Currimbhoy opposed the resolution and
remarked that while it is common knowledge that the
transactions of some of the bankrupt banks amounted to
gross fraud, it should be remembered that the recent bank
smashes were hastened by, if not largely due to a
sudden run upon them by the depositors. He added
that restrictive legislation, beyond the provision for
periodical audit of accounts by Government officials, is
calculated to do more harm than good to the cause of
Indian Banking. Sir Ibrahim Rahimtullah-—a Bombay
merchant—the president of the last session of the Indian
Muslim League, pointed out that the smaller Swadeshi
Banks meet with strong competition in their borrowings
from the Presidency and Exchange Banks.
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"Indian Banks are working under unfavourable con-
/ditions, The Presidency Banks are institutions enjoying
the use of i immense Government deposits, and are run by
the European commercial community, mostly if not
exclusively, in their own interests. Their prosperous
working is to a great extent due to the prestige of Govern-
ment connection, and to a mistaken notion on the part of
many persons that the State is responsible for their sol-
. wency. Itis this that attracts crores of deposits from pnvate
persons, in preference to equally safe and strong indigen-
‘ous banks. Any very stringent regulations, if instituted . |
in response to interested cries from hostile quarters;
would stifle indigenous enterprise in the country. As
Lord Willingdon said some time back, Swadeshi banking
' must be encouraged, and no strmgent legislation should
be enacted. ;
‘ THE INDIAN BANKING SYSTEM.

The Indian Banking system may be said to com-
‘prisé: (i) the Presidency Banks ; (ii) = the European
Exchange Banks; (i) the Indian Joint-Stock Banks ;
(iv) Private Indian banking firms, some of them of
large means and connections ; and money- -lenders  like
the shroffs, marwaris, seths, chetties, banias, mahajanb.
etc. These constitute the Indian Banking Machinery.

(1) The Presidency Banks.

There are three Presidency Bankswthe Bank of
Bengal the Bank of Bombay, and the Bank of Madras,
w1th capitals of about two crores, one crore, and 75 lakhs
of rupees respectlvely Their reserves are about equal
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! ‘exr respective capitals, and their shares, fully-paxd«

. up, stand at or over three times their face-value. The

greater part of their capital is held by Buropean share~ '

. holders. The operations of the Banks of Bombay and

- Madras are confined to their respective presidencies (the
Bank of Madras has a branch in Ceylon). The Bank of
Bengal's filed of work covers the rest of India. The total :

- number of branches of the three amounts to thirty-five.

In their Head Offices and branches, the Govern-
ment keeps large Cash Balances. The relations be-
_ tween the Presidency Banks and the Government, in
respect of the holding of balance and doing Govern-
‘ment work, are partly regulated by agreements with
‘the Banks and partly by the Presidency Bank Acts.
The agreements provide that the Banks are to
 transact general business for the Government at the‘
‘Head Offices and certain branches; that they are to
receive specified remuneration; that the Government
48 mot. bound to retain at the Banks any particular
sum but that if \its balance at the Head Office of
any of the threc Banks falls on any day below a
specified minimum, it is to payto the Bank interest
~ at the lowest rate chargeable to the public for loans
. recoverable on demand, Wherever a new branch is
opened the Government guarantees @& minimum balance
for @ number of years free of interest,

The remuneration of the three Banks and the
minimum = balances  that thty are to hold for the

Govemment thhout chargmg interest are as follows :
e



e

i Amount of Buln.nmb
- Remuneration e which mtemsb

Bk sy becomes payable.
| ] & AR
Bank of Bengal Ay 2,900 288,300
Bank of Madras 800 120,000
| Bank of Bombay i 800 138,000

In practice, the Government keep at these Banks
larger amounts, and are more lLberal to them ‘than is
provided for in the agreement !

£
Bank of Bengal L. 467,000 to 533,000
Bank of Madras il 183,000 and over
Bank of Bombay o ... | 967,000 to 838,000

'On the flotation of loans and in many other cases,
[the amounts are increased. On more than one occasion
the Banks were not in a position to meet the withdrawal
of the Government deposits. While in every other
country where a Central Bank acts as the Government
banker, the Government often gets accommodation from
them ; here the Government has to provide large sums
for the Presidency Banks to swell their business and
enable them fto declare dividends of 12 per cent. and
upwards. It will now be evident that the advantages
ave all on the side of the Presidency Banks, and they
have the best of the bargain, with large sums of the taz-

payers’ money at their disposal free of interest.

These Banks are sectarian institutions, and Govern-
ment should not keep accounts with sectarian banks.
Their Dxrectorates, except in Bombay, are exclusively
European, and their interests are those of the European

_ Chambers of Commerce. Their Directors are practically
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ey p*lss ‘the accaunts submitted by themselves, to
' re-elect themselves or $uccessors, and appoint auditors of
 their own choice, Thus they are responsible to none bué
- themselves, while effective supervision by the Government
is non-existent, ‘ :
These Banks are debarred by law from raising money
in the English market, and their chief business, apart
from the Government work, 15 finanging  the mtema‘d
trade of the country. |

The revision of the agreements between these Bank«; ‘
and the Government is now under the consideration of |
the Government of India. Indian leaders would do well
to take time by the forelook, and agitate for a reform,
of this system which gives them the monopoly of the
Government business, It is time we realised that this

enormous subsidy the Presidency Banks enjoy 18 @&
“stumblmg block in the way of the progress of Indmn
Swadeshi Banks.

The following table shows the extent of the busi-
ness of the Presidency Banks at the end of D@cembcr ‘

~

1912. N b
Bank of * Bank of Bank of | |
Bengal Madras Bomhbay
£ ] £ 2
Paid-up Capital .o.401,383,888 500,000 660,667
B:‘anrvg .P oo} 1,220,000 466,667 706,667
Public Dopodits oa)l1,891,069 504,888 608,959
(Othor Deposits .- |11,069,588 | 4,956,050 | 7,462,176
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(i) The English and Foreign Exchange Banis:

The English and Foreign Exchange Banks conduct"
the external exchange business of the country, and they

‘also do a considerable local business in places where
‘they have offices. These Banks, which finance India’s

foreign trade, are: Chartered Bank of India, Australia
and China; Delhi and London Bank, Hongkong and
Shanghai Banking Corporation ; National Bank of India ;
Mercantile Bank of India; Eastern Bank; Comptoir
National d’Escompte de Paris ; Yokohama Specie Bank ;
Deutsch-Asiatiche ~ Bank;  International = Banking
Corporation’; and Russo-Asiatic Bank. These are all
banks with head offices out of India; the cash they hold
in India is of very limited amount and represents only
a small fraction of their liabilities to private depositors
in India. These Banks emjoy Government patronage in
many ways. ‘

Several Colonial and London Banks have also been
enjoying for years the use of large amounts in London
at a rate of interest less than half of the Indian Bank
rate. It is enough to point out the fawvoured treatment
given to these Exchange Banks, by giving them loans at
less than half the Indian Bank rate. No wonder that
the European Banks are thriving and many Indian

/ Swadeshi Banks have collapsed.

(iii) The Indian Joint-Stock Banks.

The total number of Joint-Stock Compames regis-
tered as engaged in banking and loan operations in
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h India and Mysore on the 3lst March, 1917
was 491, With a total paid-up capital of £5,246,000.
‘The majority of these companies ' are societies -with
comparatively small capital. Nearly half of them are
in ‘Madras; The following tables * indicate the progress

»

of banking capital in India in recent years.: Banks

of deposit, which though doing business ‘on western
' lines, do not possess a minimum of £ 33,000 of paid up
" capital and reserve fund combined, are left out of account,

as also are the numerous small money-lending and pawn-

broking establishments registered annually as ‘banks’
ander the Indian Companies Act. ‘

. The recent Bank failures commenced with the sus:
pension of the People’s Bank of Lahore on the 20th
September, 1913, and ended on the 29th November,
1913, with the collapse of the Indian Specie Bank of

Bombay. Thirteen Banks in abl failed during the period

of siw weeks,

 The Indian Specie Bank, under the management of
the late Mr. Chunilal Saraya, cooked the accounts, it ig
said, without the knowledge -of the Directors, and spe-
culated extensively in silver. But in spite of what may
be said about Mr. Saraya’s gambling operations in silver
and misapplication of funds, it should be said to his credit

that he did not use a pie of the Bank’s deposits to enrich

himself. The liquidation proceedings brought to light
the interesting fact that more than two crores worth of
silver were held in London by the Bank. But for the in-

| * Bee page 119.
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_ unprofitable purchase of silver for the India Oiﬁce o

i) transaction that has cost India dear—the Indmn Specie
Bank would not have failed, for as a matter of fact, the

Jlate Mr. Saraya offered in January, 1912, silver to the
Government of India at a little over 206d. per ounce. If
this offer had been accepted, India would have gained
largely and a banking orisis would have been averted.

| *The impropriety of this transaction has been delt with see page 31.



- *Three Presidency Banks and (@n 1911) 18 Jomt—Stock Banks w}sose Head s
Offices are located in India. ‘ = =

Depoﬂts e ,
= Cash Balances at =
3 = = ——=
Year Capital BeSeerztam. Presidency Banks : Head Qﬁaes_md
Other Banks - Total Branches

Public ' Private

|
i 5 £ £ |

3 E £ 8
1901 18,003,745 1,760,897 12,266,959 | 9,757,846 6,000,945 | 18,025,750 5,471,214
1506 13,262,935 2,241,669 2,052,548 l18300559 7,703,268 | 28,056,195 8,297,179
1911 14,304,005 3,112,929 [2,921.592 122 709,928 15,880,737 | 42,582,654 11,468,827

o

‘Ezchange Banks whose Head Offices are not located in India.

= Cash Bala,nce'ra.t Head Offices
= = Depaite ] and Branches. -
Year Capital Rest 3 . .i i ‘
Out of India | In India ‘ Out of India In India
- { :
= § 1 { ;
— £ £ £ | £ 1 £ £
= 1901 (11,855,599 4,172,161 67,818,643 { 7,887,355 i 11,882,315 2,287,993
1906 | 15,868,592 8,421,339 104,455,710 i 12,058,216 = 18,435,610 - 3403919
1911 22,600,008 13,001,566 157,764,440 } 18,779,316 | 22,186,195 -~ 8,045,101
== =i : i — :
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THE INDIAN PUBLIC DEBT AND THE |
RAILWAY PROGRAMME, }

India never is but always to be blest. This isuthe
burden of the plaintive lament of Sir William Meyer's
financial statement. The new finance member said in
 presenting  his financial statement: “I hope that in
 judging my administration it will not be reckoned to my _
i ) personal demerits, or put down to sins committed in a
‘ ‘previous existence, that I have failed to maintain, the
persistent grasp of good fortune which marked most of
Sir Guy Fleetwood Wilson’s career in India.” In spite
" of this, Sir William has committed the countryto a |
heavy railway programme of £12 millions a year. British
capitalist a@nd industrial interests clamour for a big
railway programme, and they exercise a predominant
influence iu the Secretary of State’s dictation of financial
“policy, especially relating to railways. It is the execessive
railway expenditure and inflated army charges that block
the way of educational and sanitary progress. The
paramount cultural needs of the country loudly call fora '
radical ¢changein the policy of Government in regard to
heavy capital outlay on Railways and increase of the Public
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> Dight,<éspecially, the sterling obligations incurred
. London. A i : g

' In order to realise the financial position of India in
‘relation to her resources in the proper prespective, it is i
necessary to have a clear graép of the Public Debt, its
:genesis and management. | W

‘ On the 31st March, 1912, the debt of India amount-
ed to about £276 millions ; consisting of a rupee debt of
about £93 millions and sterling debt of about £183
millions. The total debt is divided into Public Works
‘Debt and Ordinary Debt. The amount entered under
_the former head is the equivalent of the total capital
expenditure incurred by the State on public works,
together with the amount advanced to railway companies
for capital expenditure. The remainder of the Debt is

the Ordinary Debt. ‘

A big item in the Home Charges of the Government
' of India which annually amount to £19 millions, ' is
" that relating to interest and management of debt and

payment of interest and annuities on account of railways
‘and irrigation works, amounting to nearly £11 millions.

The history of the Indian Debt is a dismal record of
financial extravagance and injustice. 1f India had
been relieved of Home Charges from the commencement
of British rule— as the colonies,~—India would have had
no public debt when she was transferred from the
Company to the Crown. i
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The !otal Imhan Debt beanng interest was littlé
over 7 millions sterling in 1792 and had risen to. 10
mxllwns in 1799, On account of the Mysore and Maha-
ratta wars of Lord Wellesley that followed, it rose to a1
"mtllwm, in 1805, and stood at 27 millions in 1807.
Though it increased to 30 millions in 1829, Lord William
 Bentinck ably and carefully managed India’s finances
with the rebult that in 1836 he brought it dovm to about‘ i

el rmlhcgns

i He Afghan War of Lord Auckland left its impress
' on the country’s finances and the debt rose in 1844.5 to
| £43% millions. The East India Company vehemently
protested against the expenses of the Afghan War bemg |
thrown on the finances of India. Many members of the‘

"House of Commons agreed with John Bright when he L

said: * Last year I referred to the enormous expense of
the Afghan War—about 15 millions sterling—the whole
of which ought to have been thrown on the tazation of
| #he people of Engand, because it was a war commanded
by the English cabinet, for objects supposed to be

English.”*

The annexation of Sindh by Lord Ellenborough,
the Sikh Wars of Lords Hardinge and Dalhousie, aug-
mented the Debt to £593 millions in the last year of
Dalhousie’s administration. ‘The Mutiny of 1857, raised
it in one year by 10 millions, so that on April 30, 1858, the
total Debt of India stood at 694 millions sterling.

'* John Brights' speech made on August &, 1859.



gyt _‘n Bmght spoke frankly and fearlessly on tbe T
mutmy expendxture “1 think,” he ' said, ‘‘ that the 40

 millions which the revolt will cost is a grievous burden.

| te place upon (the people of India. It has come from

' the mismanagement of the Parliament and the people of
England. If every man had what was just, he had no

doubt that 40 millions would have to bé paid out of the
taxes levied upon the people of this country.”t ‘

A popular error prevails in  England that the, whole
of the Indian Debt arose out of the capital spent by
‘England for the conquest and administration of India
and for the development of her resources. These facts |
| clearly show that that was not the genesis of the Indian
. Debt up to 1858. ‘ ‘
_ India had paid for her conquest and administration :
. also for the frequent wars of annexation and conquest
in India, |
| 'When the East India Company ceased to be the
rulers of India, they had piled up an Indian Debt of 70
‘millions sterling, The Act for the better government of
India of 1858 provided for the direct administration of
India by the Crown. The financial clauses of this Act
added the entire capital stock and the debts of the East
India Company to the Public Debt of India: and the
annual tribute so long paid as interest on the stock was
made a perpetual burden. The Crown puruhased the

t John Bnghb’s syeeah ob Eaat India Loan, March 1889
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fipire of India from the Company ; the peopl& of India
had to pay, and are still paying the purchase money.
e value received by the shareholders of the Company 5
stock was added to the Indian Debt, but the Crown
which won an imperial property did not pay even a
shilling. This act of injustice towards a dependency
‘after saddling her with an additional expenditure of |
forty millions sterling is unexampled in the colonial
‘ history of a modern empire. When the Philippines
were acquired by the Americans the Jformer where net
saddled with the purchase money. Nor was it the case
when Japan annexed Formose and Korea and Germany
Alsace and Loraine. Great Britain herself on numerous
occasions has borne the emtire cost of colonial expen-
diture and the administration of dependencies. When in
1900, the British Government took over ngeru from
a company, it paid the purchase money. The South i
African War cost England more than £200 millions. Not
a penny of this huge debl was thrown on the revenues of
‘South Africa. The Boer States enjoy the use of Impeual
troops, a charge on the Imperial exchequer. ‘

As the Company’s debt and the cost of suppressing

' the mutiny were thrown on India, her public debt in
1860 rose to over a hundred millions sterling, while in
1857 it was 60 millions. The Government abandoned in
‘1869 the guarantee system of railways and began to
_‘borrow capital for reckless railway construction : and the
Debt rose rapidly from 1870, A Select Committee on
Indian Finance in 1870 revised the figures so as to



125

L mclude some obhgatlons not = previously exhtblted aud

this arraogement was followed in subsequent years.
. At the close of 1876-7 the total Debt was £139 millions.
Thls includes the sums borrowed and spent by the Govern-

' ment on State Railways and irrigation works, but does not

include the money spent by private companies under gua-
. rantee of interest from the Indian revenues nor the East
India Stock of twelve millions sterling, forming the capital
of the Company on which India stiil paid interest. In
 nineteen years, (1859-1877) the Crown doubled the Debt, !
brmgmg it up to 139 millions—not mcludmg the East
India Stock.

' We hear so much of international arbitration and
peace tribunals in these days. If the Hague tribunal,
for instance, deals with this Indian debt question up to
1877, when Queen Victoria assumed the title of Empress
of India, it would make a clean sweep of the East India
‘Company's debt of 70 millions and  transfer, fo the
English Treasury the mutiny debt of 40 millions. If
this had been done in  1877--as it ought to have been
done out of equity and justice, the sole guiding factors—
" a hundred millions of the so-called Public Debt of India
would thus have been struck off, and the balance would
_have been extinguished from the revenues of I[ndia, once
free from the payment of interest of this enormous and
unjust liability. As R. C. Dutt remarks, there would
have been no National Debt; for there neeed be no
National Debt. This is the burden of the veteran




ddabhai Naoroji’s monurﬂental work “Poverty an&‘\‘ :

. Un-British Rule in India.” Wi
The position of India is different from that of
modern aggressive states which are encumbered with

Natlonal Debts resulting  from their’ conquests and

tmpenahstuc ventures, There was no such thing as &

National Debt Institution when India was vuled by

Hindu and Moslem sovereigns, though they occasionally

borrowed many from bankers on their own credit.

Modern European nations pile up National Debts pri-

marily to extend their conquests and colonies and to

 maintain  their position, npaval and military, among
rivals,  India needs no conquests, She hasno rivals
in Asia : nor is she given a free hand in framing her finan-
cial polcy. This being so it is all the more necessary to
desist from further augmenting an already swollen public
debt. But this is not yet to be,as the Government is

‘ mernlv going on botrowing huge sums with a light heart,
and we have been committed this year—with famine
conditions prevailing in upper India—to a raﬂway
programme of £12 millions sterling,

‘ Lord Lawrence endeavoured to meet all expenditure
from the annual ingome. It was Lord Mayo who inaugu-
rated the policy of constructing public works with
borrowed capital. Alarmed at the growth of Indian Debt
and expenditure, Gladstone moved for a Select Commlttee ‘
on Indian Finance in 1871, and appomted Mr. Henry
Fawcett as one of the members. No recommendations
or remedial measures ensued though the committe sat for
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il four years. It was dlscontmued in 1874 when the leeral
Gavemment was upset. Bat it recorded valuable evidence,
| Me. Massey and Sir Charles Treveleyan, ex-finance
minister of India, protested against the increase of taxatlou ‘
and debt burdens.
‘ The teal weakness in the machmcry of the Indian,
Government is well brought out in the evidence of Lord
Salisbury, who was Secretary of State for India in 1874.
| “Henry Fawcett :—Then it comes to this sunply,“
that throughout the existence of an administration, the
Secretary of State for India is aware that India is bungf j
unjustly charged: that he protests and protests, again and
agam that the thing goes on, and apparently no remedy
‘can be obtained for India unless the Secretary of State is
) prepared to take up this line and say I will not submat d
to it any longer : I willresign " f
“ Lord Salisbury :—It is hardly so strong, as that,'\
because the Secretary of State, if his Council goes with him,
can always passa resolution that such and such a payment |
is not to be made ; but of course any ! Minister shrinks
from such a course, because it stops the machine.
“ Henry Fawcett :— You have three alternatives : you
‘ mu%t either stop the machine, or you must resxgn, or you
must go on tacitly submlttmg to what you consider to be
an injustice, ‘
“ Lord Salisbury—Well I should accept that state—
ment, barring the word  tacitly.” T should go. on sub-
- matbing with loud remonstrances.”’ (Report of 1874).
| The cry from England is always for fresh lmes of
mﬂways and fresh empendlture and C'lplt&l outlay in
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India. Apart from these, other burdens have been
thrown on the Indian finances such as the cost of
the Chinese War and of the Abyssinian War, the
 cost of telegraph lines and military charges properly
payable from English  estimates. There is no effec-
tive resistance to financial injustice towards India.
The system of taxation without representation has
fared in India as in every civilised country. John
Stuart Mill recognised this clearly and objected to the
Act of 1858 making the Secretary of Sate a financial
antocrat, with a dependent Council, powerless for good,
a Cave of Adallum for reactionaries. Lord Morley quoted -
Mill and Bright, in his Indian speeches, but curiously
enough made no reference to nor learnt any lesson from
their trenchant remarks on India’s financial posttion and
management. The Reformed Councils of Lord ‘Morley
' are merely advisory bodies: working under double and
tnplc veloes with official maJontxes, and have no -vmce
in tawation, expenditure and fman('zal polwy

' The East India Company, thh all its faults, man-
aged to keep down the Home Charges as low as possible.
Under their administration it was a little aver one tenth
of the annual revenues of India. 1t is under the Crown
that India’s Home charges have increased, absolutely and
relatively to the revenues, the Crown Government be-
ing irresponsible. ‘Fiftyfi#k years of Crown Government
(1858-1913) bear ampletestimony to the opinion of John
Stuart Mill, that the administration of India through a -
Secretary of State and his Council “ would be the most



Ste despotism that could possibly exist under British
Rule.”

The spirited forward policy of Beaconsfield and
Lytton brought about the Afghan War and as a result
£20 millions were added to the Indian Public Debt. Lord
‘Beaconsfield frankly stated the real cause of the war.
In a speech at the Mansion House (November 9, 1878),
he said that it was not undertaken to punish the Amir of
~ Afghanistan for his reception of the Russian Mission at
Kabul--as the Indian Government declared--but for a recti-
fication of boundary and for securing a scientific frontier.
Though the Prime Minister of the day openly declared
that the war was undertaken, not for the safety of
the Indian frontier as is alleged by Anglo-Indian
historians, but for Imperial purposes, the cost of the war
was thrown on the Indian finances. ‘

In 1901-02, the total Debt was about £227 millions.
No effort has been made to reduce the Debt and create a
sinking fund. Another dismal feature of Crown Government
has been to enhance the Public Debt of India held in
England as the following table shows :— it

Year. Indian’ Debt. Debt in England. Total.
o £ &

1889-40 82,760,697 1,784,300 84,484,997
1857-b8 60,704,084 . 8,769,400 69,478,484
1860-61 71,901,081 29,976,000 . | 101,877,081
1876-77 83,637,992 86,397,033 138,935,026
1889-90 98 millions

1890-91 78,416,801 104,408,208 18%,825,000
1901-02 91,925,015 . 184,307,090 926,282,105

9

L,
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A ; Permanent Débt H !
In India In England Total
Rs, £ ‘ £
a1st March 1902 116,19,18,883 " 180,807,090 | 207,768,012
4 b 1907|  180,45,50,656 147,518,684 | 984,488,677
b iy 1911} 1188,09,72,185 177,998,335 970,063,145
o 19121 189,96,36,205 178,486,597 | 271,795 677

The bulk of the Indian debt (including the whole of
. the sterling debt) is held by Buropeans—that is to say
the interest charge annually amounting to millions is
drawn by foreigners. In every country, the National
Debt is held by the children of the soil, not outsiders.
In 1911, the estimated percentage of the rupee debt, held
by Indians, was about 47. l o
The growth of the sterling - debt—apart from other
| disadvantages—is primarily responsible for the exchange
muddle. The Fowler Currency Committee of 1898,
emphatxcally protested against the increase of exPendlture‘
and growth of sterling obligations : :—*The Government
' of India should husband the resources at their command,
exercise a resolute economy and restrict the growth of
their gold obligations.” In deliberate defiance of this
pronouncement, as I have shewn in the above table, the
Government of India between 1902-12 have increased
the sterling portion of the Indian Public Debt by nearly

£50 millions.
Bight years of Liberal Imperialism, under Lords
Morley and hCrewe-—moththstandmg the * Reforms’—



have set @ more rapid pace in the growth of | the Public
Debt ' On the whole, the Conservatives have managed
the finances of India with greater advantage to her than
the Liberals. The closing of the Indian mints to the free
coinage of silver in 1892-3 was accomplished by a Liberal
administration—a change the Conservative Government
had condemned twice in 1878 and in 1886. Lords Morley
and Crewe have thrown out millions of Cash Balances
into the London market with and without security at a
give away rate of interest with a lavish prodigality at the
expense of the Indian taxpayer, an innovation no Conser-
vative Secretary of State would have sanctioned. The
Delhi expenditure, and the 12 millions railway programme,
should make Indian politicians pause before wuitering
extravagant encomiwms on Liberall ministers and their
policies. Even the much-maligned Lord Curzon did not.
undertake to carry out an annual 12 millions railway.

programme.

The Indian Government has let slip more than one
opportunity of reforming the finances on favourable terms,
Some seventeen years ago, when money was to be had in
London at 2 per cent, all the Railways could have been
bought without the payment of any annuities—by the
issue of @ consolidated loan spread over a number of
years at a saving of £2 to 3 millions annually in Interest
Charges.

The Government of India loans of recent years have
lowered the credit of India; for they have been under-
written, their rate of interest has been raised and their
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figure of issue lowered. In spite of these boons to the
London investors, neither the loan of January 1910, nor
the bulk of the guaranteed Railway issues during the
past five years were fully taken up by the public. Itis
high time to reconsider ways and means: abolish the
guarantee and profit sharing arrangements and overhaul
the system of the -Public Debt management. The 3%
per cent. loan for 2} millions sterling (of June 1910) was
issued at 92. Even the railway companies complain that
the India Office does not permit them to choose their
own time and issue a straight forward loan without a

guarantee at or near par.

Port Trust loans have been successfully floated in .
India when they had failed in London. No kind of
guarantee, direct or indirect, should find a place in the
Budget of India. Perpetual borrowing should be put
an end to. No huge railway programme should any
longer be tolerated. Further sterling obligations should
cease : Every endeavour should be made to popularise the
rupee paper and necessary loans should be floated in
India.

!

The loan of March, 1911, was underwritten, interest
3} per cent. and issue price 96, The policy of proceeding
piécemeal, working. in secrecy, petty and costly method
of work, failure to grasp situations, disregard of market
conditions, lack of a comprehensive plan, the strange
conceit that wisdom begins and ends with those in
Office : the amateur experiments of the High Priests of
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Simla and W‘hitehallwwha‘ contradict one another :—
and above all, the want of effective control over the India
Office, has cost India dear by throwing millions on her.
finances—a recurring burden on the Indlan ta'cp’lyer, :

The following extracts. reproduced ftom the evxdeme
of Mr. Alfred Clayton Cole—till recently Govemor of the
Bank of England—-—'-before the Indxan Finance Commission
af 1913, throw a flood of light on the wandermws of the
India Oﬂice in the hnancxal wonderland

“A. 3359 I do not lmow what the Indm Bal&s whlch

_were in the market for a considerable time, were raiséd for ;
but they were raised ; and I should have gsaid they
might have been paid off earlier than they were paid off.”

s 13363 I should say that to take a' 5ecurity, at :

i p‘m‘» value when it may be 10 per cent. “below! par is bad

x‘ﬁna‘hoe Persoually this ic the first fime I have ever

,,,,,,

~ known such a thing was done.”

*A. 3365. We at the Bank have never accepted
Colonial Government Securities as floaters. But the
India Office are taking them.”

“A. 3368, The fact that it is known that India will
contmue to borrow annually does naturally tend to keep
jy"down the quotations for her loans in the London market,
b would hke to add that if India at any time requires
‘money on a large scale, she would. probably have to issue
a J an w1th @ ﬁxed date for redem{atzon
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for redemption. Indian Securities have gone down more
than Colonial Securities.” ‘ ‘ !
“A. 3521, Had the financial storm centre been in
London, these securities might not have been realisable
at all, or if at all it would have been at a great sacrifice
with most prejudicial effect upon the financial world all
‘round.”, ‘ ‘
/ Lord Cromer speaking before the Welby Com-
~ mission, said that it would be a good thing to have
an independent and impartial Court of Arbitration, like

the Judicial Committee of the Privy Council, to go into

. the question of the financial management of India and
decide whenever a conflict of interest arises.”

1t is a matter of prime importance that the finances

of India should be put on a more equitable and solvent
basis before real reform of any kind could be achieved on
| an adequate scale. ‘

AL 3371, All the Colonial loans have a fixed date

| * [0d. 7069] Minutes of Tividence taken before the Indian Finance
Qommitsion, 1918, Vol. k. | s
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GHAPTER IX,

A STATE BANK FOR INDIA,

il ~—~INTI\ODUCTORY.

Mr Montagu, the Under Secretary of State for Indm,“
in the course of his last Budget Speech in the House of
‘Commons (August 7, 1913) made the followmg observa-
tions on the State Bank project :——

“ Yo was prccluded from denling with many things in the - fimancial
world, Because they were now engaged, with the assistance 'of a strongly
" tanned Royal Commission, under the presidency | of | Mr, Austan
‘Chamberlain, in exploring the systera of finance with & view to seeing if
a gystem which had not been reviged for many years and which had | been
purtly mhented from our  predecessors, the old Hast India Company,
loould not be improved, Although it was one of the matters which was
being investigated there was one fact he wished, to mention. From  fie
o time proposals had been put forward, andhad, in theory at any rake
found acceptande both here and in India for the: establishment of a Stake
Bank. Buch a bank would reliove the India Office of a very large amount '
of commercial and financial work which it proposed, and would ‘perhaps
find a solution | of many of the difficuliies which crities had from time
| 'to ime pointed out. Ihe Secretary of State was of opinion that the time.
had now come for the reconsideration of the proposals for the establishment
of & State bank which would ach as custodian for a large part of the Gov-
ernment Balances, manage, the paper cyrrency, and take part in the sako
of drafts on  India, or meeting the  Secretary of State's requirements. .
The subjectis had been dmcussed ina Memomndum ptepared by the
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ssistzmﬁ Under-Becrotary of the India Office (Mr, Liohel Abrahamg), and ,/

\ the Secretary of State, without committing himself in any way upon the |

i _subject, had directed that Mr, Abrahams shéuld present his memorandum |
for the consideration of the Royal Commission, and he would welcome /'
the consideration of the Royal Commission, ' as he held the view thab it |
elearly came within its terms of reference.” |

It should be remembered that a scheme for thé
establishment of a Central Bank of India was discussed
 from 1899 to 1901 in correspondence between the Secre~

| tary of State and the Government of India.

The Indian Currency Committee of 1898-99 presided
over by Sir Henry Fowler, was told by several witaesses
that the banking resources of India  had not kept pace

with the growing requirements of the country, and that
the establishment of the gold standard by making sovereigns

~and half sovereigns legal tender should be aceompanied
by the creation of a central bank. ‘

Sir Everard Hambro, in a separate note appended to
the Report of that Committee, drew attention to the fact

. that it has been considered wise in Europe to entrust the
cairry_ing out of currency laws to banks established or

strengthened for that purpose. Such a bank could carry
out currency regulations in a more’effective way and in a

‘manner more in harmony with the trade wants of the
country than any Government department, however well
adniinistered. He therefore advocated the establishment
of ‘some institution having ample facilities at its disposal,
and framed on somewhat similar lines, to those of either
the Bank of England or to the Bank of France,’

In presenting the Indian Budget tothe House of
Commens in August 1899, Lord George Hamilton the

|
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then Secretary of State associated himself with Mt. Ham-

bro’s recommendation, and said that the export trade
of India was being financed on too narrow a cash basis.
Lord Curzon’s Government in replying to Lord George
Hamilton's Despatch took up the project with zest and
_observed that for the purpose of effective maintenance of
the gold standard such a bank, with a large sterling capital,
would be a very powerful support to the State.
When Sir Clinton Dawkins, as soon as he had in-
troduced his first Budget, left India toaccept the tempting
offer of a partnership by the American multi-millionaire,

the late Pierpont Morgan, the project did not receive the

ardent support of Sir Edward Law, his successor. The

discussion came to an end as is shown in the following
extract from a Despatch from the Secreatary of State
to the Government &f India dated 26th July 1901 :—
“You have come reluctantly to the conclusion that the circumstances
are unfavourable to the policy of pressing on the centralisation scheme af
the present time. This opinion T consider myself bound to accept ; bufi
I agree with your Hxcellency that it wdl/ bo distinetly advisable, as soow
a8 may be practicable, to establish a Central Bank in India, for the reasons
given in your letter and in Sir Bdward Law’s able minute ; and I request
that this object may be kept in view, and that the scheme may be revived
whenaver there is-a possibility of its being successfully carried out.’

As Lord Crewe has authorised Mr., Lionel Abrahams
of the India office to draw up a scheme as he is satisfied
that further consideration at the present time of a State
Bank is very desirable, it is of the utmost importance that
this question should be well discussed from the Indian
point of view, In this article I propose to deal with the

schemes of Mr. Alfred De Rothschlld Sir Edward Holden,
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a Lionel Abrahams : to examine the grounds
“upon which the amalgamation of the Presidency Banks is
advocated : and enumerate the conditions a strong,
national State Bank, should fulfil if it is serve solely
Indian interests and command the confidence of the
Indian public. ‘ ‘

1I. RIVAL SCHEMES.
Mr, Bothschild's Scheme.
| Mr. Alfred De Rothschild outlined a scheme in his

| statement as follows :— ,

Central Bank to be formedwith a capital of £14,000,00
(to be held partly in gold and partly in securities) and
power to isswe notes against the whole of it. 1f possible
the Presidency Banks to be fused with the Central Bank,
‘The latter to hold Government balances : to haves the
right to import silver for coinage free of duty, and to
‘share in profits of coinage : to take no part in exchange

. business, but to confine itself to internal operations and
lending to the Government on deficiency bills : to take
such precautions for protecting its gold as are taken by
the Banks of France and Germany. In the event of the
Central Bank’s supply of gold running short, the Govern-
ment to ‘come to the rescue to the extent of £10,000,000
sterling.’

Hambro’s Note. i
Sir Everard Hambro in his note mentions two quite
different services to be rendered by the bank, | viz. :—(1)
To assist in giving effect to any regulations having the
convertibility of the rupee in view, and (2} to expand the
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Gwnkilg facilities of Indiain time of pressure and to
curtail them in time of slackness. i
 Mr. Alfred De Rothschild mentions the following as the
| principal amongst the multifarious advantages of such a
bank. i ‘ ‘
1. A large sum of gold would be immediately provided.
2, This sum would be found by private enterprise and withoub
recotirse to & Government loan thus avoiding a further heavy permanent
 charge upon the revenues of the country. ‘ : ¢
8. By the establishment of the Bank, the machinery would at once
be provided for the maintenance of a gold  curreney and for the conduob
of operations connected therewith, which can be far better carried oub
by an institution of this degeription than by a governmental department,
especially as regards the gradual accumulation of a further stock of gold.
4. The maintenance of & steady rate of discount, Money could never
 'be dearin theprincipal centres of India for more than & few hours, palnely,
| the time oceupied in the exchange of telegrams, because, it a million
sterling were paid into the Bank of HEngland (presuming the lutter to be
the agents of the Bank of India, which no doubt would be the case), the
bank of India on being telegraphically advised, would at once havea
right to issue £1,000,000 in notes, or to give out gold certificaies. pendipg I
the arrival of the bullion itself. 1 am aware that telegraphic transfers of
this kind can now be made through the agency of the Government : bus
‘ Mthout ponwrtibiliﬁy it is mot certain that the money could be had back
- when required. ' | ‘ I
' The esfablishment of the Bank would tend to create confidence in
the public mind as to the security and pormanence of the curyency syste,
and would consequently be effectively instramental in  directing to  India
the flow of capital which i3 so desivable for the increase of her prosperity.”
Sir Edward Holden's ldea. \
_ Sir Edward Holden, in his speech from the chair, at
the annual general meeting of the London City and

Midland Bank, on 24th January 1913 said :—
“We are now experiencing the inflow of gold to Indis, bub we
have before us the more diffienlt problem of how the gold is to be made

* (0—-9299. Minutes of Fividence of the Indian Currency Commities
of 1898, Part 11.—Page 186 ‘
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v out from Tndia. Some believe that an  outiflow can never, be
brought about on economic lines unless 'mioney be 1made: {icheaper
in s India than (at present, n While money rules ' for a cerbain-period
of the vear upto 8 per cont. in India, we cannot iexpect the bank
rate in Tiondon to be efective in attracting gold from India in the same
way as from other countries. 1If'a Bank, .similar o Ithe Bank of F'rance,
wore outablished in India with  mumerowus bramches in different parts of
the cotuntry, and followed up by & greater development of sound banking
ingtitutions, then credit would be oreated by means of loans, digcounting
and borrowing facilities would be increased, 8 per cent. bank rajes
would disappear and & channel would be  provided for making the rates

rasponsiwe to international monetary conditions.
The Times, and the Times of India.

The Times in an article on “A State Bank for
' India” of the 14th March 1913 wrote : |

6 A central institution, with substantial, should be allowed under
the supervision of the India Office to have an' agenoy in London to
transact ordinary business, especially business connected  with ' the
maintenance of the gold Standard. Given & State Bank with large
capital and plenty of resources, heClovernment couid keep its headquarber’s
balances in bank custody without any apprehension of monetary disturb-
ances in consequence of withdrowals, andon the other hand, it would be
able to depeud on the Bank to advance money if the needs of the State

momentarily required the assistance.’’

The Times of Indix expresses its idea thus :—(11th
April 1913). '

S 1f those who advocate the creation of a State Bank would face the
situation squarely by concentrating atbention on that aspect of the ques.
tion and by working in the direction of combining within the ambit of the
pwposed Bank the Paper Currency Deparbment and the gold Standard
Reserves as well as the Treasury Balances at home and in India, and the
home remittances of Government, more practical results would be likely to
ense than by endeavowrs to bring about an ema lgamation of the Presidency
Banks.” | ¢
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11I.—THE PRESIDENCY BANKS AND THE INDIAN
; BANKING SYSTEM.

I have quoted these extracts to show the diversity of
views and vagueness as to the duties that should be en-
trusted to a State Bank and the advantages to be expected

from so entrusting them. As the scheme of Mr. Lionel
Abrahams is based on the assumption that a State Bank,
if formed at all, will be formed by the amalgamation of
the three existing Presidency Banks—the Bank of Bengai,
the Bank of Bombay, and the Bank of Madras, it would
be more fruitful to review the working of these Banks and
the part they play, before offering any remarks on the
scheme of their amalgamation.

‘On the 31st March 1912, the Capital and Reserves
.of the Presidency Banks were as follows :— !

Bank of Bank of Bank of Total
Bengal Madras Bombay
£ £ £ £
Capital ...1,883,000 400,000 667,000 2,400,000
Reserve ... 1,200,000 858,000 707,000 2,260,000

Potal ... 2,588,000 758,000 1874000 4,660,000
The last weekly statements published by the Banks
in March 1912, showed the Government balances held by

them as »follows Gl

Bank of Bank of ‘Bank of Total
Bengal Madras Bombay
£ £ £ £
1,278,000 i 708,000 1,142,000 3,128,000

The operations of the Banks of Madras and Bombay
_are confined to their respective presidencies, and the Bank
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| of Bengal's field of work covers the rest of India inclading

Burma. ! : Lo
The business of the Presidency Banks is governed by

the Presidency Banks Act, No. XI of 1876 as amended by

Acts V of 1879, XX of 1899, and I of 1907 passed by the

Governor-General of India in Council.

‘ The agreeh‘nents between the Government and these
Banks provide that the Presidency Banks are to transact
general business for the Government at their Head Offices
and certain branches : that they are to receive specified
remuneration : that the Government is not bound to retaim
at the Banks any particular sum; but that if its balance
at the Head Office of any of the three banks falls on any
day below a specified minimum, it is to pay the Bank
interest at the lowest rate chargeable on such day by the
said Bank to the public for loans recoverable on demand.
The remuneration of the three banks and the minimum
balances that they are to hold for the Government at their
Head Office without charging interest are as follows i~

Remuneration Armount of Balance

Por annum below which in-
#®  terest becomes.
payable.
Bank of Bengal 12,900 238,800
Bauk of Madras 800 ! 120,000
Bank of Bombay 800 138,000

The revision of these agreements s, as Mr.. Abrahams
says, NOW under the consideration of the Government of
India. ‘
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Yactual practice the Government of India is much
more liberal to the Banks than the agreements provide
for. They usually keep at the head offices of the three
. Banks the following amounts much in excess of the high
minimums —

_ £
Bank of Bengal 467,000 to 533,000
Bank of Madras A little over 138,000
Bank ot Bombay 267,000 to 888,000

i [

On the flotation of a loan, and in special cases, the ‘

amounts are increased.

At times of great stringency in the Money Market,
the Government of India grant loans at interest to the
Presidency Banks.

Another form of assistance given by the Government
to the Presidency Banks is that as an encouragement to
the opening of new branches, a minimum balance at a
branch is guaranteed for a number of years.

On 31st March 1913 the Presidency Banks handled
Government Cash Balances to the extent shewn below -

i No. Amount
Head Offices ofPresidenicy Banks 3 £ 1,596,400
Branches of Presidency Banks 85 £ 9,156,600

In spite of 21l these advantages, the Presidency Banks

were on many occasions unable to meet the dema) < of

the Government: In the decade between 1860 an
the disadvantage of depositing an excessive amount

W
L
A
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Jevernment balances in P&mdency Banks had been
illustrated by two cases :

(1) On 9th December 1863, the Bank of Bengal held
a Government balance of £2, 968,000 ; and its cash assets
consisted only of £1,000,000 (a specified coin reserve
against Government deposits) and £998,000 available
against the remainder of its liabilities to the Government
. and its liabilities to private depositors. The Government '
 found difriculty in withdrawing money standing to its
credit. ‘For about eight or ten weeks the anxiety was
very serious.’  (Sir C. Trevelyan).

) ' (2) The position of the old Bank of Bombay was
unsatisfactory from 1863 until its liguidation with a loss -
of capital of about £1,900,000 in 1868, 1In 1865 and in
1867 there were large withdrawals by the public. and on
;‘»each occasion the Government had to promise assistance
to prevent or check panic. : o
Similarly in 1874, at a time when the Government
had a balance of £ 1,000,000 at the Bank of _Borhbay, the
Bank remonsirated against the proposed withdrawal of
£350,000, and the withdrawal was postponed.
This incident was the immediate ecause of the
1 estebhshment of Government Reserve Treasuries at
b Ca,lcutm ini 1876, and at Madras and Bombay in 1879.
The. Government dep051ts bear a high proportmn
to the Capztal and Reserve and the ca.sh of the Premdency ‘
Banks, The percentages of Government dep051ts (d.) to.

i
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{ and Reserve ‘and (b) to cash at the dates men-

twned in the last three years were as follows :

Bamk of Bank of | | Bank, of
Bengal Madras Bombay
Percentage of | Percentage of = Percentage of
(tovernment Grovernment Grovernment
Deposits to Deposits to Deposits to
Capital and Qapital and | Capital and
Reserve Cash | Reserve Cash  Reserve Cash

L

1910
March 5119 379 54'83 " 44'6 916, 563
" December |47 3476 67'6 395 T4'2 1348
1911
March 54'9 36°8 689 1210 849 4615
December 604 28:9 53'5  35'8 s A SO 2 4
1912
March 605 29 98'§ | 87 88 0 8BB
Decamber P 517 29'1 534 | 386 61 BLB

. These banks have not like most of the Great English

Joint Stock Banks or some Indian Joint Stock Banks

uncalled capital. This and the high percentages shown
above are strong arguments against a large increase in

the amount of Government money deposited with the

. Presidency Banks.
' The Presidency Banks, the English and Foreign
“Exchange Banks, Indian] Joint Stock Banks, and  private
Indian banking firms and agencies constitute the banking
machinery of India.

The Presidency Banks, as has already been shown, :
confine | their activities to Government business, local

* trade, and their foreign banking business owing to charter
restrictions is a negligible quantity.

These Banks, literally subsidised by the State, cla-
mour for more money to be placed at their dlsposal and

access to the London Market
10
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The Foreign Ezchange Banks. ‘
‘The English and foreign Exchange Banks, conduct
the external exchange business of the country and also
do local business in places were they have offices.

These banks which play an important part in
financing India’s foreign trade are :—Chartered Bank of
India, Australia and China, Declhi and London Bank,
Hongkong and Shanghai Banking Corporation, National
Bank of India, Mercantile Bank of India, Eastern Bank,
Comptoir National d’ kscompte de Paris, Yokoham
Specie Bank, Deutsche-Asiatic Bank, International Bank-
ing Corporation and Russo-Asiatic Bank. The following
figures sbow their position i—

g
Capital, Reserve and Rest 22,600,000
Deposits in India i 16,200,000
Cagh in India 12,860,000

The position of these Exchange Banks, so far as
India is concerned, is not so strong as these figures, appear
to show for the following reasons i~

(1) They are all Banks with Head Offices out of
India.

; (2) The cash they hold in India is of very limited
amount and represents only a small fraction of their
liabilities to private depositors in India.

The other»Banks are nineteen joint stock banks

with
£ i
Capital i £ 1,887,000
Reserve and Rest 670,000
Deposits A 17,100,000
Cash 1,868,000.*

* Btatistical Abstract relating to British India, 1910,
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| ‘In“digenmw Agencies and Bamners.
In addition to these, there are private Indian indi
genous banking and quasi-baﬁking firms, some of them o
large means and connectious ; money-lenders like the
Seths, Marwaris, Nattu-Kottai Chetties, Bunyas, Shroffs
'Mahajans ; and corporations like the Nidhis, land and
mortgage banks. These are the agencies that furnish
credit (and form the banking machinery) to the Indian

‘population.
. 1V.——A CENTRAL BANK AND ITS FUNCTIONS
In previous discussions with regard to the functions
to be assumed by the proposed State Bank, and the
objects to be served by its existence, the following list
‘includes all that was contemplated :— ‘

1. The Convertibility of the rupee i+« Mr. Hambro’s note. '
2. Expansion and Contraction of supply
of loanable capital | . 'Mr; Hambro's note.
3. Foreign Remittance Business ces(Grovt. ‘of  India’s letter
24th Aug. 1899,
4, Management of Paper Currency io Govt. of India's letter

24th Aug. 1899.
5. (Consolidation and Concentration of

banking facilities in India .vo 8ir Clinton Dawking’
! speech—1st Sep. 1899,
6. Acoess fo Liondon s Do,
7. Increase of banking capital Venl Do.
8. Sterling capital ‘ev Gov. | of India’s lettm'
| 18th Jan. 1900,

The reasons that led to the Government of India’s
‘temporary abandonment of the scheme were :—

(1) Expense, owing in part to the fact that additional
capital could not be profitably employed throughout the
‘year.

(2) ‘Provincial jealousies’ and personal reasons.



V —THE SCHEME OF MR. LIONEL ABRAHAMS,
| The scheme of Mr, Lionel Abrahams is based on
the assamption that a State Bank will be formed by the
‘amalgamation of the three ‘existing Presidency Banks.
The duties to be entrusted to the State Bank are
(A) the holdmg as Bankers of Government Balances
in India, (B) the management of Paper Currency, and
(C) the Participation in the sale of drafts on India for
meeting the Secretary of State’s requlrements

The primary object for which a State Bank would

be established would be in order that the Government ‘
of India might deposit with it balances in excess of those |

g

it now deposits or could deposit with the Presidency Banks

as at present constituted. The chief result looked for
from the increased deposits would be a reduction of the

average rate of discount in India and of the range of

 seasonal variation in that rate.
(@) Duties and Privileges that would not
be entrusted to it
Mr. Abrahams says that (1) No Bank would accept
the responsibility for the ‘convertibility of the rupee’ in

the sense of undertaking a definite obligation to provide
sovereigns for the public in exchange for rupees without

limit of amount. All that a Bank could be expected to

do is to issue sovereigns, when it has them, to the public

as the Government now does at the rate of 1{~eRe 18,
(2) No Bank would accept an unlimited obligation

to sell bills on London (except so far as it is the agent o}



arnount in order to support exchange.

) The responsibility for the management of the
Gold Standard Reserve should remain with the Govern-
ment, though as a matter of convenience the carrying ‘
out of particular transactions relating to it might be
.entrusted to a State Bank.

(4) The question of allowing a State Bank to borrow
in London on the secunty of its investments in order to
send money to India raises certain difficulties of detail.

(5) The balance ofconszderatlons seems clearly against
‘allowing a State Bank to receive deposits in London. 1f
deposits in London were ‘allowed, the object would be
to enable the money to be remitted to India to be placed
by the Bank at the dlsposal of trade ; but the liability to

. withdrawals by the London depositors, involving the

automatic reduction of the amount at the disposal of the
Bank and of trade in India, might be seriously inconve-
'ment.

' (6) There appears to be no reason why the bank
should enjoy in relation to the coinage any special position
such as was contemplated by Mr. Alfred DeRothschild.’

(b) Methods of business.

The Bank should act under a code of rules sanctioned
by the Government but that the Government or its.
representatives should take no part in the management. =
The other method is that the Government should directly
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“through Government directors take part in the matage-
ment of the Bank. This is supported by the precedents
of the Bank of France, the German Reichsbank, the
Austro-Hungarian Bank, ' the Bank of Russia and the
Bank of Japan. If the Directors are well chosen their

 presence ought not to hinder the Bank in the efficient
conduct of its business either in ordinary times or
emergencies, and would be a safeguard, such as would be
required alike by the direct interest of the Government
and by public opinion against rash trading.

The transfer of the management of the Paper
Currency to the Bank would increase the necessity
for the appointment of Government directors, because
no one would seriously propose that the £ 23,000,000 in
sovereigns, £ 13,500,000 in rupees, and £ 9,300,000 in
securities now (9th July 1913) held by the Government
as the Paper Currency Reserve, should be handed over
1ca private enterprise Bank free from detailed Government
aantrol. '

The position created by the presence at the London
Office of a Government representative, ordinarily acting
in co-operation with the representatives of the Bank, but
with great powers of control in reserve, would be precisely
similar to the position of the Government director in
London of Guaranteed and other Indian Railway
companies who has, under the contracts between the
various Indian railway companies and the Government

‘power to exercise at his discretion an absolute veto inall
proceedings whatever at the Board of Directors.”



\; “%ould be a matter for consideration which of t
. following methods should be used to keep the Secretary
\of State in funds:—
Shipment of sovereigns from India either by the
Government of India direct to the Sectetary of State or
by the Bank in India to its London office ;

| Withdrawal of money from the Gold Standard
Reserve or Paper Currency Reserve in London against
payment of the corresponding amount’ to those Reserves
by the Government of India in India;
Issue of Loans by the Secretary of State;
Borrowing by the Bank in London in order to place
money at the Secretary of State’s disposal. ‘

(¢) Capital, Division of Profits, Provision for revision. or
termination of relations between State
Bank and Government.

| The money held by the Government in Reserve
Treasuries on 31st March 1912 amounted to £3, 506,000,
1f this had been reduced to an Emergency Reserve of
£1,000,000 by the transfer of £2,506,000 to the Presi-
dency Banks, the total Government deposit in the Banks
‘would have been approximately £5,634,000. These
figures suggest that an increase of capital would be
desirable. Mr. Abrahams says that as the Presidency
Banks are unwilling to increase their capital, it would
perhaps be best that the Government should be content
to rely on an increase of its own control, rather than an
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“‘”easé of stock holders' capital, for the additional
security required in respect of its larger deposits without
insisting on an increase as one of the conditions of a
scheme of amalgamatlon !

The Government should share in the proﬁts of the/
Bank., Such profit-sharing partnership between the
Government and companies are a familiar feature in
Indian administration, since most of the important
railway systems of India are worked under similar agree-
ments.

In view of the importance of the duties that would
be entrusted by the Government toa State Bank, it
would be clearly necessary to include in the agreement
charter, or other instrument by which it was constituted,
some provision such as are included in the constitutions
of the Bank of France, the Bank of Japan, and the
Reischbank for enabling the relatlons between  the
Government and the Bank to be revised or termmated
at stated times or on the occurrences of specified

ev ents

Under the German Bank Act of 1875 the Govern-
ment had the right of discontinuing the Reichsbank and
buying up its property on certain terms on 1st January
1891 and thereafter at the expiration of every ten year
period. It could have done so at a considerable profit

in 1911, but the wuse it made of the option was to
reduce the share of profit distributable to the share-
holders. ‘ |
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At antdge‘s‘and“Dis‘ad»vqhtages of the Scheme an
Probability or Otherwise of its Adoption.

Mr, Abrahams summarises the considerations for and
against the establishment of the Bank thus :—

Advantages i—

(1) The whole or a part of the money that is kept
under existing conditions in Reserve Treasuries and
possibly a part of what is now kept in District Treasdri‘és
would be deposited with the Bank and thus placed at the
disposal of trade with the prospect of a beneficial effect “
primarily on discount rates and ultimately on the general

_course of industry and trade. The measure of this
~advantage depends mainly on the amount of money ‘
that would be transferred from Government Treasuries to
. the Bank, ‘ !
1 2) If the practice of lending at certain times from
 the Paper Currency is to be introduced, the best ‘agency
for carrying it out would probably be a State Bank in
charge of the Reserve and at the same time in touch with
the commercial community. |

(3) The existing system under which Council Bills
and telegraphic transfers are sold by the Secretary of
State involves the transaction by him and his staff of work
outside the ordinary sphere of a Government office. There
would therefore be some advantage in the cessation of the
Secretary of State’s sales of Council Bills and the substi-
tution of the sale, by the London office of a State Bank,
of drafts on its Indian offices.



(4) There would be an advantage in the reduction of
' the Cash balance held by the India Office and consequently

of the work and responsibility undertaken by itin connec-
tion with the placing of money on loan or deposit.

(3) The Government might find it advantageous to
borrow temporarily from a  State Bank (in India or
England) instead of issuing a loan.

(6) The Government would derive a pecuniary
advantage from its share in the profits of a State Bank,
representing in effect interest received on the part of its
balance taken from Reserve Treasuries and other places
where it now lies idle.
| Mr. Lionel Abrahams adds that he does not assume
 that the establishment of a State Bank would enable
economies of any importance to be effected by the
reduction of Government establishments, or that it would
lead to any increase in the popularity of the Paper
Currency or in the efficiency of its management. Neither
of these results seems probable. As regards the latter the
growth of the note circulation and the additional facilities
for encashment that have from time to time been provided
under Government management seem to indicate that the
efficiency attained under that system is probably as great
as would be attained under management by a bank.

(¢) Disadvantages of a State Bank and A;‘guments‘
against ‘its Establishment,
(1) The Government of India and the Secretary of
State, by surrendering the custody of Government money
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and delay in obtaining it when required.

(2) The advantages mentioned in (1) and (2) could
be obtdined to a considerable extent without the agency
of a State Bank by an extension of the present practice
of placing part of the Treasury Balances on deposit with
the Presidency Banks.

(3) The amalgamation of the three Presidency Banks
into one State Bank, with its headquarters presumably at
Caleutta, would curtail the independence and responsibility
of the Presidency Banks and it will be remote from the:
markets of Bombay and Madras.

(4) Differences might arise as to the relation between
the London office and the Head office of the State Bank
in India regarding the sale of remittances in India.

These do not include any reference to the possibility
of loss to the Government through the transfer of the
" management of the Paper Currency. One of the condi-
tions of the establishment of a State Bank, including the

transfer to it of the management of the Paper Currency, -

would be the retention by the Government of the net
profits of the Note issve.

Such is the scheme worked out by Mr.  Lionel
Abrahams in his memorandum where he says that the
probability of a State Bank being established depends:
mainly on the views taken by the Secretary of State, the:
Government of India and the Presidency Banks.

i
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—THE LEADING CENTRAL AND STATE BaANxs.
| The closing words of the despatch of Lord Curzon 8
Government in ]dnuary 1900 put the case for a State

 Bank tersely :— ‘
"We should then look fo conta ol being exermsed over the money

‘ ‘_market which the Presidency banks do not pte’ﬁend to have gained, to

il greater efficienoy and to unity in the management of banking resources,

| o & more repasd relesrm inso the general cwculatwn of money raised by

|| taxation, to an accelarated development of railway and other enterprises

. and to a relative steadiness in the rates of discount which would be of vital
‘u‘nporb‘anw to sound business in this country, It ig only nhrough gome
eomprehensive measuare of this character, which would increase the
‘permanent banking resources of Indin while at the same time opening

. the ‘door“to a last banking resort, that India may count upon tea,ping i

| full advantage, through  access to London of the gurrency policy Upon
Whlch she has embarked.”

Enough has been said to show what the advoccltes
of a State Bank for India have in their minds. I will
deal with my criticism on a later page ; but in the mean-
. time let us grasp some fundamental principles involved
in the organisation, working, and control of grate State
and Central Banks such as the Bank of England, the
Bank of France, the Bank of ]apan, and the Reichsbank,

T}w Bank of England.

In the Bank of England the bank par excellence of the
modern world, the Issue Department is quite distinct from
the Banking Department. The issue of notes is strictly
_ regulated by the Bank Charter Act of 1844, whilst, on the
other hand, the management of the deposits and of dis-
counts and the determination of the reserve are left to
the dlscretxon of the directors. The Bank of England
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' ccmducts the barikmg busmess of the Brmsh Government !
i Aasvgts banker. Into the Government’s current account |
* figuring in the balance sheets as “ Public Deposits,” all"_ |
the taxes are ultimately paid, and from it all Govemmentr‘

;'dlabursements are made. The term ‘‘Other Dcpomta

 occuting in the weekly balance sheets includes not only '

 the deposits of private traders of corporatxous and foreign

‘ wgovernmenta, but also the surplus money of the London i
bankers, and of many country banks. The term xcpxeqents L

the total sum which the money market can at any.
moment claim from the Bank, and which the Bank |
would be bound to pay in notes or gold if required.
| The Joint-Stock bankers treat their balances with the -
. Bank of England as being equivalent to gold, and
include such balances in the basis of ‘cash in hand and

. at the Bank of England’ upon which they rest their
superstructure of loans.  ‘Government Securities’ on the_‘_ Gl
assets side, covers the Bank’s holdings of British Govern- | |
ment Stocks, of Treasury Bills of Exchequer bonds, 'md\‘ i

 of deficiency bills ; these last being the security given by
(rovernment to cover ' temporary advances made by the
' Bank. Such advances are usually required at the end
of the quarter, if the Government balance is insufficient
to meet the dividend and other payments whnch then
become due. .

' The resetves of the Bank of England form the foun-
dation of the whole credit system of the United Kingdom.
Experience has shown that even in the worst crisis the

‘ Bank of England notes are above susplclon The Bank
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England could advance to other banks in times of crisis
enough note and gold to replace the other forms of shat-
tered credit and check panic. It keeps 2 large reserve of
gold to meet the liability of a foreign drain which may
arise in an unexpected way and to an unknown extent.
Bagehot gives as an illustration the payment of the
French indemnity to Germany made to a large extent
through London. The essence of the operation was a
transfer by the French Government of various amounts
to the credit of the German Government. 1t thc.
German Government chose to demand gold, the"{’;gold
could only be provided by the Benk of England. A
similar operation was effected when Japan exacted a war
indemnity from China payable in gold. When the Bar-
ing’s firm fell under a  cloud, the Bank of England came
‘to the rescue and averted a crisis by borrowing £3,000,000
of gold from the Bank of France and one and a half
millions from Russia. It is the dominant position of the
Bank of England that has made the London money market
the only free market for gold. A collapse of credit in any
country will lead to a sudden demand for gold which will
be felt very keenly in England, and to a less extent in all
other countries. Thus during the American crisis of
1907, nearly £25,800,000 in gold was shipped to New
York. The greater part of this sum came direct from
London, but the Bank of England, by raising its rate of
discount, drew gold from seventeen other countries and
to the amount of more than £15,000,000. This inter-
national supremacy of the London money market is due
to the fact that England is a great creditor country,
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L The managément of the British national debt bas
been confided to the Bank of England. The dignity
which the position of banker to the government gives, the
fact that it is the banker of the other banks of the country
and for many years had the control of far larger deposits
than any one of them individually ; the privileg= of
issuing of notes :—all these privileges gave it early pre-
eminence which it still maintains, though more than one
competitor now holds larger deposits, and though collec-
tively the deposits of the other banks of the country which
have offices in London many times over pass its own.
Some idea of its strength and position may be gained
from the fact that Stocks are now inscribed in the bank
books to an amount exceeding 1250 millions sterling.

The deposits and current accounts of the Bank of
England and the Joint Stock Banks of the United
Kingdom amount to £1,053,000,000, The average gold

| reserve held by the Bank of England amounts to

~ about £35,000,000. The stock of gold held by the Joint
Stock Banks amounts to £ 35,000,000, The gold in
circulation as coin in the packets of the people amounts to
£70,000.000, The national wealth of the United Kingdom
may be estimated to amount to £ 16,000,000,000. The
average circulation of Bank of England notes in 1906
was £28,890,000. The number of banking offices in
England and Wales in 1906 was more than 5880:. The
banking business of England, in 1906, was carried on by
about ten privafe and sixty joint sto’q}; ba‘pk‘s.‘
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Outsxde the United ngdom in the Colomes, Indla,
and ‘foreign countries, British banking activities wield
collectively about ' £62,000,000 capital, and more than

e £4~)5 000,000 deposﬁs operating at about 3700 offices.

‘ The Bank of E. rance.
The Bank of France founded in 1800 by Nopoleon

I,has remained from that time to the present day by far

' the most powerful financial institution in the country. It
" was founded to support the trade and industry of France
and to supply the use of loanable capital at a moderate
i charge. These functions it has exercised ever since with |
“great vigour and judgment, extendmg itself through its
branches and towns ‘attached to ‘branches all over the
country. Great ‘pains have been taken, especially of
recent years, to render services, to hrge and small
busmesses ahd 6 agrlcultural industry. 1In 1877 the

‘offices of the Bank of France were 78 in number, In 1908
they were 447 mcludmg the towns connected with. the s

| branches. More than 20,000,000 bills were discounted i
. in 1906, the total amount being | £559,234,996. The |
‘adwvances on securities were in the same year £106,280,124.
 Since the 27th March 1890 loans of as small an amount
as £10 are granted. In most case three “names” must
be furnished for each bill " or suitable guarantees or
security given, but these necessary safeguards have not.
"to be furnished in such a manner asto hamper applicants
' for loans unduly. In this manner the Bank of France is
of great service to the industry 'of the country. It has
never succeeded, however, in at_tract"in:g depogsits on

lr’ v
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i banks of the Enghsh spedku’}g peoples, but it held in 1906 i

~ aboubt £35,000,000 in deposits of which £14 millions was
on account of the Treasury and £21 millions for indivi-
duals. At the present time the Bank of France operates
chiefly throngh its enormous note circulation (in 1906,
" about £ 186 millions) by means of which most business
transactions in France are carried on. The gold held by
the Bank of France is considerably larger in amount than Nl
' that held by the Bank of England. The large specie
teserve of the bank has given stability to the trade of ‘
 France, and has enabled the bank to manage its busiriess‘
‘without the numerous ﬂuctuations in the rate of discount
whlch are constantly appearing in England. The !

advantage to business from the low rate of interest which

has to be paid for the use of borrowed capltal in France
is a great advantage to the trade and industry of that

country. Besides the Bank of France, serveral great
| credxt institutions carry on business in the country i

(apital & Reserve Other liabilities,

deposits, eto,
(1) the Banque de Paris et de

. Pays-Bas ! wos 8875 Millions. £ 15 Milions.
(2) The Banque Hrancaise pour | ‘
/' 1s Qommorce et I’ Industrie... £ 2'5 B £l o
(8) The Oredit Lyonnais el i A £825 1,
- () Tho Comptir National &
Hscompte de-Paris AR R0 ol Lokt sl iR
(5) The Bociete (renerale de
‘ eredite P R o SR R 1 i R
(6} The Societe Generale pour ‘

fn.vorswr on Hrance R i
i o i

it B 46 4
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There 19 also the Credxt Foncner de France with a

‘ ‘very considerable capital, the business done is largely that

of mortgages. Besides the six 1mportant joint-stock

banks, mentioned above, there exists in France a large

number of provincial banks, carrying on a very con-

. siderable business.

i THE REILHSBANI& ‘
| Besides the Imperial Bank of Germany, the “ Reichs-

bank, " there are about 140 banks doing business m
;the States which from the German Empire. As far as
‘Capltal is concerned the £13 millions of the Bank of
. England considerably exceeds the £9 millions of the“‘

Bank of France and £12 millions of the Bank of Germanv
The note-circulation of both the other banks is larger than

‘that of the Bank of England, that of the Bank of France
‘being /186 millions and of the Imperial Bank of Ger-
 many £69 millions in 1906. The capital and reserves of |
the German banks, including those of banks established

to do business in other countries as South America and
the Far East and of the Bank of Germany are about £133

. millions with further resources, including deposits, notes,

and mortgage bonds, amounting to fully £414 millions.
The amount of the capital compares very closely with
that of the capitals of the banks of the United Kingdom.

 The deposits are not the whole of the resources of the
German banks as they make use, besides, of acceptances
ina manner which is not practised by the banks of other

countries. A large and increasihg proportion of the
resources of German banks is employed in industrial
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‘dticerns, some of which are beyond the boundaries of
_ the empire. | Wi
| Since 1870, when silver was demonetised and a gold
standard was inaugurated, banking has made immens
progress in Germany. U
' The Reichsbank, by far the most powerful bankin
_institution in Germany, which came into full operation in
1876, is managed by the bank directory appointed by the
Chancellor of the empire. The shareholders join in the
management through a committee, of which each member
must be qualified by holding not less than three shares,
The Government exercises complete powers of control
through the Chancellor of the Empire. | The influence of
the Imperial Bank now permeates by means of its branch«
es (443) all the separate kingdoms of the empire——the
‘uniformity of coinage introduced through the laws of
A871473 rendering this possible, The imperial bank
assists business principally in two ways—first  through
the clearing system which it has greatly developed, and
secondly through the facilities given to business by its
note circulation. Through the ¢ clearing system’ money can
be remitted from any of the 443 places in which there is
an office of the Reichsbank, to any of these places, without
charge either to the sender or the receiver, It is sufficient
that the person to whom the money is to be remitted
should have an account at the bank, Any person owing
him money in the remotest parts of the empire may go to
the office of the bank which is most convenient to him and
pay in the amount of his debt, which is credited on the



ol]owmg day at the office oi the bank thhout charge, |

i the account of his creditor wherever he may reside. | The

‘ pemon who makes the pay ment need not have any account !

il / wlth the bank The impetus given to business by this
f““j‘drrangement has been very considerable. It practically

amounts to a money order system without change or risk ‘
‘ of loss m transm1551on : ‘

Con51derable help is given to agnculture in Germany
| I‘ rance, Austna and other countries. The Prussmn
. government has founded and endowed with £2 millions

 of public money, the Central Co-operative Bank whose

object is to bring capital within the reach of the various
groups of co- operative banks, In France, the Bank of
. France has been compelled to lend nearly £2 millions, free

of interest, and to give about £120,000 per annum out of

i ‘1' its profits to assist agriculture; this money is ‘being lent i

_free to ‘regional’ banks and by them at about3 p. c.to

lora] societies.

State help is very noticeable in the modern develop?

. ment of agriculture and industries, in Denmark, Canada,

| New Zealand, Ireland, France, Germany, Russia, Japan,
and the United States, where the state has played a great
part in performing or assisting functions which neither
voluntary association nor individual enterprise could well
*perform alone; in providing technical education, expert
b advxsers, exhibitions and prizes ; in distributing informa-
tlon in all forms,m finding out markets, contro}lmg
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even gradmg, brandmg, Wax‘ehousmg and freezing produce, |
and maintaining trade agents abroad.

The Bank of Japan.,

Un‘ul her final adoption of a gold standard and“
currency in 1897-8 (when the Fowler Committee was |
sitting), the foreign money market was practically closed
‘to Japan. The Bank of Japan exercises an effective
control over the ‘money ‘market of Japan; and its greaf‘
power and influence commence from 1900. In 1895 a ;
group of special institutions, called agricultural and

commercial banks were organised and centred . on

' a Hypothec' bank, the object of the system bemgh

to supply cheap capital to farmers and manufacturers

_on the security of real estate and otherwise. These
| various institutions, together with clearing houses, bankers

assoclatlons the Hokkaido colonial bank, the bank of
Formosa, savings banks, the credit mobilier of Japan and
a mint with the Bank of Japan at the top complete the
financial and banking machinery of modern Japan. Japan-
ese financiers believed from the outset in gold monometal-

lism. 'In 1867, Japan did not possess so much as one

banking institution worthy of the name ; now it has 2211
banks with a capital of . £55 million‘s, and  deposits
of £ 150 millions. In 1867 there was not one savings

bank now there are nearly 500 with deposits  of

over £50 millions, The average ‘yearly dividends
varied Dbetween 9 and 10 p. c.in the ten years
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f mg ]906 In this remarkable movement of industrial i
. expansion, and economic development of Japan, the State
' has played the leading part.

VII-—-WHAT A STATE BANK FOR INDIA SHOULD B:
! ITs FUNCTIONS. ‘
‘ ‘A““‘Centml Institution for India Necessary.
‘ The recent bank failures in Bombay and the
Pun]ab ‘have brought home to us the necessity of a
central and powerful banking institution, with resources
ample enough to play the part of the Bank of England,
 Bank of France and the Reichsbank, in England, |
“Fance and Germany respectively, in coming to the
 assistance of other banks in times of panic and controlling
‘the money market generally, The Presidency Banks
' at present constituted are institutions run by
huropeans in their own interests mostly if not
 exclusively. The bulk of the capital invested in them is.
in the hands of retired European officials and merchants.
Their Directorates work hand in hand with the European
Chambers of Commerce. Indian politicians should realise
the disastrous and reactionary part the Buropean mers
camtile commimity plays in the political, economic and
‘industrial spheres.

Sir Edward Holden, Mr, Moreton Frewen, Messrs,

' Samuel Montagu and Co., and other interested parties
haLve in recent years talked a good deal of nonsense about
the ‘great drain of gold to India.’ The annual gold



té prevent London financiers and bankers from getting
~ gold if they pay the price. i

World's Gold production and Distribution,.
The hollowness of their arguments would be evident
from the following figures:—In 1900—10, the world’s
gold production amounted to nearly £ 810 millions, This

was distributed in the decade thus: i
Industrial Consumption ... £192 millions.

Banks of Issue of Hurope AR 7 RN
Banks and Trea.sury of the Umted

States o U R Y 1
India S
Banks and Oonversmn fund of South |

America S8 b

| Australasia, South Arfica, and Canada EAGRIR i W

Hegypt Pl (o) W
Bank of Japan ik 14 4y
Banks of Mexico 6 ”
Other banks’ cireulation and private

holdings 54 millions .

The gold imported by Indxa is about one- tenth of the
world’s production and of this a large part is locked up in’
Government Reserves and Treasuries.

Any attempt to bring a State Bank into existence as
the deux ex machina to check the imports of gold into
India is bound to end in failure and will find no respouse
in Indian circles. It would be much better if Sir Edward
Holden and others of his clags do not trust their advice
on Indians who do not want it and who are able to see
through thelr disinterestedness.
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i Its Pmme Fzmctums T

| There isa ecrying naed for cheap money m Indxam
el ‘The proper and prime function of a State Bank would be
| to make money cheap, abundant, available during the
‘ “Imsy season, and accessible to the Indian agrwulturzst

i trader and entre/)reneur. 1 am opposed to the schema of‘g
. Mz, Lionel Abrahams for the formation of a State Bank
. for India by uniting the Presidency Banks nordo I

i favcur any scheme which has for its Ob_]GCt the handmg
| over carte blanche the paper currency, exchange busme%w ‘

o and cash balances to a private institution. /

' The proposed State Bank should be adequqtely
| capltahsed. Ten millions sterling may be laid down as
_ the minimum capitali| The German Reichsbank is the
proper model and the State Bank for India should be
' managed on the lines of the Imperial Bank of Germany.
The State Bank would effectively keep the Indlan‘ ‘
‘ Gold Standard Reserve and Paper Currency Reserve in
‘ . India, and would put an end to the interference of the

- London mohey market; and the present unsafe position
. of investment in securities of millions. It should be an
“ instrﬁment for allowing and encouraging the free and
unfettered inflow of gold to India and keeping it in the
‘country 1t should be strictly a State institution, under
i the control of the Government so as not to be outside the ‘
. pale of public and Parliamentary criticism.  Of course
| provision should be made for the representation of Indlan
.i; i interests m the management j ! :
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- uld help Agmutture zmd Co- opemtwe Cmdat

agnculture and the Co-operative Credit movement. The

‘State Bank should do nothing to increase credit currency,

as some would advocate, or in any way meddle with the

increase of note circulation assuch a step would only lead

_ to the inflation of paper money and end in disaster. It

| should not be allowed to enter into foreign business on

"any large scale as the tendency to employ money profitably

abroad would lead to the transfer of funds outside India.

The financial needs of India should be its prime and sole
consideration.

| The agreements with the Presidency Banks, which
favour them now unduly at the expense of other indige-

ngus institutions should be revised. = As, according to Mr.

Abrahams, their revision is now under the consideration

of the Government of India, Indian public bodies, mer- ‘

Tbe ‘State Bank should be in a position to help 1

chants, bankers, and publicists should ask for a revision

as regards ‘
' 1, The independent valuation and publication of
'aqsets

Z The personal of the directorate and its election »

3. ‘The remuneration rates and the keeping of mini-
mum balances interest free ; |
4. | The guarantee of balances in opening branches.

There is no justification for Government keeping

balances in and giving concessions to banks which are not
in a position to grant even temporary accommodation to



it Whtch m a crisis 100k to Government support, and
which offer no assistance to the development of indigenous
concerns, V Sy
. The connection of the Government w1th the Presi-
dency Banks has created an impression among large csec-“ v
tions of the public that the State is responsible for their
. sound working and stability. The sooner this anomaly is
done away with the better. j

SHOULD CO-ORDINATE THE COUNTRY'S
ENTIRE BANch, SYSTEM.

The proposed State Bank would put an end to thlS b
state of affairs by becoming the custodian of cash balances :
and the banker of the Government. It should co-ordinate
the entire banking system of the country and extend
banking facilities by spreading a network of branches all
over the country to finance internal trade, and  assist b

indigenous industries and agriculture. The Presidency [l
Banks should be left severely alone and Goyernment

business withdrawn from them and transferred to the
- State Bank.
It is difficult to believe in the philanthropic intentions
of London joint stock bankers who cry hoarse at India’s
¢ drain of gold’ while they wink at the abnormal with-
drawals of gold from London by foreign countries. The
Secretary of State should no longer be a party to the game
of Lombard Street to prevent the inflow of gold to India.
A well conducted State Bank would go a long way to
telieve the stringency of the Indian money market, bring
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. inking ‘vmac‘:hinery“ in line with the country’s advance-
‘ment ; popularise and raise the value of Indian securities
and restrict sterling obligations: give stability to the

' finances ! secure the antematic working of the currency.

system and play a dominant part in the agricultural
and industrial progress of India.

CHAPTER X.

A GOLD CURRENCY FOR INDIA AND THE
CHAMBERLAIN COMMISSION.*

“The Royal Commission on Indian Finance and

Currency held 34 meetings and examined 33 witnesses.

Of the 10 commissioners onlv one was an Indian, And of
. the 33 witnesses only four were Indians—one official and
_three non-official. Qut of a population of 315 millions,
‘ whose financial affairs were the subject of inquiry, only
three non-official witnesses were selected by the authorities
to represent their interests. The report t is a very dis-
appointing document. The Commissioners have white-
washed the authorities with a big brush. The argument
that the people of India do not desire gold but that they

* Mhis criticism appeared in the Séatist (Liondon) August, 1914,

t Pinal Report of the Royal Commisgion on Indian Finance and
Ourrency, [cd. 7286] 1914, Price 9d.

Minutes of evidence. Vol.I. [ed. 7069]. Price 2sh, 10d. Vol. IL,
{ed. 7287) 1918. Price 1sh. 4d.

Appendices. Vol. I. [ed. 7070] 1918. Price 2sh, 10d, Vol. II.] ed.

. [7071] 1918, Price 2sh. bd. Vol. III. [ed. 72438] 1914, Price 1sh, 2d.

Index, fed, 7289] 1914, Price 9d. ;




P "'fer s11ver is absurd for f:he sxmple reason  that they héwa i
dul not been gwen any chance of exercising their dlscratlan- 0
/ ‘m ‘the matter. It is the chque at Whitehall who autocras
| tically determme the form of currency for the Indian

“,peuple who are prclctlcally voiceless. It is ' the India
i Ofﬁce that forces on the Indlan people millions of token

rupees against their will. The people of India have from

| time immemorial been accustomed to a full-value currency, |

and wnll not accept any policy that forces on them an
‘ lnc:onvertlble token currency. They do not care 'in the ‘
least for the ingenious arguments and now-fangled econo-
| mic nostrums advanced by the Commission and the‘
| authorities in support of the present system, The policy
of é()nﬁmation\, inaugurated by the closure of the Indian
‘ ““"“mi‘nts[ 'to the free coinage of silver in 1893, has taught
them a lesson which they will never forget. The closure

| reduced the savings of the people—held mostly in silver

 rupees and ornaments—by some 65 per cent. The most

essential element in a sound currency polry 1s confidence

and confidence the peop]w of India have none in the

i “present policy Ppursued by the authorities and supported
by the Commission, for the snmple reason that the mken

coin, the rupee, profusely minted in unlimited qu'mtltleq
. and given to them unasked does not represent its bulion

~ value and is in fact a currency note printed on silver,

declaring 9d. to be 16d. arbitrarily by the fiat of the
Government. In this respect the Brltxsh Government
is not better than the medieval monarch Muhamed Bin
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pxeces of leather as currency. ,
% The Comml«ssncm deliberately  lays down that pro

. vision should be made for the absolute security, for the

. convertibility into sterling of India’s external obligations,
. while the internal currency should be allowed to drift,
| The fo‘reiguet is to be given the full-value sovereign—at
 the Indian taxpayer's expense—while the child of the
! ‘SOII is to be content with the illusion that @ nme-pefmy

| piece is "a sixteen-penny piece. British pohtluans ‘
:‘and‘ financiers who clamour for intervention if any
foreign country repudiates its national debt are studiously
silent when their own Government forces on the Indian
‘ipeople a nine-penny rupee as a sixteen-penny rupee,
j How could India compete successfully with its rupee,
T whlch costs 16d., with Japan whose yen is rated to her i

gold st.mdard as the rupee at 10d.?

¢ Mr. Charles Roberts, the Under- Secretary for
Indja, in reply to a question put by Sir George Scott !

Rebertson, said (Ma;ch 26, 1914) that during the ﬁnancial
year 1912-13 the ratio borne by the absorption of gold
‘tq that of silver and notes was approximately 11 to 7,

The figures are

(1) Absorption of gold coin L. £11,100, 0004
(2) Absorption of silver coin Li116,993, 000
(3) Absorption of notes 46,700 ¢

“ These figures conclusively show that the people do
 desire gold as currency, and do not preter silver and notes

, who cﬁmp&lled ithe peaple to a.ccept paper and‘
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gold as the Commissioners pontifically declare. The
Commissioners cooly ignore the fact that during the 12
‘y‘ears ending March 31, 1913, the Indian public took up
 about 60 millions sterling in sovereigns, During the same
period the India Office forced upon India something like
the same amount in value of rupees, in spite of opposition.
. That responsible Indian opinion condemns the prodigious
rupee coinage and asks for a gold mint to coin ten rupee
pieces would be evident to anybody who glances at the
speeches of Indian publicists delivered in the Viceroy's
- Legislative Council.”

‘  The Commissioners say that gold in circulation in
India was not used for export in 1907. This is surély a
case of suppressio veri, for the authorities have plainly
stated that they refused to give gold for that purpoese.
Throughout the report it is said that the Indian public
continued to demand rupees, and not gold. It is the India
Office who forced millions of token rupees on the public.
The Commissioners say that gold in circulation is no
support to exchange.  Sir Guy Fleetwood Wilsan and
Sir James Meston have more than once remarked in the
Legislative Council that the more widely gold circulates
in India as currency the less would be the Government’s
difficulty in supporting exchange, To support this
argument, reference is made to the policy of the
Bank of England and the Reichsbank and Germany
is described as replacing the gold in circulation by notes
and keeping the gold so obtained in reserve. No evidence
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: duced to support this contention. Even if the
| ‘ argument . be sound the position is not affected. To
compare India with rich creditor nations who for then
' enormous note circulation and cheques keep large reserves,
and who protect their gold, is absurd for the reason that “
India is not a creditor country, and it has not reached an |
advanced stage in currency and banking. England, France

. and Germany are economising gold to the utmost, because

they have perfected a system of banking and credit and
have advanced beyond the stage where metallic cu'rrmwy
bears @ large proportion. The Commission in their
anxiety to use every argument—sound or unsound
—to oppose a gold currency at all costs parade dog-
matically such a fallacious argument as this. The !
Commissioners also say that has gold coins will displace
notes - rather than rupees, the introduction of gold as
currency is objectionable. Is it fair to force notes on the
public, and say that because gold will displace notes it is
not to be encouraged ? if note circulation is to be increas-

ed, that could only be done by the people showing pre-

ference forit. That is the next stage in the currency

evolution of Indi@, What India now wants is metallic
currency of full value.  An extended circulation of notes
' can only succeed an extensive circulation of gold as
currency, but not precede as the Commissioners observe.
Sir Guy Fleetwood Wilson has emphatically declared that
ten-rupee gold pieces will not disblace ten-rupee notes.
The conclusions of the Chamberlain Commission are not
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Kppendix—A.
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_Summary of the Report of the Royal Commission
on Indian Finance and Currency.

The Final Report of the Royal Commission on Indian
Finance and Currency [Cd. 7236] is accompanied by Volume
11, of the Minutes of Evidence taken before the Commission
[Cd. 7236], the Appendices thereto [Cd. 7238], and the lndex
40 the whole of the evidence [Cd. 7239].

It will be remembered that on September 12, 1913; an
interim veport and a volume containing the evidence faken up

to August 6 was published. This “ report ” was merely a com-

munication to the effsct’ that the Commission had been.  ab
work carrying out ibs instructions, and served ‘ag a covering
lebter oto introduce the evidence. The present blue  books
contain the actual report of the Commission.

The report is signed by all the Cormmissioners, including
My, Austen Chamberlain (Chairman), Lord Kilbracken, Lord
Taber, Sir Robert Chalmers, Sir Hrnest Cable, Sir Shapurji
Broacha, Sir James Begbie, Mr. R. W. Gillan, Mr. H. N.
Gladstone, and Mrx. J. M. Keynes. The Secretary was Mr Basil
P. Blackent.



| policy.

‘ on a stfmble basis has been and ig of the first 1mporba‘nce tor

| Indla. (pm 8.)

Wi

The report, which ig dabted February 94, though practically

. unanimous, has appended toif a note by Sir James Begbie
. stating that he is unable to concur in the conclusions and
" recommendations of the Commission on the subject of currency

His principal objections are given later.
Summary of the Report.

A caroful summary of the Commissioners’ conclusions is.

given in the Report, which will be found invaluable by those

who study it.  'We give it in full,
(i) The establishment of the exchange valve of tha rupee:

(i) The measures adopted for the wmaintenance of the

bxchu.uga value of the rupee have been necessarily and rightly

vather supplementary =~ to than in all respects divectly in

pprsuaﬂqe of the recommendations of the Committee of 1898
(pmzm 7 and 44 t0 46).

(111) These measures worked well in the crisis of 1907-8,
the only odeasion upon which they have been  severely tostad
hitherto (paras. 48, 49). -

(iv) The time has now arrived for a reconsgideration of
the ultimate goal of the Indian Currency System. The belief
of the Committee of 1898 was that a Gold Currency in active

. givoulation is an esgential condifion of the maintenance of

the G‘rold Standard in India, but the history of the last 15
years shows that the Gold Standard has been firmly gecured:

without this condition (paras. 47, 50).

L



v Tt would ‘not be to India’s advantage to en‘noﬁr:ﬂc
‘an inoreased use of gold in the internal cireulation (par. 64)«

(vi) The people of India neither desire nor need any con-
siderable amonnt of gold for cireulation as currency, and the
currency most generally suitable for the internal needs of India
‘consists ofrupees and notes (pa.ms, 50, 76).

(vii) A mint for the coinage of gold is not needed for
purposes of currency or exchange, but it Indian senmment ‘
gonuinely demands it and the Government of India ave
propared to incur the expense, there is no objection in principle
to it establishment either from the Indian or from the Imperial
standpoint ; provided that the coin minted is the sovereign (or
th e half-sovereign) and it is pre-eminently a question in which
Indian sentlment shonld prevail (paras. 69, 78).

j (viii) It a mint for the coinage of gold is not esmbllshad
‘ refined gold should be received at the Bombay mint i in exchange

for currency (par. 78).

(ix) The Government should continue to aim at giving he |
poople the form of currency which they demand, whether
. rupees, notes, or gold, but the use of notes should be encouraged
(par. 76).

(x)  The essential point is that this internal curreney
should be supported for exchange purposes by a thoroughly
adequate reserve of gold and sterling (par. 76). '

The Gold Standard Resgrva,

(xi) ' No limit can at present be fixed to the amount up
to which the Gold Standard Reserve should be accumulated
(par. 86).
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(xhs‘ The profits on coinage of rupees should for the
present continue to be credited exduswely to the Reserve (par.
89).

(xili) | A much larger proportion of the Reserve should be
" held in actual gold, By an exchange of assets between this
Reserve and the Paper Currency Reserve a ftotal of aboub
| £10,000.000 iu gold can be at once sacured. This total should
be raised as opportunity offers to £15,000,000, and there after
| the authorities should aim at keeping one half of the total
Resorve in actual gold (paras. 93 to 100),

(xiv) The Indian branch of the Gold Standard Reserve
in which rupees are now held should be abolished, the rupees
‘being handed over to the Papper Currency Reserve in exchamge.,
for gold (par. 98). b

(xv) The proper place for the location of the whole of
the Gold Sta.ndard Reserve is TLondon (paras. 90 and 100).

(xvl) The Govetnmenb should definitely undertake fo
goll bills in India on London at the rate of 1s 8-29/32d. per
- rupee whenever called upon to do so (par. 101).

(xvii) The Paper Currency system of India should be
made more elastic. The fiduciary portion of the note issue
should be increased at once from 14 crores to 20 crores, and
thereafter fixed at a maximum of the amount of notes held by
Govemment in the Reserve Treasuries plus one third of tha
net circulation, and the Government should take power to
make teraporary investments or loans from the fiduciary por-
ion within this mazimum in India and in London, as an
albernative to investment in permanent securibies (paras. 112

and 113).



-(xviii) We recommoend the irmediate universalisation of
the 500-rupee note and the increase of the facilities for the
encashment of notes (paras. 115). -

Balances.

(xix) The aggregate balances in India and London in
vecent years have been unusually large. This hag been due
mrinly, though not entirely, to accidental caugses and to the
exceptional prosperity of India (pavas. 125, 126).

(xx) Caution is justifiable in framing Budgets in India
but has been carried rather further than was necessary in
~ recent years (paras. 126 and 128).

Proposed Change of Date for the Budget.

(xxi) A change in the date of the commencement of the
financial year from the 1st April to November or the 1st
January would probably enable the Government of India to
frame more accurate Budgets. Such a change would also enable
fhe India Office to fix the amount of their borrowings in
Liondon with closer regard to immediate needs. We commend
this proposal for favourable consideration (paras. 128 and 190).

(xxii) The practice of transferring revenue surpluses fo
Tiondon to be ased in avoiding or reducing fresh bhorrowings
for capital expenditure has been thoroughly justified in the
interests of India, and the Secretary of State has made good
use for this purpose or for actual reduction of debt, of the
balances from time to time accumulated in his hands (paras.
130 to 133 and 179). |

(xxiii) But the recommendations which we make as
regards loans by Government in India may lead to a vevigion




f "'e"cscbwsions, though not of the extent, of transfers of
\money to Liondon (par. 138). i

(xxiy) The independent Treasury system of the Indisn

I Grovernment is not an ideal one. It is partly responsible for

fihe ghringenoy Whmh recurs annually in the Indian Money
Markets (paras. 137 to 143). ‘

il (xxv) We recommend that the Government of India
should make a regular practice of granting loans to the Presi-
Cdency Banks from their surplug balances in India agninst
decurity on terms to be negotiated with the Premdeney Banks

(pams. 160, 168, 164).

(xxvi)  Tn deciding upon the location of surplus balances
the Government of India and the Secretary of State should act
‘ in congultation, and while the transmission ef the necessary

| funds to Liondon at favourable rates of exchange is the first

jconsideratiop, the authorities should have regarvd to all the

factors, including the possibility of utilising surplus balances

i for loans in India (pars 109 to 161).

(xxvil) In carrying out theqe recornmendations  the
‘a.ut‘,honheis should proceed tenta,twely and with caution (par.
1165),

(xxviil) We recommend that the amount of the annual
‘rupee loans in India should be increased as much ag possible.
The figures of recent loans appear to have been somewhat over
cautious. We call attention to the questions of relaxing
' present regulations in regard to endqrsements on rﬁpee paper
and of creating new forms of securities (pars. 167 to 169).



i

"'uuoil Drafea not sold as a Gmwanienca to Trade.

(xxix) The Secretary of State sells Couneil Drafts, not
ot the convenisnce of trade, but to provide the funds needed
in London to meet the requirements of the Secretary of State
on India’s beha.lf (par. 186). :

" (xxx) The India Office perhaps sold Counecil Drafts un-
necessarily at very low rates on occasions when the Tiondon
‘balance was in no nead of replenishment ; but we do not re-
.commend any restrictions upon the absolute diseretion of the
Secretary of State as to the amount of drafts sold ot the rate

“at which they are sold, provided that it is within gold points.
Tha amount and ocoasion of sales should be fixed with refer-
.enee o the urgency of the Government's requirements and the
rate of exchange obbainable, whether the drafts are agamst
dronsury balances or against the reserves (pars. 181 to 185.)
i (xxxi) There has been some excess of caution in the
i renewal of debt by the India Office during recent years (par.
192.)

Losns to Boreowers in the City.

| (xxxii) The system of placing portions of the India Office
i balance out on short loan with approved borrowers in the City
of Liondonis, on the whole, well man&ged ‘but we draw

attention to-—
(@) The term for which loans are made.

(6) The desirability of giving greater publicitiy to the
smethods by which admission is gained to the list of approved

..

borrowers
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{¢) Some defects in the list of approved securities and
especially its narrow range,(paras. 196 o 200). ‘

(xxxiii) Thereis no ground for the suggestion that the:
City mombers of the Becretary of State's Council showed any
Kkind of favouritism in placing on deposit with certain banks.
with the directorates of which they were connechad, a pa,tii of
‘ﬂi“a‘ India Office balance at a time when it was too large fio be
‘placed entively with the approved borrowers. But we call the
attention of the Secretary of State to the desirability of avoiding.
ag far ag possible all occasion for such criticism, though it may
be founded on prejudice and ignorance of the facts (par. 202).

(xxxiv) We observe t;hat in our opinion the time has
come for a general review of the relations of the India Oﬂlce o
the Bank of England (par. 208). ‘

(xxxv) The working of the present mmngements tor the
remuneration  of the Secretary of State’s broker should be
watched and, if necessary, they should be revised (par. 204).

(xxxvi) We record our high opinion of the way in which
the permanent staff, both in Tndia and in London, have per-
formed the complicated and difficult financial duties placed on
them (par. 7).

(xxxvii) We recommend a confinuance of a Hinance.
Committes of Council as providing the machinery most suitable:
for the work required (par. 208). j

Constitution of Finance Committes.

(xxxvm) The Finance Committes should, if possible,.
contmn three members with financial experience, representing—

(o) Indian Official Finance.s e \)



’Ind‘ia‘,n Ba,'n‘k‘ing‘; and Commerce,

(c) The London Money Market.

_ In any case there should be at least one member  with:

Tudian finacial experience. The absence of any representative
of Indian finance on the Committee since 1911 has resulted in
giving undue prominence to the representation of London City
experionce (par. 210.)

(xxxix) While we suggest that the changes recently
proposed, and now under discussion, in the constitution of the
India Couneil may requife some modifieation in order to‘provida»
for the continuance of a Finance Committee of Council, we are
in sympathy with the desire for expoditing financial business,
which is one of the objects in view (par. 214). .

(1) The present arrangement under which the Assistant

. Under Secretary of State,having financial experience, is able o
 share with the Tinaneial Secretary the responsibility for finan-

oial business in the India office has many advantages. For

the future we recornmend thab either—(1) the Under Secretary
or Assistant Under Secretary of State should have financiab
experience as at present, ot (2) there should be two Assistant

Under Secretaries of whom one ghould have financial esperience:

(par. 216).

(x1i) We are notin a position to report either for or

against the establishment of a State or Central Bank, but we:

regard the subject as one which deserves early and careful
consideration, and suggest the appointment of a small expert
‘ Committes to examine the whole question in India and either
to pronotnce against the proposal or to work oub in full detail

£
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mes of Sir James Begbxe

‘Although Sir James Begbie is sufficiently in acoord Wlth

i ﬁhé report as a whole to be able to sign it, his ‘' note,” referred

to above, almost amounts to a minority report on currency

‘ boliéy. Sir James disapproves sz‘rcmglz/ of the further exten-

sion of the circulation of rupees as being | undesirable for a
fi »
woountry which absorbs gold on o large scale.! Moreover is

~ not saﬁisﬁedtha.t a good case has' been made out for keeping

the metallic portion of the (told Standard Reserve in London.
He thinks the Coin Reserve of the Paper Currency Department
‘should be held exclusively in India, and that no portion this
Reserve should be eraployed in London in temporary mveqt-

ments.
y A State Bank.

It will be seen that the Commissioners preserve on ‘(“)pem ‘
mind on the question of a state or central bank, but they

/ are so much 1mpressed ‘with the evidence and Bub]ecbs, among
lotherq by Mr, Stanly Reed, that they are strongly Qf opinion

nt‘.ha‘t the mabter should not be allowed to rest buf sho’ald al

‘onee be carefully gone into by an expert commmtee No.

doubb they adopted this attitude largely in consequence of the
very able memorandum drawn up by Mr. J. M. Keynes in
collaboration with Sir Harnest Cable which is printed as an

.anaexe to the report. Mr Keynes's brief summary of his scheme |

in ng follows

(1) The Indian Offices of the State Bank shall be permiﬁﬁe(i j

o supply their‘ own customers with sterling remittance, but in



the re-discouﬁt of such bills for other banks.

(9) The London office of the State bank ghall have no
«dir ect dealings as a banker with the general public. Its business
.shall be conﬁned t0 -~
’ (@) The sale of other banks™® drafts and telegr aphxe
. transfers payable at its Indian offices.
. (b) The re-discount of atorling bills at the Bank of Hog-
land.
‘ (¢) Borrowing for short periods from the Ba,uk of Eng-
‘ land. ‘
a (d) Theloan of funds on the London Money Market. ‘
: (¢) The replenishment of the Secretary of State's fands
at the Bank of England.
: () The flotation of sterling loans on behalf of the Secre-
' ‘tai’y‘ of States.

* Including certain large firms,
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Some Extracts from the Report.

The nature of the report is sufficiently indicated by the
~ above summary of its conclusions. Space does not admib of
extensive quotations from it, but there are cases where the sum-
wmary can be supplemented usefully by a few extracts.

Maintenance 6f Exchange.

48, The crisis of 1907, 8 was the fivst great test to whiche

the Indian Currency System, as develeped since the date of‘ j
the report of the Committee of 1898, was put, and the mmnge-
ments made for maintaining the exchange value of the rupee
stood the test well. The sudden fall of exchange to 1s. 3
923/3%d in Caleutts in November 1909 was due, not to any
ansufficiency in the sterling resources of the Government, but to-
a temporary failure to utilize those resources properly. No
one in either official or unofficial circles had any experience of
the machinery requived for meeting the crisig, nor had any
plans been fully worked out in advance for dealing with such &
crisis.  As may be geen from the interim report of the India,ii‘

Bailway Committee of 1907 alveady quoted the Indis Ofﬁcé :
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Pose of the Gold Standard Reserve 'was to meet the mq_ul?re«

ments of the Secretary of State in London when Couneil Drafts
weould not be sold, while the Government of India made the

mistake of vefusing to give gold from the Paper Currency

Reserve for export, though allowing their gold to be drained
' away for internal uses. Both authorities thus failed to recog-
nize the wisdom, of the recommendation of the Committee of
1898 that the principal use of a Gold Reserve is that it should
be freely available for foreign remittances whenever the ex-
- change talls below specific point. = But it is fair to add that the
Qommittee of 1898 themselves seem to have believed that a
cessation of the sale of Couneil Drafts combined with the use
of funds from the Gold Standard Reserve for meeting the
requirements of the Secretary of State in London would suffice
to maintain exchange, without any provision of gold by the
‘Glovernment for private export,

49, These mistaken ideas, were, however, very quickly
rectified in practice, and the steps taken fo restore and
maintain exchange proved adequate. If is easy to see alter
the event that in this or that, point a mistake was made, but,
regaxd heing had to the difficulties and the novelity of the
.Gircumstances, the final success achieved by the TIndian
authorities both in India and in ‘this country must be
_ recogmzed as a proof of the soundness of the currency scheme

itself and of the measures ultimately taken for meeting the.
‘erigis, !

80, The first lesson to be learent from the experience of
the last 15 years ig that the Indian Currency System hag nob
.developed on the lines of the system adumbrated by the
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. Committee of 1898--viz., a Gol& Standard based on a Gold!

Currency in active cirdulation, such as the system in the

. United Kingdom is commonly held to be. ' On the contrary,

it was ‘pr‘oved in the erisis of 1907-8 that the gold in civenlation

' in India was of very little value for maintaining the exchange.

The Indian system, as the crisis of 1907-8 revealed it, is, as,
we have said, more like the system advocated by Mr. A. M.

Lindsay in 1898—viz, a Gold Standard supported by gold in

vegerve with o currency for internal use composed mainly of
rupees and notes. The chief difference between Mr. Lindsay's
syatem and the present system is  that, msbead of the Reser Ve
depending mainly on the power fo borrow in & crisis, an
actual reserve of gold or sterling assets has been provided.

al. | Hxperience has further shown that, though in 'origiriw.

/ and machinery the Indian Currency System based on what is.

now known as the Gold Exchange Standard is different from

‘the currency systems of sueh countries as Russia, Holland,

Japan, or Austria-Hungary, yeb in actual practice these latter
systems are not very different from that of India.  1In these
countries, as in India, gold actually in circulation is of
secondary importance, and the internal medium of civeulation

‘whether it be a silver coin or a paper note, depends for its

value in exchange, not on its own intrinsic worth, but on the
maintenance in reserve of gold, and in the case of Russia and
Japan, at any rate, large portions of the gold resources are

" held noti at home but in  London, Paris, and other monetary
centres, jush ag  India’s Gold Standard Rsserve is held in

0 Iaondon,

592, A third leason which hhe crimsis of 1907-8 teaches

is the desirability offormulating in advance and giving publicity:



: poliey Whlch it is intended to pursue in a loriss. | T6Ts
 almost as important that the general public should = have
‘conﬁdence in the determination of the Government effectively
,to use their resourees to maintain the rupee ab 1s. 4d.. as it is
that hhe Governmeut should have the necessa,ry vegources for

80 do;ng

Gold Standard Reserve needed in London.

|

88, 1t ma.y be well to notice the "lug“'(%bthn made my ono
witness that the Gold Standard Reserve has been built up by
means of gteat gacrifices on the part of the reyenues of India.
Theword “sacrifices’’ appears to us to be oub of plage in this
connexion. In building up the Reserve India has not sacrificed

. yvevenue. The most that can be said is that revenue has not
‘ boen artificially swollen by the appropriation in aid of ordinary
| oxpéndihure of cortain funds which were rightly and necegsarily
devoted to a special purpose.

‘ 89, While therefore looking beyond the immediate future
| wo hold that the Government of India ought to be alive tio the
possibility of the aggregate sterling reserves eventually reaching
an unnecessary high figure, we recommend that the whole
profits of the silver coinage together with any interest accruing
from investment or loans made from the Gold Standard Re-
gorve should for the present continue to be placed to the credib
of that reserve and that no diversion similar to that made in
1907 for railway development should be under any eircumstances.
permitted until further experience allows a much more aceurato
deﬁmbmn of the call which the Reserve may have to meeb
than is n.t premnt posgible.
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90. 'The most suitable place for the location of the

“Standard Reserve is in our opinion undoubtedly London and m

this view the majority of our witnesses concurred. London is
the clearing house of the world, India's chief customer is the
United Kingdom, and London is the place where the money is
vequired both for the Secrctary of State on India’s behalf and
fox pa,yment of India’s commetrcial obligations to this country
and the world in general. If the Reserve were kept in India it
wotld have to be shipped to London to be used, This would
invole delay at a moment when immediate action is essential.
The objections put forward to keeping it in London rest ‘on the

‘velief that the Reserve is regarded in London ag being ayailable -

to supplement the bank of THngland’s reserve.  There is no
foundation at all for this belief. We have no hesitation ther,e‘fgre
in recommending that the whole of the Gold Standard Reserve

should be kept in London.
Loans to the Presidency Banks.

After recommending that the Indian Government should
make loans from balances in India, the report goes on to
_discuss how this can he dote with due regard to all the consi-
derations Whlch deserve attention. '

161. It does not seem to us that the various tactors which
have to be considered have in the past been fairly set against
one another. Indeed, a division of business between the home
and Indian authorities has been adopted  which geem to us

anomalous. The management of the balances in India, it is

said, rests with the Government of India. On the other hand,

_the administration of Council Drafts is recognized to rest with

the Secretary of State. But it does not, seem to have been



‘bean tofd that the policy  adopted with respect to Couneil
Drafts has in fact been fo sell freely 5o long as there was
a demand and so long as there were balances sufficient to
‘meet them. | In other words, Tt has been assumed that the
proper place for any surplus balances is London. 'In . the
majority of cases this may have been true, but no such general
agsumption can he properly made when the cireumsbances
are constanbly varying. The location of any surplus balances
should be determined on a consideration of all the factors. It
should be determined further in consultation between the Home
and the Indian authorities, and the possibility of the grant of
loans to the Indian markey should always be considered.

Sales of Council Drafts.

186. Though the convenience of trade and the regulation
‘of exchange ave important considerations for the India Office
\in the management of the system, we think that in some of the
explanations of it given to the public, too much stress has been
laid on this aspect and too little attention has been directed to
the primary and by far the most important function of Coun-
cil Drafts, viz, the transfer of London from India of publie
funds to meet the requirements of the Secretary of State in
London.



L

! APPENDIX ©.

e ——

Sir James Begbie's Minority Report.

NOTE BY SIR JAMES BEGBIE,

T haye signed the Report subject to the following note:—

1. I regret that I am wunable to concur in the conclu-
gions and recommendations contained in the Report on the
gubject of the currency policy. ;

9. That policy has been directed to the attainment of
gtability in 1he exchange value of the rupee by means of gold
reserves collected from the profits realised on the coinage of
mn'ees Whilst it has been suecessiul in achieving thab object,
iti ‘has brought into exmtenee an 'exntensive token currency‘
which, in my opinion, 18 %ot conducive to the interest of
India. I regard that form of currency as undesirable for a
country which absorbs gold on a very large scale.

3. A brief examination of some of the chief arguments
brought forward in favour of the measures actually adopted
for securing stability in the exehange value of the rupes, and
of those urged against the use of the means orginally proposed
for securing stability, viz, a gold currency with gold in
active circulation, may help to make my point of view clear.



existing poliey. The point 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 which the policy has been developed,
but it has now losti its force. The publie have absorbed during
the last 12 years approximately equal amounts of rupees and
sovereigns, but the demand for sovereign has rapidly increased
during the last four years. These recent gold requirements
ghow an important change in the currency needs of the people,
and indicate a preference for gold over rupees,

5. The nextargument is one which has latterly come
into prominence, viz., that the Indian system - has
close affinities  with the cutrency systems  of certain
other countries. Such analogies are, I consider, zmsafe a8
a ‘quide to Indian policy, because the conditions | are
not identical, In none of those other countries is there
‘the sams  private absorption of gold that there ig in India.
Whatever experience elsewhere may be, the recent demands
for gold in India show a loss of confidence on the part of the
publicin the token rupee, and thabt is a gituation 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 no longer possible‘ to
‘gay that the token rupee is preferred by the Indian publie and
satisfies their currency requirements in face of the fact that
they have latterly oxhibited so strong a desire fov gold as the
statigtics indieate. ' At least there is not now such general con-
.ﬁ&encé in the rupee a¢ would, in my epinion, alone warrant
further large extensions of the token eurrency. ‘



“eate people in theuse of more econqmma.l forms of :e‘urmncy
than gold. | That, of course, is a desirable object; but the ex”
perience so far gained does not i‘né‘pire the hope that ths edu-
cative offect of present methods will be successful in atbaining
ib. The increased cireulation of notes may be pointed to as an
advance towards the use of more economical forms of currency;
but it is due, not golely to a desire to economise in lcurrevey,
\ 'but partly at least to inereased facilities for the employment of
notes:  Against this favourable sign must be set the increased
absorpbion of sovereigns. This demand for gold. coin, ‘aceom-
panied as it hag been by increased demands for gold bullion,
 dominates the whole curvency sibuation. For a country which
takes gold in great quantities an extiensive token éutrencv‘y is
most unsuitable. | 1t hag the usual effect of driving gold ot of
cirewlation. Tt has the still greater disadvantage that it keeps
the gold out of useful erhployrﬁent. People who value gold so
/highly as to store and hold it to the extent witnessed in India
are not likely to invest or make other profitable use of 1t 80
long as they have to take the risk of being repaid in token coins
when hhey realise their investments. The token currency not
only prevents the holders of the gold from utilising it to some
" advantage, but the country as a whole loses the benefit that
should acerue to it from the possession of great wealth.
While, therefore, the process of education in the use of acono-
mical forms of currency is procéading, the probabilities are that
the people will none the less continue to amass their growing
wealth in solid gold. In my opinion, whatis needed is nob
‘education in the use of economical currency so much ag educa-~
_ tion in the wuse of the stoved up gold. The first step, however,
is to convince the peoplé that if they use their gold they  wil
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and convenient for many ordinary currency purposes, and by

uging them bhe public would be gradually led to use gold for

other purpoqeq, such as investments, especially if o canszderable‘
circulation of gold existed, sufficient to inspirve the public with |
confidence that  when they wanted their gold, restored to them,

thay could get .

7. T come next to reasons advanced against a gold ciren-

/ . lation. It has been said that gold in reserves is better than

gold in circulation for the support of exchange. That, of eourse,

. is true, but it is equally true that gold 4w circulation is a better
- protection for wehamge than token coins. Gold n  circulation
| ean mever endanger exchange stability. It cannot be too sbrong- i

ly emphasised that danger lies in the token currency alone
when unfavourable trade conditions prevail. In the words of
the Report (paragraph 62), “It is the surplus tokens and not
the gold which will seek an outlet at times of weak exchange’’

. Moveover, resesves of qold ‘can be accumwlated: from a gold

circulation through the note issue and a good banking  organi-
sation, Hven under the existing system the most satisfactory

+ parb of the gold regserves is the gold in the Paper  Currency
' Department. The full equivalent of ‘the currenay  issued

against it ig daved in gold for the «reserve, whereas the': Gold
%aa;tda.rd Reserve 1‘eplesents only about one third of the token
ourpency from whlch itiwas saved aud will redeem only  that

Wi ‘proportﬁon of i, unless the exﬁreme step 18 t;a,ken of meltmg )

‘?‘

s thls extensive &nd expmndmg token currency,
A eurrency in which gold was a more. pxomment feature |
and o which token coins were less freely added would be more | i
practical as an educative force. Gold coins would be suitable V
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; e Note Department must be held in rupees at present.
'With a  free circulation of gold a much smaller portion could

' be held in rupees and eorrespondingly a larger part in gold.

8, The objecbion that gold is an' expensive form of
currency is one which, I consider, can easily be pressed ftoo far
. in the cage of India. The token currency is being steadily
‘exchanged for gold. To the extent at least to which that
process is carried the country s not saved the . expense of the
gold by the present system. Also, if, as I think is the case
the token currency hag the effect of encouraging and strengbhe-
ning the hoarding habit, i i not érue economy to object to .
the expense of a gold currency and asa ‘result to force gold. owut
of ewrculation and prevent its employment in other useful ways
thus causing extreme waste. o
‘ 9. Another objéction.is that gold coins, especially coins

. of small value, would be formidable rivals to currency notes. In
my opinion notes will usually be preferred to coin—whether
gold or silver—for such purposes as bank cash reserves and
 drequently for effecting remittances. If the use of notes for
other purposes is endangered in any way by circulation of gold
coins bacause the latter are preferred, it has to be remembered
that noties may be affected by the growing demands for gold.
The possibility that these demands will spread should be re-
cognised. If the public want gold they will get it wh
they hold notes or rupees, and when they prefer gold they ave i
not likely to be satisfied with notes, payment of which can ba
demanded only in rupees.

10. The hoarding habit in India is no doubt a difficult
hroblem. Its recent rapid development in increased demands



“and the possibility of its further expansion, make it a
«question of the highest importance. I do not, however, think
the opinion expressed in paragraph 75 of the Report that “the
hoarding habit is sanctioned by the experience of centuries in
India and by religious and racial laws and customs ™ suffici-
. ently aceounts for the accelerated pace it hag latterly acquireds
In my opinion, thatisto a large extent :the outcome of the
pohcy which has browght into emistence the extensive token
currency. 1p to the closing of the Mints of 1893 to the free
coinage of silver the public had been accustomed for generations
to full value coins for their currency requirements, and they
' are not now prepared to hold their profits and savings in the .
form of overvalued rupees. Hence their preference for golcl
hoth coin and bullion. I am therefore unable to agree that
the habit is  one which should be reqmded ‘as inevitable in
Indian social or religious conditions and not susceptible to treat-
‘ment. The statistics show that great progress has been made
in abtracting the cash reserves of the people into useful and
profitable channels, such as investments and 'deposits with
banks. But they also show this later reversion to hoarding dp
an extended scale, which is thus a retrograde movement, indi-
.cating a greafer and not unnatural desire for solid security than
for profitable returns on investments in a ecurrency medium
which does not provide the kind of security now clearly pre-
forred. It seems to me that it is not to the interest of India
to have its mpidly accumulating wealth diverted into idle
‘hoards by the token currency policy. :

11. But even if that policy has not been the cause of the
increased demand for gold, the difficulty remains of drawing
thoarded gold into profitable use. Capital is proverbially timid
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and nowhere more 8o than in lndm If therefore, the gold
held in India i is to be attracted into useful employment it cany |
I think, be done only by providing  seenrity that when it is

! invested the investments will continue to tepresent gold,  and |
be. convertible into gold, by means of a gold currency polmy in
which the pubhc will hayve confidence.

112, For the reasons I have indicated, I am of opinion
that tho true line of advance for the currency policy is to
dlscoura,ge an extension of the token eurrency by provxdmg
‘mcrea,ﬂed facilities for the distribution of gold when further:
increases in the currency become necessary. These greater:
facilities should, T consider, include the issue of gold ooing
from an Indmn mint of a value more suitable for general
“.cumeva wse than the sovercign  and half-sow'rezqn for the
purpose of assisting the distridution of gold when, as is fre:
quently the case, the balance of trade is strong in India's .
Javour and r/oldu)‘ rives in considerable quantites. I also think
. that supplies of qold coins showld be laid down in the up
 country dastricts with the ol)ject of giving the general publw-
effective opportunities of obmtmmg gol(l COUILS.

18, I do not, however, recommend the dlspe:sal mbo
circulation of any of the existing gold reserves. The mainte-
‘nance of the exchange value of the rupee should continue tq be
the guiding principle of the policy, and the reserve accumulatéd
‘specia.lly to secure the stabiliby of exchange should continue to-
be specxﬁca.lly get apart for that purpoge. Butas future addi-
_ tilons to fhe eurrency become necessary by reason of favourable
trade balances, the additions should take the form of gold
which will be imported in settlement of the balance of trade.
With the present system it is sometimes found neécessary to:
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pate fresh additions to the currency by providing silver for

coiﬁage from the reserves. In my opinion it would ‘be ' befter

' to isaue gold from the Paper Currency Reserve to the public in
‘ sﬁ«zh‘ circumstances and allow the gold when imported later
. to accumulate again in that reserve.

/14, The procedure which I have suggested would, of
| course, be applicable only to normal time. Should the situation

| caused by the crisis of 1907-8 recur, and the gold reserves be

depleted to support exchange and the silver reserves inflated, the

e

L

issue of gold for internal purposes would require tobe susw

. pended until the surplus rupee reserves were reabsorbed by = the
public and  the gold reserves vestored. So long as stuch an
extensive token coinage is in existence, it is important that the

' publie should use it. : |

15. I also regret to be unable to assent to the proposals
contained in the Report whereby the Treasuty balances in
India and in London may be utilised for the purpose of
maintaining the exchange value of the rupee, and for the

provision of fresh supplies of coined rupees. I see no good reason

for associabing the Government cash balances with ' eur-

~ reney reserves for purely eurrency purposes. If the gold
reserves should not be strong enough to maintain exchange in
a time of difficulty, it would be better to raise additional funds
by the issue of temporary loans than to rely upon cash balances
for such a purpose.

16, Algo, I consider the cash balances an unsuitable
source from which to provide supplies of silver for ecoinage.
) For example, the balances laid down in London represent main-
ly the proceeds of Council drafts which are sold throughout
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o yeur at current rates of exchangs, and Frequently  ab rates
well below gold import point. If money so provided in
London is used to add rupees to the currency in India it

means that fresh rupees are issued at .more than the establish-
ed ratio of 15 rupees to the sovereign

17. The same objection applies to sales of Council drafts
below gold point against the Gold Standard Reserve in India
for the resissue of rupees withdrawn from circulation fo sup-
port exchange, as in 1909-10, and against that Reserve and
the Paper Currency Reserve for the provision of new currency,
The necessity for working at gold import point in such eircum-
stances does nob appear to be sufficiently recognised, bub in
my opinion it is most important. To work the system by
means of drafts at any other rate not only breaks the gbandard
ratio, but lays Government open bo the charge of departing
from the standard to secure the profits on coinage.

18. The system by which the procesds of all Councll
dratts sold are passed into the general balances of the Secre-
tary of State, and portions are subsequently allocated to the
Gold Standard or Paper Currency Reserves is open  fo
the same objection. It seems necessary to separate sales
on account of those latter funds = from sales for purely
Treasury purpose, as they should be made only at the special
rabe indicated above.

19. I am not convinced that a good case has been made
out for the location of the metallic portion of the Gold Btand-
ard Reserve in Liondon. I consider that the portion which the
Commission are recommending to be beld in gold should be held
in India earmarked for the support of exchange, and that when
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¢ has to be used for that purpose, it should be issued to the
public who want it for export. I should not, however, be in
favour of an immediate transfer of the gold now held in London
to India. But when the Reservein London is again drawn
upon for the support of exchange, it should not later be
restored to London, but should be allowed to accumulate in
‘India in gold.

a0 4 also consider! that the coin reserve of the Paper
Currency Department should be held exelusively in India. It
is 4n India alone that the notes for the redemption of which the
Reserve is maintained fall to be eonverted into coin on de-
‘mand, The transfer of a portion of the Reserve to London is a
measure which is not calculated to improve the eredit of the
note issue and is therefore undesirable. For the same reason,
I am unable to approve of the proposal to employ in London &
portion of the Reserve in temporary investments.

'J. BEGBIE.
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Summary of the Evidence.

SIR JAMES MESTON.

The Abnormal B alances.

In the avidence before the Commlssmn Sir James Mestiorr
on behalf of the Government of India rebutted the suggestion
| that the abnormal balances of recenb years had been inten-
| tionally high. il ‘

| He admitted that the Government of India had erred
somewhat on the side of excessive caution in their finaneial
esbimates. The ecircumsbances, however, made & corbain
' amount of financial heresy permissible,

The Kinanecial Year.

The adoption of the calendar year would, in many ways,
. guit India better than the present fiscal year.

Loan of Balances.

He pefsonally disliked the idea of lending Treasury
 balances in India since this might encourage Banks to reduce:



_]udlcxomly lozmmg bhe balancas was ha,rdly oue‘tha,t a Govern-
© ment Department could efficiently carry out.

Th‘a‘ Paper Currency Reserve.

The Paper Currency Reserve being a trast fund the
Government of Tndia were nob justified in loaning or using it
for any other purpose than converbibility into currency notes.

Secretary of State’'s Drawings

He hoped that the Secretiary of State would refrain from

large drawings on Councils when the exchange was below 16
pence, He should not draw money belonging to India to benefit
trade and keep it permanantly as an investment in FLondon.

' The Gold Standard Reserve.

The (;rcvemment of India wished the Gold Standard
Reserve to be built up ' without reference to any definite maxi-
mum, though they accept thirty millions as the present  maxi-
mum,‘to be increased as the balance of trade albered,

Locatlon of Reserve.

The Gover nment of India desired that ten millions should
be held in actual gold but were no longer apprehensive for a loca-
ted reserve in London. He personally thought it was unques-
tionable that it should be located were it was required for the
sebblement of infiernational balances.

The Government of India would not object to a statutory
description of the Reserve and its purpose. He suggested the
Paper Currency Reserve should be held forby per cent in rupees,

E |
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fty in gold, thirty in permanent security and ten in tem-
porary ipvesbments. gl ‘ ek

Question of Amalgama.tion.

The Government of India had nob considered the question:
of amalgamating the two Reserves, and would - greatly dislike:
any confusion bebtween their distinetly separate purposes, !

|

The Gold Mint Proposal.

The Government of Tndia were in favour of @ gold mint to
substitute  the genuine civculation of gold for hoarding. It would
meet with a strong and reasonable sentiment in India and
would be a great covenience to the masses in  hallmarking gold

hoardings.

! 1t would be a definite step in popular education towards &
\ better system of currency. The Government of India asked
that in view of very large experience and very considerable
‘success in minting in India it would be a graceful thing for the

Treasury to relax the conditions hitherto imposed and allow

India to coin sovereigns under any superyision and subject to

any assays and periodical supervision the Treasury might

impose.
The State Bank. i %

During his time in the Financial Department, the Govern-
ment of India did not regard the Btate Bank ag within the
range of practical politics.  Before expressing an opinion now

he would ask for the fullest opportuaiby of consultation with

commereial opinion.’
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would welcome a State Bank.

There were various reasons including mitigation of political .
ohjections to the entire management of the Banking of the
Government of India by a close bureaucratic corporation and
the Government of India would require strong representation

on the directorate.
o

Redundancy of Rupees.

The (lovernment of India earnestly denied the accusation
of having produced anything in the way of redundanecy of
rupees. Having regard to the changing economic eonditions
he entirely agreed that the coinage of silver should not be ahead,

of requirements.

Indis Office and Indian Government,

There had been® differences of opinion in the past between:
the Government of India and the India Office, but misunder~
standings had now very largely disappeared. The authorities:
were working in remarkably harmonions co-operation which:
was partly due to better personal acquaintance and partly to
a more extended gystem of non-official explanatory correspon-
dence supplementing despatches,

Mr, Pandya.

Mzr. Pandya (Madras) strongly advocated the enconrage-
ment of gold circulation in India to replace fititious rupees and
recommended gold coinage and gold notes.
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Mr H. S Reed

Vh 1 S Reed urged tha.t lnrger dxscretlon ln ﬁna.neml,‘
smagbers should be vested in the Government of India subjeet to ‘
tha complete control cf the Secrebary of State, He argued
' hat this did notinvolve great legal and constitutional changes.

it

| Tha surplus revenues would not be devoted tio cap’ittﬂ‘ outlay
but to the raising of the whole standard of administration
‘pursuing a policy of continuous amelioration ’wiyth‘ o wider
varieby of conditions. Substantially large loans could be raised’
in India provided they were aceompanied by a referm of the
i .-systein of Treasury managemenﬁ. ‘

A The Balances of the Governmens of India over, and above
1 their prescribad Workm" balance and the budrfetuﬂ demand of
the Hecratary of Statie should be automatieally relansed for hghb
“ening the money market. Balances should be lent solply through

Presidency Banks. From his experience as Director of the
| Central Co- opeta.blve Credit Bank, Bombay, he thought | bhatb

-the resulting easing of the money market in a busy season

which had o tendeney to exﬁend its duration would reach all

. clagses including culivabors &ccustomaﬂ toborrow on reasonable

d eredlt ‘ ‘ ‘ ‘
‘ | He wished to see the whole proﬁﬁa from, aoma,ge and the
il  whole interess from the invested portion of the Gold Standard
§ Reserve automatically accrne thereto, and the entire amount of
' Reserve be quzud gold held in India and brou Jht under statutorq
. contml by an Act of the Suprems Leqzslatum ‘ /

The policy pursued with regard to the Reserve  had
wea.kened confidence which could best be restored by Indian
locwtlon. ‘
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> "a‘shrongly advocated » gold ourrency, because it would
reduce the Linbility of the Government of India and do away

with the arbificialiby of the present syétem‘, substituting some-
 thing more automatic and be a secondary buttress toexchange.

The Government of India should actively stimu

| date the circulation of gold and notes.  He urged fhat on the

Hinance Committee of the India Council, the Government of

India, the Presidency Banks and Indian commerce and industry
should be represented.

The ides of forming a Central Bank by amalgamation of
tihe exisbing Presidency Banks wag impracticable. 4 state Bank
must bo a soparate institution wunder the Gevernment of India
wilh the headquarters at Delhi, so that the Directorate.
could include one of the highest Government of India officials.

 Council drawings shonld exceed the Budgat Hstimates
only in gpecial cases and then only by a supplementary Budgek
of the Supreme Legialature.

Lord Inchecape.

Liord Incheape stated that lending to joint stock banks
when vhe balances were exceptionally high was mads st his
suggestion when Chairman of the Finance Committee, e did
not favour the appointment of a whole-fime official as broker
who would vequire a big staff and would not be so ¢lossly in
touch with market movements as a man like Scobt.

Nothing would be gained by limiting the sale of Couneil
Bills to the immediate requirements of the Secretary of State.
He wag nob.in favour of loaking upa larger proportion of

the Gold Standard Reserve in metal, because in this as im
(0
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er ma,tters he was ' anxious to take care of the lndlan
revenues. )

| He strongly urged the Commission to leave the State Bank
alone. « He also apposed gold wmanting, declaring that India
alveady practically possissed a free coinage of gold.

Sir F. Schuster.

Siv Helix Schuster concurred with Lovd Inchca:pe concern-
ing the efficiency and ability of India Office officials, With
reference to lending to Banks the broker was instructed not
tio accept the rate of Sir Felix Schuster’s Bank unless he were -
satisfied that it was the best obtainable. He saw no invidi-
ousness in the position of City Members of the Commiffee
having to decide on the distribution of balances as between
India and Landon. However desirable it might be to have
Indian experience on the Cmmittee, it must always be remem-
bered that all its members were there for Indian interests
alone,

The hands of the Secretary of State should not. be tied in.
making appointments.

He did not think that the Committee ever had difficulty
in getting the necessary evidence and experience of Indian con-
ditions to judge the question. He deprecated the esmbhshm(mt
of ‘@ gold mint and State Bank and the amalgamation of the
tiwo Reserves. The Gold Standard Reserve should be increased

; vwithout the present limit—-one third held in gold——-—and loeated
in London. i



XXXV

; M. Da.la.l;

Mr..  Dadiba Dalal urged a system of regular purchage of
silver for coining by the Government of India in Bombay in.
stead of purchasing in Liondon.

Sir O F. Wilson.

Sir Hleetwood Wilson was in favour of making the J‘.ma.n-

ota.l year the calendar year. He dwelt on the difficulty of the

| position of tieFinance Minister owing to his being debarred
from demi-official communieation with some one in the India

office. Tf thay had on fthe India Council someonsin nearly

an analogous position to that of the Finance Member of the

Viceroy’s Council and they were allowed to communicate freely

‘ ‘With each other, neither the Finance Commiitee nor the Sta.te‘

Bank would be required.
| Mr. Abrahms.

Mr. Abrahams, recalled, said that fhe organisation of the.

Tndia Office as regards the highar tembers of the permanent,
staff should be based on a recognition that the work of hig oﬁica
tell roughly in two halves one administrative and generaland the
other for matters of business nature. Oneof the two higher
members should be regularly charged with the supervision = of
finaneial or business work.

This happened to be the position af present, but there
was nothing to secure itis permanence. AR

Answering Mr. Keynes, he said he was much attracted by
the idea of bifurcating the work of the Finiancial Secretary
hamng one official for technical a.nd h‘nancm.l work and one for
"l‘remsury control.
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‘  Bie. W. Holderness. e
Qi William Holderness said a city ‘membe.r of the Finance
Gommlttee must be retained, but under the reorgnisation,
acheme, there must be a Member thoroughly acquainted
whlhh Indian financial administrative systems. He would be
Financial Member of Council in the sense of supervising all

' finaneial business coming before the Council and advising the
‘Becretary of State thereon.

He recogniged the obvious objections to dlfferentmblon in
the terms  of appointment and emoluments of Members of‘
(Jouncil, but said the objections would lose tben‘ forca if the ‘
Gommlsswn considered that radical alterations were required
' in the composition of the Council with the object of improving
Jits ﬁnancml efficiency. ‘

i hhe Commisgion made proposals for increasing the busi-
ness of the permanent establishment in financial business,
there would be less occasion to create a special post in the
Council to secure a Finance Membet of excepﬁwnal capamty
and energy.

_ Gold Currency and a Gold Mint

The evidence on the questmn of a Gold Curréncy and Gold
Mintfor India :—

. The opinion of the Government of India on the free coin-
ago of gold by establishing a mint in Indis is contained in para
graph 22 of the Despatich to the Secretary of State. Whilst
disclaiming any idea that the coinage of gold in India will
be‘g pa.naqea. for all Indian Currency ills, the Gove:rnmem
of India added, “Indeed We do not imagine that ite influens
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i ‘m]:l be grea.tly folt a.h firat; bub such a measure wzll mark u‘ i
| step along the path which has been authoritalively azoopted
! ‘a,.s the line on which our currency policy must develop, and in
tzmc 4t wall be oj‘ great assistance on mwmtammg the smbzlztu ‘
i of our curvency system.” Thig arg gument of the Grovernment of ‘ ‘
India did not appeal to M. Lionel Abrahamg as convinecing,
| pince ib ovellooked the tact that [ndian exchange tends to fall
| because Indla is & debtor country, If trade went against ber,
she found a difficulty in paying her debts abroad. = Tf she had
a gold currency, she might have to export her curmncy if the

holders of it were willing to let it be exported ; bub if she did

that, there would still be the fall in oxchange that there was ab ' ‘
present.  In Mr. Abrahams’ opinion, & fall in exchange oa.nnot;
be prevented by exporbing currency. ‘

He stated that the existing arrangements gecured a stable
exehange between India and the gold-using countries without
the existence of an extensive gold currency in India.

He thought that people in India, like people elsewheré,
‘should have the opportunity of acquiring gold money if they
wanted it and thab Tndia should arrange her currency system
in accordance with the wishes and convenience of the people
concerned without thinking oo much of the wu]e renching :
economie effects.

Mr. Abrabams said that there was a gold currency tn
exigtence practically up to the requnemenbs of the people snd
the (tovernment gave all the encouragement it could, to pub
into mruulabxon such gold as it possessed. The obatucle to
gold bamg more largely used as eurreney was not in his ommm:, i
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wbthe Government of Indiw fadled to encourage it, ‘but that
the people of India preferred other forms. - i

' ‘Mr. Abrahams indicated that his general posifion was ‘
that in the matter of gold, it was better to increase the reserves
than the gold circulation. His view was bhat an addition to:
the gold currency ab the expense of the gold standard reserve
would make exchange less stable.

Regarding the suggested 10-rupee piece;, Mr. Abrahams
thought that it would be cheaper 19 coin ¢4 than sovereigns.
sand it should be of the same fineness as the govereign to enable
exchange by weight. He doubted the popularity of the 10
rupes piece, when the half-soversigns were not able to become

popular.

Questioned whether the Treasury objections  wonld &ppfy
‘equally if an Indian mint were to coin a speeial gold piece, not
aovereigns, Mr. Abrabarms stated that the Treasury, in that
case, would have mo jurisdiction.

Regarding the gold mint for India, Mr. Abrahams ex-
‘pected very slight advantages from it.  Coins other than sove-
‘veigns could be minted there, but sovereings could be imported
dreely to a great extent.

Gir Shapurji Broacha <elicited from Mr. Abrahams that
bullion would not be sent to India for coinage ab the Indian
mint from abroad, as such a course would be economically un-
profitable after covering freight and loss of interest and the
Indian mint would have very little buginess to do.

The two objections to the opening of a gold mint in India.
were, in Mr.  Abrahams’ opinion, fivst, that 4f 46 were for 0+



- ,‘,‘e@gns, 2 would be very  costly, and secondly, that it might

by dts Jaslure to ativact a large amount of gold for coinage,

wound that very popular sentiment that it was intended to
plégse‘. |

My, O. T. Barrow regarded gold as a wastetul form of wir-
oulation, and did not desire to cireulate as much gold as is poy-
gible in India. It was impossible, in his opinion, to estimate the
amount of gold that would go into eurrency and as ornaments
or into hourds. ,The use of the gold currency in India, he

smﬁed, would increase the drain of gold from Europe, unless

gold for it was got out of the Indian hards.

He emphatically stated that a gold mint for coinage of

sovereigns in India was unnecessary and that it was absurd to

import gold to coin it in India. The amount of gold that

would come from the Indian supply was no small that
it would not be worth while to establish a mint in India.

' However such a mint might be tried if a special coin were intro-
duced, but he did not advocate its introduction.

M. Bhupendra Nath Mitra desived the encouragement iof
a gold currency as there was evidence that gold was repla,cmg
selver am circwlation in Indin at present.

Mr. Mitra advocated a:gold mint for India for the reason

“that it would help in the maintenance of the gold exchange
standard to have a larger ecirculation of gold in India, and
would indicate o the public at large that the Government was
certainly earnest in its endeavour to foster gold cireulation of
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 there. He proposed a charge for refining

an gq@L
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“gold, but nothing in the way of seigniovage. He advocat-
¢d the coinage of sovereigns, the coin ‘of  international trade;‘
' He thought that gold would probably ‘co‘me from hoards, if &
mint were ostablished, in times of stringency, as also the local
. gold. He considered the establishment of a mani almost a

necessity.

Mer. Alfred Clayton Cole stated as his Qpinidn thab the
@mbuhh of gold in eirculation would not be affected by a gold
mint and that, if established, it would coin loeal gold and
possibly gold from South Africa. Gold would not be sent from
London if coinage charge, oxceeded cost of frieght, ete., and of
. coined gold. Mr. Cole did not think, as far as England was
: ‘doncerned, that @ special Indian coin would malke any difference

in foreign exchanges, becanse gold was not taken @b its  face -
value i international markets: but by s weight and fineness,
‘He was not personally opposed to a mint coining gold in India
but so long as sovereigns were taken for the currency, local
minting seemed to him unnecessary. But if a mint were seb
up, sovereigns should be coined.

Mr. L. G. Dunbar knew no demand in India for & gold
_eurrency and thought that it was not required considering it as
& wasteful and expensive luxury.

1t did not matter very muchto J ames N, Graham whether
a gold currency was established, but he would like to see it 8o
far current as one would be enabled always to change a gold

¢oin.

Heo recommended the opening of a mint for the free
evinage of gold as a a matter of public conyenience. Any omne
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um}u ﬁmaness should be coined in it

Sir Da,niel M. Hamilton advised the Government to dis-
courage the use of a gold currency and hig objections were
goneral such as pertained to all countries. Ha objacted tio the
establishment of & gold mint in Indin. :

. Myr. HoF. Howard expressed himself in ugreemanﬁ with
‘ ﬁ‘la“a.rglimenb that @ gold currency would decrease the liabsli-
ties of Government for redempiion of rupees. He had nob in

view any special steps tor the encouragement, of gold eurreney.

An increase in the gold eirculation, in My Howard's
 opinion, would poqsnblv be of advantage in preventing bhe rise
im the word's prices. He stated that the reserves kept by

‘the Government would cease to increase by the extended
sirculation of gold. Ha did not think a gold currency a noeces:
sary ooncomlbant of the gold standard, but stated that all

 endeavours should be made to mest any demand for gold that

there might be on the part of the public. He did not guggest

~ the extentsion of gold ab the expense of the nofe ecirgulation.
Ho thought that the rupees might be interferad with to some

| extent and thab the 10-rupees priece, if coined, might compebe

with the 10-rupee note more than the sovereign might do.“

He advised the creafion of a gold mint for the coiliaga of

 govereigns and thought it might be conveninent to pass the gold

obtia.inedf rom the Indian mines through the Indian mints. Bullion
‘and ornaments might be attracted from the hoards and, in any
ense, he suggested that the experiment should be tried. He

‘\gab it oomed Soverelgn or ' a coin 1dentlca1 with it in wmghi;
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t6d that seigniorage should nob be charged on the coining o ,
sovereigns. i
Mr. W. B. Huntm maintained that gold was a wasteful“
| medium of cireulation a.nrl that gold in reserve was infinitely
. more valuable for the stability of the exchange than any
amount of gold in circulation.

'He saw the advantage of a gold mint bheozamca,llv and
thought it was reasonable that the holders of precious metal
should be enabled to turn it infio the coin of the reglm and in
India especially in times of scarcity those that hold gold should
be able to convert it readily into coin or ifs equivalent. He
suggested a probable difficulty in obfaining bullion for  coinage
and said that it would do to issue rupees in exchange for re-
eeipt of gold.

My, B, ©. Lo Merchant mentioned that the soversign us
i imereasing wuse as currency n an effective manner in the
Punjab, Northern India and Bombay. There were fluctuations
in the extent of the use of gold currency in the different parts
of India and he would not ask the Govermment to press the
girculation of gold. :

He attached little importance to the creation of a gold
mint and thought that the special Indian coin, if minted, might
conflict with sovereigns. The 10-rupee gold piece would nof
be available for exportation on fayourable terms, but ‘only
would be taken over at its pure gold value, or, may be,slightly
above : 4k might, moreover, compete with, the 10-rupee curvemcy
note. / ‘
'Mr.  Charles Campbell MeLeod did not advise the creation
a gold mint at present, bubt stated that, if established,
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fng should be coined, He anficipated &1ﬂlculty in ob- :
ha.lmng bullion for coinage. Hm objections to the coining of w
“special Indian coin were thoso of the Bengal Chamber of
‘Oo‘mm‘erce which thought that for a long time to come an
Indian coin wowld have to be treated as bullion when empd'rting‘
| 'which, in their opinion, was a convinecing argument against the
cowmang of o special Indian eoin. 'The 10-rupee piece would
tend to destroy the standing of the sovercign and would be

. used for ‘orr‘a\amenbs and hoarding.

Sir Alexander MceRobert thought it advantageous that the
people should use gold as currency, because it was more port-
able than silver and was the standard of value throughout the
world. He stated that the small man—the workman believed
0 metablic currency.  He did not advise the coining of the 10-
rupee piece as there would be some inconvenience in having

 the sovereigﬁ and aten-rupee gold coin civeulating side by side.

i

He advocated the establishment of & gold mint from the
~ point of the view of prestige and sentiment and believed that
it would justity the cost.

My, F. W. Newmarch stated that the amount ot gold
am cirenlation is inereasing in India and desired the encourage-
ment of the same. He did not see how the Government could
eneourage it or discourage it except by allowing gold to go 'in
fihe ordinary course of trade. The Government liked gold fio
be better cireulated in India, but did not wish to press it upon

the people.

He thought that the institution of a mint would greatly
increase the supply of sovereigns in India.



gold cmmge ami clrcula.bzon a8 pmmment; a pl&ce as Wﬂ.s sought:
fo be given recontly. He fea.red in them & real evil in the en-
couragement of hoarding. « It was not desirable to replace gold
eoins in place of currency notes and gold currency, in hig
. opinion, was wasteful when compared with other methods and

noti as useful for the support of exchange as gold in reserve. !

Mr. Harry Marshall Ross‘objectod to the forcing of gold
on India, and stated that the Government should not encourage
gold eurrency. But, in his opinion, gold should noti be objected

| toy if people really | desired it. He considered other forms

preferable to a gold currency,

He was of opinion that a gold mint might be advisable if :
it was un-expensive. He objected to the 10-rupes piece on bhe
ground that it might check the mrcula.twn of the 10- rupee

| mote.

~ Mr. Thomas Smith said that the circulation of gold was
mcrea.smg zn India, especially in the Punjab and  desired the
encaumgcment of it in the interests of the people. He preferred

. the advancement of the note circulation bub stated that the

people should be given gold when they desived it,

He advoeated the ereation of a gold mint tor the conver:

‘sion of gold that might be hidden or absorbed now. There
‘wera times, bhe said, when it might be more expedient o import

bullion and have it coined in Indie. He stated that sovere-
igng should be coined. ‘

. Messrs. Toomey and Fraser did not think a gold mint
necessary ab present but if one was opened in future, covereigns
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1'be coined there. They stated that gold 1tnport:ed from
abrwd would not go to the mint for coinage at normal

| times, because it would be cheaper to import sovereigns. Gold
Wonld not be attracted by the mint from the hoards and gold

' fromthe local mines would be the only source in the ordinary
way to which the mint could look to. 'They stated that as a
general rule it would be cheaper to import sovereigns than take

' bullion for coinage in the mint.

Mr. M. De P. Webb considerad gold currency essential fo:

& proper currency system and advocated its encouragement by
$he Covernment. The Gold Standard Reserve would be
wnmecessary with the establishment of an effective gold currency.
The increase in the gold currency would result in the decrease
of the note and the silver circulation. Circulation of gold would
increage and he anticipated the increase of gold in the Paper
Currency Reserve It was mnot likely, he stated, thab rupees
would fall to a discount and no steps, in his opinion, should be:
taken by the Government to check gold. He did not intend =

that a gold currency should involve the obligation tio give gold
in exchange for rupees.

He advoecated the opening of agold mint at Bombay for
the free coinage of gold and though that money would be
attracted from hoards in times of danger and emérgancy. He
said that the produce of Indian mines would be tendered for
coining. He was of opinion that no seigniorage should be:
charged on coinage and the soverneign or a coin identical with
it in weight and finenesgs should be coined. 0

Mr. Sundara I yer did not consider a gold currency practic-
able and did not advocate increase of the circulation of gold. He:
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‘The Regort on Indian Finance and Currency in
Relation to the Gold Exchange Standard.

By PROFESSOR J. SHIELD NICHOLSON,

The reports by various commissions of inquiry appointed
ab various bimes by the British Government contain some of !
the most valuable materials for economic study in exnstence ;
The value to the economist is not diminished, even if the final
~ conclusions of the repotts may not be adopted. The report of
the Royal Commission on Indian Finance and Clurency is &
 very able document and, with the corresponding evidence, gives

matemals of the highest interest at the present time for fhe
student of the prineiples of monetary theory and their practical
llustrations in the most modern forms. A large part of the ‘
- Report is substamétially ‘in aceord with the treatment by Mz, J.
M. Keynes in his recent book on Indian Currency and Finance,
and the reader of either may be strongly recommended to vead
the other. i

¥

1 Final Report of the Royal Commission 0n Indian Tinance anﬂf
Curvency. 1914, [Od. 7986.]1 Price 9d.
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In ny opmlon, howaever, there are omissions both in the
i book and in the vaport which ave of the first importance in
i i) ¥heory amd in the future may be of vital importance in
practice, The practical side of the issues I wish to raise is
| 1 dealt with in Sir James Begbie's note of dissent, and 1 shall
‘treati‘ of the sate difficulties with reference to the relative
aconomic principles and former eases of practical importance.

This paper is mainly concerned with the ulterior and
cumulative effects which seem probable if the present system,
| even as modified in the Beport; is continwed,. ‘

:, | The admirable history of Indian Currency since 1893
' given in the general report shows at once tha,t‘in all the various
i ehanges the dominant force, whether in initiation or
' modifieation, has been the stability of the foreign exchange
_walue of the rupee in relation to gold. From the beginnings of
vt the depreciation of silver after 1873 the Indian Government
' wag truobled with the instability of the gold-exchange
value  of the rupee, and British = trade  with India
was also troubled with it. One of the principal arguments
of thé bimetallists was that the fixity of the ratie of silver to
gold would also fix the gold value of the rupee, with consequent
; general advantage to trade, to the investment of capital in India,
i  and to banking as well as to the Government. By 1893 the
attainment of stability of exchaunge (or at least a check to o
turther fall) to the Indian Government seemed necessary, and to
: the British ¢rader very desirable. The Indian mints were: ¢los-
0 ed to the coinage of silver, and since 1898 the policy pursued
\ has been successful in maintaining the nmmal gold value of the
rapee at 15, 4d. \
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i he Raport; in itg final summary of conelus;ons,‘éee 6,
{p. 20), says that ' the cardinal feature of the whole system

d8 the absolute security for the conwertibility into sterling of so

1

m@wh of the mtema,l currency as may ot any moment be reqmmd 1

i fm’ setblement of India’s external obIzgatzons

‘ No one will dispute that this fixity of exchange is in ﬂzaeli‘ \
advantageous and especially advantageous to the Indian Govern-

. ment. Buk the question arises : Does it follow, because the

‘ atabxhty of she gold price of the rupee has been established for
the purposes of forelgn exchange, that therefore it may 6e daken
for gramted that all the othr’r Junctions of good, money are
Julfiiled by the rupee as so " managed’"?

What are the primary functions of a good system bt"
money ?  The first is to provule a medium of exchange, nok

‘mainly for foreign payments, but for the pnrposes of mtemal
trade and indusiry. The first requisite from this point of vtew

is that the money shall be wniversally accepted, hence the im-
‘portance in the early stages of develepment of the c'ommodwty i

wvalue of money. Bven in the latest stages any difficulty in

| testing or any want of confidence abt once so farlimits the
| acceptability. We have numberless instances of imperfect

aceeptability in the ineubation period of the depreciation or
debasement ' of different forms of currency. In the extreme

oage of the depreciation of inconvertible notes the a.eceptabxhhy \

m&y vanish,  Between this extreme of non- -acceptability, and
the other exireme of instant wniversal acceptability  there are

anfinite gradations, and we have an. excellanb example of the

‘eneonomic principle of continuity.

The' questnon, then is thig: Is thes wrtzﬁcml rupea as acoqpt-

able to the people  of Indm as was the old rupes, which was of
D



the musses of the people of Indw 'renched the stage ‘ot whick
the commodity wvalue of the money 15 of no imporiance ? The
answer of Sir James Begbie is definitely to the contrary: "l
the recent demands for gold in India show a loss of confidence on
the part of ‘the public in the token rupee....The need for
sonfidence to secure the exchange value of the rupee is recog-
| wised, buf not the need for confidence in the currency in
" other réspects.” (Report : note by Sir James Begbie, p. 88,
par. 6.)*

' The next requisite of a good medmm of exchange is that
it should be readily adapted to the demands of trade : the volume
of the setual currency should be capable of automatic increase
or deerease. Such automatic adjustment is most nearly atbain-
od when the principal currency is interchangeable at once
with the corresponding metal. Such was the old systism of the
rupee under the silver standard. Such i3 the system of the
eurrency of the United Kingdom as regards gold, notes, and

' theques. But even in the United Kingdom. There are
occasionally difficulties. At one extreme, for example, as regards
the small token coins, we hear sometimes of the soarclty of
farthings. At the other extreme, before Goschen’ s Act for the
gold recoinage (1890) the banks had begun to feel the difficulty
of getting rid of the light-weight gold coin. The prelomenary

. stages of depreciation had begun, and even in HEngland the

attbomatic adjustment of the gold coing was threatened.

In the case of Tndia this point is best taken in connection
with another of the principal functions of good money, namely,
thet it should provide s storeof value. The earliest form of

*Hea Appendix €, page xix.



of hoarding. "The hoarding habit in India is no doubb a
difficult problem. [Its recent rapid development in increased
demands for gold and the possibility of its further expansion
make it a question of the highest importance.” (Note by Sir
James Begbie, Report, p. 89, par. 10.)*

Under the old system the metallie wvalue of the
rupee was the same as its nominal value. A native would
hoard ‘tupees, or fturn his rupees into ornaments;, as it
suited his convenience. Under the present system, if a
native hoards silver he does not know what the value
may be later on in rupees. If he hoards gold he belicves
he will get the fixed amount of eupees. Therefore, he prefers
gold to silver. He also prefers it to token rupees. There iy Qa.n

alternative use for gold, and according to Gresham’s law it is |

withdrawn from cireulation and absorbed in hoards in preference

to rupees. In the opinion of Sir James Begbie, this hoarded
gold is noti so readily released as was the silver formerly. The
eonfidence in the rupee has bheen partly lost. Statistics Show ‘
this later reversion fo hoarding on an extended scale is & retro-

grade movement.’

It must be remembered that the rupee, like any othet form ‘

of tioken money, can only be kept ab a fixed wvalue as vegards
gold by the use in some form of the principle of limita-
tion. For the first seven years after the closure of the mints
to silver for private coinage there were practwa,lly no new
issues. The deficiency was in part supplied by the tehage of

*Jaa Appendix C, page xxil.

{¢'in hoarding the ‘preciou‘a‘mdtam; India, as regards &
large part of its population, is still dominated by primitive ideas
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ees from hoavds and by importation from outside, So lon

| a8 these sources of supply were available, the principle of limi-
tation did not have its full effect.t 1In consequence the rupee
! failed to maintain the 1s. 4d. value, ‘&nd fell at one time to 1s.
id.  After stability had been attained in 1898, the needs of

| more currency, as shown by the  difficulties of moving trade
and the stringency of the Indian money markets, led to the
igsue of new rupees by the Government. Since 1900 these
igsues have been very largely increased, but not so a8 to threat-
‘en (except, perhaps, in the erisis years of 1907-8) the gold

price of the rupee.

. The point is that the amount of rupees coined depends part-

Iy on the demands for remittance in London, partly on the offer
‘of gold in India to be converted into rupees. and cartly on
the estimates of the Government as regards Indian require-

ments for trade or banking.

' But the amount issued is not automatic, as under the old
gystem. The vast volume of the Tndian currency is now a

 managed " currency.

The Report notices this 2objection « that without gold in
active cireulation India’s currency must remain & managed
system; wibh the implida.tion that a managed system is a bad
gystem (sec. 66, p. 18). The passage may be quoted in full; Wl
““he ideal with which this managed system is contrasted
| ‘s;eemstowbe the system of the United Kingdom, where fresh
s:ﬁbplies of the only unlimited legal ‘coin‘s, the sovereign or

1 This possibility was foreseen by the present 'writer inan article
entitled ‘¢ The Iudian Currency Hxperiment’’ in the Contemporary
Rewview. September, 1898. Republished in Money and Moneiary Frob-

lems |
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,-sovarelgn, oan be obtained by anyone who ba.kes gold tio
. the mint for coinage. Iu our opinion bhis wontrast is of no
value. There does not appear to us to be any essenbial
d@ﬂereenae betweenthe power to Import sovereigns b wzll and
the power to hawe gold coined into sovereigns India. The
only [the italics are mine] point of the ecriticisma that India's
currency system is managed in a sense that is not true of the
currency of the United Kingdom lies in the fact that the rupee
is a token passing at a value above its intrinsic value, and aft
the same time is unlimited legal tender, It is true that it is
not practicable even to consider the limitation of the amount
for which the rupee ig lega,l tonder. In this sense, therefore,
the system must remain a managed one. But we demur alto-
'gether to the idea that because it is to this extent a managed
gystem it must be a bad system. | It is not, in fact, possible for
the Government of India to manipulate the cuwrrency for théir
oumn lmds, and they cannot add to the acbive circulation, (u'cept
4n respomse to publw demands.” -

The ditference between the power to have sovereigns coinad
and the power fo import them is 7ot always quite so negligible
ag is shown by the famous case of Australia after the discovery
of gold (in the absence of a mint). The market price of gold in
‘South Australia is said to have fallen to 45s., and in Vietoria to
60s., as against the Mint price in Liondon of £3 17s. 10d. But
afi present this side of the management is of comparatively small
importance compared with the * only point of criticism * noticed
immediately after. The rupee is a token of unlimited legal
tender, and not only so, but taking the country as a whole, it ig
the principal medium of exchange, as well ag being in effect the
gbandard of value. Gold is used and notes are uged to a certain



‘ axmxh but the rupee is shill king, though his monarehy ua more
| limited than it was. ‘

| MThe answer of the Report to this objection is singularly
meagre. We are told first that the Government cannot
manipulate the currency for their own ends. = But the basis of
the whole system, as shown in the historical introductien,  is
that the Government adapts the system so asto secure
i ‘ahability 'of exchange for its own convenience, The mints
b were closed to raise and maintain the ezchainge, and the
complex arrangements for keeping a reserve, and the nature
and the locale of that reserve, have all boen guided by the ends
of tha Government. 8o long as the rupee maintained its .
value in gola payable in London, the rest of 4ts monetary ¥
j fzmctzons were either not considered at all, or were supposed
"to follow, by some kind of pre- esta,bhshed ha.lmony inherent

m bhe gold-exchanga standard.

Next, it is assumed in the Report that so long as the rupees
il a.re msued not for the immediate profits  of the mintage, but in
wesponse Lo public demomds, there can be no difficulty in ‘the
anagement. The central difficulty is that at any p&rtxculmr
. time the: public demand may seem well founded and the new
1ssue may - seem deslmble but the method of new issues is only
one gide of the questlon of manggement. There remaing the
management of withdrawals or of contraction in case of need.
I rupees in, India could be. conwverted,. to in gold, n India wethout
any difficulty. or postpanament then the contraction of the
b currency wouid be automatia. iy tack, the ruppe would be, sze
O bomle- note, convertible zmmedately into._gold. But the wvery
. . @ssence of the gold exchamge. standard is in showmg " " some
ziagme Qf unmllmgness o Wpﬂ'y qolcl loeally in mhamgé j&r i




e

al currency, but o high degree of wzmngness o sell

forezyn éxchange for payment i local currency abt @ aermm ‘

- maaima vate.” (Keynes, op. czt.. p. 6.) This difficulty of
. the conversion of the local currency into gold makes the rupee
oorrespond, so far, to an mcom:ertable, and not to a convex'hbla,.
note. | It is ture it i8 not absolutely ingonvertible, but, as al-
ready observed, there are all degrees of incomverisbelity. In
. the development of Scottish banking there were some interest-
ing cases of deferred or suspended convertibility which helped

to make Adam Sraith a non-free trader in banking, In
the case of India there may be a considerable cumulative
increase in the circulation before the method of partial conyerti-

bility adopted comes into  effective operation.  In general the

halance of trade is in favour of India, and so long as this
tavourable balance exists the volume of rupees can be
increased. ‘

In a very able eritique of the Report by Mr. H. Ci
Harvison (Quarterly Review , April, 1914), which | appeared
 after this paper was written, it is said: © At present there is ne

| rveal digtinction between the rupee and the note. Both are
labilities of the Government to be kept at a parity with gold. ‘

' One is & note printed on silver, the obher a note prmted on
paper.”  Thig identification of the rupee with a convertible
~note leads to curious consequences. In India the lowest
denomination of the note is five rupees—why not one rupes?
Why go to the expense of printing the one rupee note in silver?

Why in most countries is the lowest denomination of note so

high relatively to the highest tokens? The answer to these
qguestions involves infer alia an answer to the old queshions.

Is an over issue of convertible notes possible ? Andis the
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detmmmahon.

L

Bpaomlly great if  fhe. noﬁes are of Mvery" low

Ag the result of prolonged controversy, it beca.me clear hh&tj i

over issue might mean relatively to the reserve, or over issue
80 a8 (o promote or aggravate an inflation of prices on aoccount
of theda—facto suspended convertebilaty of small notes.  'What
18 the amount of the reserve held in India against the rupess
‘actuwlly w czrculatzon, apart from what is supposed to be
‘necessary to support the notes and the foreign exchahge? In
the proposal for a central bank, submitted by Mr. Keynes
' {Annexe to the Report, p. 69), it is laid down that only up to
forty per cent, of the gross circulation should be held in a

; 'ﬁdumary from without tax, the balance being held in cash (gold

or Lrupees).  Obviously, if the rupee is itself a note printed on
silVer, it cannot form @ reserve for the conversion of rupees,
and if a corresponding proportion. of the gold isto be  held

agairiéb these notes printed on silver, that would meat over £60

. mallions of gold for this pwrpose (taking the circulation of rupees
as 160 millions of eroves [ My, Harvison] ).. My, Harrison

faces the difficulty, though he thmks 30 per cent, in gold

against the mnotes (whether printed on silver or paper) would

guffice, but he remarks: “The India Office has never appreciat: :
od the fundamental difference between holding gold and holding
seourities,’, | In Mr, Keynes' scheme the flduciary issues of

notes may be incressed up to 60 per cent. On the payment of
& tax—but not beyond-—but in the excessive issue of rupees

. there is actually a profit of most of the difference betiween ten-

pence and sixteen pence. ; ‘
‘Again, the Government  is not legally bound to give gold
for rupees in India, though in practice it has made the offer in
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The suspension of the Hnglish Bank Charter Act does not

‘ mean that the notes  become imconvertible, but simply that the

fiduciary issues of the Bank may be increased beyond the

cagt-ivon limit. The suspension of the offer of the Indian
Government to give gold for rupees in India ‘when asked for

would make the rupees de facto imconvertible in the strici
semse of the terms.

At this point it is convenient to bring in another functionr

of money, namely, as a standard measure of values. As

alfeﬁ,dy observed, in India as & whole the rupee. is shill klng, [k
oand all prlces are esblma.ted in rupees, and not in gold. The

ordinary = native of India knows no more about the gold-

exchange standard than the mdma.ry Enghshman knows about

\ the ' mint price of gold or the possible differences between
the mint and the ‘market price. If a monetary system
is saund this is the ignorande of the healthy man

who knows nothing of the anatomy or physiology of 'hig
‘own body. It is bad thing for a country when the masses
of the. people begin to feel that something is wrony with the

currency

. Ag regards the possible ¢ffect of the gold-exchange standard
on'general prices in India, the report seems to be absolutely |
silent, And yet it is precisely this aspect of the monebary

standard that has lately attention attracted all the world over-
Every-where there is an outery against the rise in the cost of
living. The rige is complained of in all the eountries with the

gold standard. The gold standard is no security, as the lash

onti yew:s, and in the eage of recogmaed specific daprema.tmn |
and the presentation of large quantities it could not do so.



briy years have shown, against’ general movements of prices,
down or up: sl

‘Sinue 1900 thera has no doubt been a great rise in general
prices in India, and if India had bad in every respeet precisely
the same standard and eurijency a8 in  this ceuntry, a rise of
prices must have been expected.

But the question of importance is whether the present
gystem in India (which is not that of the United Kingdnm) is
likely to aggravate the rige in priées.

As already shown, the rupee nas omly dn imperfect or
impeded  convertibility. Accordingly, the gonnection of the
_ rupee with general prices is best seen by taking the cage of
‘ineenvertible notes. Such notes have been issued sometimes for
a considerable period without any depreciation, but in most cases
(owing to this very difficulty of management,) depreciation
to a greater less extent, has taken place eventually, and there is
: always the fear of depreciation.

1t is important to distinguish between the specific
depreciation of notes as vegards gold, and, their general
depreciation as regards commodities, The premium on gold is
not always the exact measure of the depreciation of the notes
a8 regards commodities. That is to say, the purchaging
power of the notes qua commodities may be greater or less
than is in dieated by the depreciation as regards gold. There
it no doubt a connection between the specific and the general
depreciation, but sometimes the divergence is considerable.

1 The general argurgent is too long for introduction in this place.
% My Prineiples of Political Hoonomy, Vol, I1. p. 1928, Bk. XL, Ch,
s Bec. 4. ) il
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the gald exchange standard, ¢ts qgeneral purchasing power may
have fallen. Prices in terms of the local currency will depend

éother thmgs being the same) on the quantity of that

currency. 1f the quantibty is only slowly inereased (in
| proportion to the work to be dona), the cumnlative
offect of unew  additions will be so  much  longer
postponed. = But if the means of contraction 67 withdrawal
are inadequate ; if ihe comvertility is only pdriial or suspended,

‘ then on time, if new additions are continued, the cumulative

effct must operate. General rupee prices will rise, and atter
a certain point is reached this general depreciation may lead to

specific depreciation, in spite of the large reserves held to support,
the foreign exchangé (especiaily if a great part of these reserves

18 documentary and mot in gold),

In such a countary as India, with very imperfect cradit and
banking, and with an immense area and populabion, it is plain
that additlons in the ecurrency operate more directly on prices

than in modern Western countries. No doubt an increase in’

quantity will take longer to work out its general effect, and
conversely any contraction such as will effects general prices Will
also take longer. Says Mr. Keynes : ' Solong as the rupee is
worth 1s. 4d.in gold no merchant or manufacturer considers of
what material it is made when he fixes the price of his

produet” (op. eit,, p. 12). True: but suppose that the method

of keeping up this price of the rupee leads to a great and con
tinumous increase in the quantity. The method may be quite
successful, at any rate for a time, as regards the 1s. 4d., but if
the quantity of the rupee is increased general prices, so fax
will rige. )

“In t#he game wa though the rupee remaing at the pair of !



= Athis connection & referenca ma.y be ma.de tio the period's
the Bank Restriction in England (1797--1828), when the Bank
of Engla.nd wag restricted from giving gold for its notes on de-
mand, The prmmples of thé case have been well brought out
by Bagehot in his “Lombard Street.” The essence of the
 history is simply this:—For the first ten years the notes, though
mconvertxble, remained undepreciated as regards gold, Appar—
‘enfly, the directors had acted’ in the soundest mannet. Yos,
says Bagehot, when they came fo give the reasons for bheir
‘action they have become clagsical by fheir nonsense. They
‘applied, it is ’ﬁxue, a principle of limitation that seems natural

i ﬂ

enough. They only made advances in terros of notes for the

| bona fide demamds of trade, andatb a hlgh rate of discount. They

thought in this way the demands for eurrency were fairlyin-

dicated, and that, therefore, there could be no depreolablon
But they forgot the cumulative effect. None of the nobtes

bemg s swithdrawn or sent abroad, in time the quantity became
oo great, puces vose, and, inter alia, the price of gold.
Whether the rise was in both eases exactly the same, is an old ‘
and mteresbmg questlon, precisely that old question of hhe‘

measure of depreciation.

In effect it would appear thati ‘rhe method of limitation now
adopted as rega.rds the issues of the token rupee is the same

as that adopted by the Bank of England in the Restriction. So :

long as the rupees are issued only in response to a supposed,
veal effective demand, it is thought that there can be no

depreciation (see Report, p. 19). Tne specific depreciation as
regards gold may be guarded against or provided for by the. .

10l devices used for the mintenance of parity, but in the course of
_ time the rupees in ciroulation will accumulate, a.nd aftier o
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o Ain pomt a rise in prwes musb follow. In the easeof
! j‘Indm, with its favourable ba,lanca of trade, the vise in prices.
| must no doubt be conmdarable hefore the parity of the rupee,
will be affected for foreign exchange, bub in the meantime India

' guffers from the beginnings of a general depracla.tlon | And in Wil

fthe end, as already observed, even specific depreclatlon may
ake pla.oe, especially if the raserves held are in the main
doeumenta.ry and not acﬁua.lly in gold. |

This paper began with the statement that the Report
failed to give adequate consideration to certain aspeocts on |
Indian currency that in the course of time might prove to be of
grave goncern. lIn eonalugion, the omissions a.nd the posmble
‘ovils may be briefly summsmsed

The lea.dm« 1dea. in the criticisim offered was to refer to the
| primary funatlons of money. Owing fo the necessary inber-
connectlon of these functmnq, a treatment of any one mvolves

o reEerence to the rest.

'As regards the funchion of money as a medium of exchange,
the Report, following the practice of the Government of | Indial
for the last twenty years, considers the rupee mainly from the
point of view of foreign exchange. It considers the means by

_ which the gtability of the gold-exchange value of the rupee may
be safely and most economically gecured. It seems to be taken
granted that if only this stability is maintained it makes no

1 difference fo the peopel of India if bheir pxmclpa.l metallic aur-

‘ I reney is token money. The opinion of the 1898 Commltﬁea that;
| the gold standard should be gradually made effeotwe by the use.

“of movre gold ag currenay ig disearded; it is argued that to support

the stability of foreign exchange thedgold would be much more,
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useful massed in some banking centre, the preference being ‘given‘
t6 Tiondon. The ready interchangeability of the coins with the

[

corvesponding metal within the country (which, under the old

gystem, was 80 convenienh) ig passe‘d over ae of no imporbance.

The fanetion of money as & store of value is emphasised in
connection with the aceumulation of gold to be used in case of
need to support the gold-exchange value of the rupee, but the
more primitive form of the store of value in the native hoarding
ig neglected. The native can no longer hoard silver ;he has not
the same confidence in the rupee as a foken: therefore, her
hoards gold, and he is less willing to parh with this gold when
there is a difficulty placed in the way of getting it hack. With
yegard to the function ofmoney as a standard measure of value

(including deferred payments), it seems o be taken for granted

in the Report thab if the rupee is only linked fo gold for for-
eign exchange, its value or general purchasing power must con -
torm bo that of gold as determined by the world's markets and
the world’s banking. It seems to be thought that it can make

" no difference what its intvingic value of the 1upee may be.
1f, however, the rupee ought to be regarded as partaking of
‘the nature of an incon-vertible note, this simple relation will
not hold good.

But so far as the rupee is like an inconvertible note, so
far it iy subject to the same limitations or liable to the same
dangers. In particular there is the danger (unless the volume
is strictly limited) of a genaral rige in prices. If water flows
into a reservoir in greaber amount than to the extent of all the
withdrawals, the level will rise, though, of course, it would rise
more quickly if there were no means of withdrawal. As a
matter of fact there has already taken place in India a great



tupee prmes., The extent and the ‘nature and the

'uimaes of the rise are open fio controversy, but, roughly, j

siniee 1900 the rise in prices seems to have been associated with

theincrease in the volume of the rupees. If the inflation of the

. yupee currency hag already begun to operate, we may execpt that
in the near future the rise will be gbill more marked. This
‘possiblhty i serious ; already some of the highest authori-
ties have given this rise in prices as one of the chief causes
of Tndian unrest. We know by theory, with abundant histori-
oal verification, that ina rise of prices due to inconvertible
paper or any analogous cause the mercantile and trading clagse
gain ab the expense of the masses. Kven if the rise in prices is
" due to an increase of gold, until the period of transition is over
the same rule seems to apply. In the case of gold, however
there are natural economic forces which in time must limit bhe
monetary supply, and so far the level of prices, but in a mana-
ged curreny such ag the rupee these natural forces are absent or

weakened. No one, for example, would melt down rupees e

make ornaments, but gold eoing are constantly so melhed
' Fyen the Goverement is not likely to contract the eurrency by
melting down rupees, unless the evil of inflation has become
1ntolemble But after a corbain point is reached in the inflation,
the general depxecm.tlon in the purchaging power of the rupee
must be followed by a specific depreciation as regards gold ;

and if this is the case then the main object of the whold poliey .

is defeated.

A

| To prevent misapprehension, two supplementary obsera-

tions may be made. The Report does no doubt, pay considerable °

attention to possible development of banking and the use of

bank-notes and go far considers the medium of exchange from

it
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" the point of view of internal reqirements. ‘But when we are

told that 90 per cent of the Indian people cannot read, andé
 when we know they are very poor, this development of credit
ig only likely to increase the rapidity of the inflation of rupee
prices. The Report seems to think it an evil if gold veplaces.
npfes in the civeulation, though the notes are only ‘couvertiblé
into rupees. : i
| The other observation ig of a more general charagter. It
. may be said that the criticism here offered would apply ko any
' form of the gold-exchange gtandard.  So far as the conditions
 are essentially the same, this is quite true; bub the general argu:
‘ments is too large to be congidered in this ‘pla.ea.——The ‘ Eéan‘o-- ‘

mie Jowrnal, June, 1914,



. APPENDIX—F.

India Office Finance.

BY ASIATICUS.

With reference to the report of the Royal Commission on
Indian Currency and Finance, “ Agiatious ! writes in: the

. National Review for April i-—

. The Secretary of State has control of very large sums
belonging to India. To advise him in his financial transactions,
he had upon his Council certain magnates of the City of
Tondon. These gentlemen from the City wore never slighted or
thrust aside, as was for a time the rule in the cage of the emiﬁeﬁt
' administrators from India who formed the bulk of Coungil.
. The Qity members, in fact gradually became all powerful
| in the India Office. They were listened to with bated breath.

They were allowed to do what they liked and paid for it. Fiven
; “‘Secreta,ries of Sﬁahe, tresh from their books or from the lititle
colonies, deferred to their judgment and dutifully obeyed their
behest. They were magnates in the City, these gentlemen, bufb
 they strode through Whitehall like demi-gods. Yot though the
i India Office knew very little about finanee, and therefore sought
e help from without, there was one permanent official within its
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¢ who had a marvellous fa.lhili\a,riby with the subject. This
was Mr. Lionel Abrahams, C. B. now a full blown Assistant
Under Secretary of State, and Clerk of the Couneil of Tudia.

Mr. Abrahams is one of those extraordinarily clever men who . '

ogeeasionally blossom in our Civil Service. He reminds one of
| 'that other official of whom, when he was at the India Office,
the late Lord Wolverhampton used to say ‘ Look at that man,
now. He could get ten thousand a year in the City any day.
And how much do 'you think we pay him? Why, a paltry
twolve hundred a year.  When, that man says so-and-so, how
do you suppose 1 can go against him 2"  Mr. Abrahams ls A
man of SImlla,r type He has astonishing capacity, mdomltable
industry, and he is perfectly honest and sincere. He knows so
much more about all these subjects than any body else, and he
pxercises so much ungeen influence that no one can stand
against him, 1If he had elected tio serve in India and not in
London, his fate would have been pre-ordained. They are al-
. ways a little frightened of such men in India and have quaint
| methods of dealing with them. Because he has a positive gening

for finance, Mr. Abrahams would assuredly have been sef tio

work making railway embankments, or shepherding refactory

Mahartaias, or chasing dacoits in Burmé,, or some other task for
., which he is probably fotally unfitted. T am not at all sure thab
the system is a wrong one. It savesa great deal of quite super- i
fluous trouble. For instance, at present, Mr. Abrahams has
conceived that a State Bank on a huge scale would be the
best panaces for India’s financial ills. He has produced a
portentous memorandum and offered reams of evidence, in '
support of his belief. Tndia has never asked for a State Bank.
- Most of the witnesses before the Commision were dead against
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& ‘ﬁa‘seheme But My. Abrahams favours it. He has several

rés, he has the ear of the India Office, and it {s not ab all
" improbable that he and those who think as he does will have
‘ 3théi‘1 ‘w‘ay‘ These things help o account for the fervour with
which the Government of India, on their own ground pergish
in ‘cherighing the view that railway embankments and refractory
Maharajas have their peenliar uses.

Certiain changes in the financial policy of India have of
late plé,ced enormous floabing balances and other tremendeous
sums under the control of the Seeretary of State. There was

|4 time when Lord Morley,good innocent man, positively boasted
of dhe gigantic financial patronage he, was thus able to
exercise. At a meeting of the Bankers’ Association he gaid
\writh pride that the maturing and lending of his cash
balances amounted to £ 16,000,000 a year, and that the India
Office was responsible in the year 1910-11 for a btum-
Lover of £ 160,000,000. This unprecedented financial patro-
! nage, for which the City can show no parallel, was not
| ‘pxercised in realiby by the Secretary of State at all, nor
e e R admmmtmtuns from India who sit on  his Couneil
‘ haye a.ny effective share in it. It was really exercised by the
gentlemen from the Ciby, which the incomparable My, Abrahams
 'somewhere in the background. TLet us not crificise them for
‘undertaking, these necessary duties. The work naturally and
inevitably fell to them, and they had to do it ; but what India
© said, and what onlookers said, was that a terrific power in the
/money=market was being placed in the hands of two or three
e bankers and a still comparatively young permanent official, It
| was not good, it was not wholesome that much power should be
\uite casually entrusted to three or four men who were really
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‘ ‘ma.tter., The system was in rmv case wrong, India went; a good |
deal further, however. There were voices in India which began'
to protest that the work was not well done, that City interests:
. were favoured mbhur than Indian interests, that the whole
| procedure needed investigation and thab there were features
' ‘uboub it which required to be brought to light. How far these
stvietures wore justified we shall see later. ‘ |

The Silver Purchases.

Put in a sentence the Bank of England had the
business of buying silver for the India Office, and Messrs.
. Samuel Montagu and Co. secretly got it away from
the Bank. So short is public memory now a days that
‘ cért‘.a.in (tovernment organs have been permitted to assert |

. quite recently without contradiction that Messrs. Montagu and

Co. made the purchases at the invitation of the India Office. |
Sueh is not the case. Messrs. Montagu asked for the business in

| an unoﬂicml letter to Sir Belix Schuster, the Chairman of ther

Finance Commitbee of the India Council and they got it. Whether
i they prevented the success of an alleged "‘corner’ in silver, and.
whether they made or lost money themselves, are quesbions of
' minor moment. They did not make the proposal from pa,ﬁriotic‘
' moﬁive, but as o matter of business. The whole trangaction
| was nevertheless a perfectly honest one. 1T raises points of ‘
' Qiscretion and good taste, and not of integrity. The salient facts.
L m this connection are that the deal was kept secret from Sir
| Stuart Samuel, the head of the firm, because he happened to be
Member of Parliament; that it was kept secreb from Mr. Ed-
wm Montagu, then Under-Secretary of State for India, with
the right to sit on the, Fmance Commmbee bacausge of hlS closae



i Telatlonshlp” to t.he ﬁrm, that it was initiated in an unoﬂlcw.l
: letter to Sir Welix Schuster, who is Governor of fhe Union
g London and Smiths Bank, which happens to pumber

 Messts. Montagu Co,, among its clients and that it was
kept secret from the Bank of Hngland although the Bank
' believed that under a verbal arrangement  with Lord Inchewpe, |

subsequently confirmed in writing, the silver purchages for the

India Office were to be exclusively undertaken by them. Ib is e

‘ ‘intezestmg tio | obgerve that the note of the terms, upon which
the Bank of England relied, was “written on India Office

 paper in Mr., Abrahams’ own handwriting.” That is perhaps

all that mneod be said about the silver purchases, It wa,s‘f“h‘e;
verbal armngements, the unofficial letters, the secrecy from
this person and from that, the hole and corner character of the
whole Lra,nsa,cmon. the appavent tricking of the Bank of

' Bngland, the undue intimacy of the affair, that the pﬁblié_‘
eondemned, and rightly condemned. There was nothing
morally wrong about it, but it was highly injudicious and

inexpedient.

The India Office and the City.
Asiaticus proceeds :——

] “"Our trusty and well-beloved” subjeets forming the
Commission had o enquire into many things, but one question

commended to their attention was the problem of what those " 

estimable City genﬂemen, Lord Incheape, Sir Helix Schuster,
‘and the west, with the inevitable Mr. Abrahams in the

rear had been doing with the Secretary of Sbate's balances.
‘Had they administered them wisely and well, or had they

hot‘?‘” 1t had ﬁlrea.dy become lknown that portions of these




’balances had been placed on deposlt in ‘banks with Whmh
' members of the Hinance Commibtee  were connected and
~ guggestion had heen made that these deposits were ab unabm—-

il monly low rates of interest. For ingtance, the Union of London

“and Smiths Bank of which Sir Felix Schuster is the Governor,
had on deposit without secarity in 1911 over £3,084,000, of
Indian money. The Nutional Provincial Bank England of which
Tiord Incheape is a director had repeatedly held large sums in

| asimilar way. Tn 1912 when he had ceased fto be's member

" of the India Council, it held on deposit £1,300,000 of Indian

|| money. Again it was known that Messrs, Samuel Montagn and

Co. had borrowed from the Secretary of State, and repaid an
annual shm averaging £2,000,000 ever gince 1908. The conten-

‘ fsion was that in practice the firm had received what amounts
to ‘permanent loan’: at the rate ordinarily payable for “ghort
tevm loans'’;and the same contention is applied to various oﬁher
favoured firms, There was again nothing morally wrong in any
of these fransactions. The Secretary of State had long been
' aceustomed to make short term loans, from his surplus balances
' to approved firms in the City; until only recent years he never

i had a great deal to lend.  When is balances at length swolled

| enormously, he could not find enough borrowers in the City. A

‘good many City firms do not care to borrow big sums for

wvery short periods, and not all of fhem seem fto have
been given facilities for almost continuous Vborrowing.‘

Lord Tncheape, who was then Chairman of the Finance
Committee, thereupon made the ingenious suggestion that the

. large balances unutilised for loans might be placed on temporary

(deposit in joih‘tzﬂstock banks. The suggestion was possiblj a good

‘one, though many people in India do not think so? Bubt what i



i ‘;‘vi‘fa,s‘ pei'ha.pswmfortuna.te was that two of the first four banksl |
_ selected for this purpose were Lord Incheape’s own and Sir|

‘Helix“ Schuster’s. Observe the great delicacy and considertion

of these City gentlemen in their attitude towards each other.
' Being Chairman of the Finance Committee, Tiord Inchc@pe
was blushingly compelled himself to suggest his own bank asa
‘ gnitable receptacle for India’s surplus cash; but When it came
to Bir Felix Schuster’ s bank he explains. ‘T would like to say
that these deposits were made with my sanction, without any

reference to Sir Helix Schuster. Sir Felix Schuster and I never

digoussed the apportionment  of these deposits, nor did we i
discuss the matter of rates, ” A very nice and proper feeling; i
but one rather wonders whether the demi-gods ever winked ab
| each other. Ttis clear, nevertheless, that when Lord Inéhéhpet
Wé.s instructing the India Office broker to make thege hugé:,‘
deposits in joint stock banks, he had his embarrassing moments,

Other banks might have wanted these deposits, and might ha&e A

. offered befter terms.  But when torn between his conflicting
emotions as a banker, and as & custodian of India’ s money, he

. bever flinched, as i shown by his answers to the following =

questions,

10,707, Are you satisfied as a business man that you
 did in fact get the best rates—I1 will not say in every single
instance?—I always did the very best I could for the Heecre-
tary of State. I put myself inthe place of the Secretary of
State, and [ dealt in reference to his money precigely as if T
were dealing with my own. I got the very best rate I possibly
could. With regard the deposits in the National Provineial
. Bank, T squeezed the very last penny out of them.
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i 10,708 That wag your own bank ?««Yes, my own bamk

.Ib was the business of the manager of the Bank to geﬁ the],,
|| money from me on the best terms he could, and it was my
| business to got the best that I could from the manager of the
0 Bank. . He knew thatb perfectly well.

il Very nice and proper again; a positively idyllic scene bet-
it ‘?‘WGen the relentloss Committeeman and | the 1mpor1:una.he

Manager. Sir Felix Schuster was equally austere when in turn’ “ )
{ he bacame Chairman of the Hinarice Oommmtee, ag 18 Bhown‘»

““be the foll.owmg answer:

i 11, 001. | Suppose that the Abcoun‘uanb -Gteneral and the
e broker proposed to make an additional deposit with your own b
| Bank; swhat would be your posifiion then 2-—Of course 1 const-
 dered mvself i that matter ag representing the Secmmry of

il Sbahe and not my own Bank. . It was my duty to get the best i

‘poﬂslble ‘rate for the Secretary of State: I, representing the

i ' Secrebaury of State, asked our Manager or get the broker to ask

! j,our manager. What is the best rate you can allow for, ikl

i il ;depomti? I got that answer from him  without mterfetmg i

il mygelf in my position as a Director ofa Bank.! Having had

. that rate given by our Manager I told the broker. Our ‘Bmhk i

| will allow say 3% per cent; now that ig the best rate Exom them
‘you try and geb a hxgher rate at other Banks if you ¢an, He

‘did and T got the information from him that he had been ftio A,

B and C Banks who would only allow so much; if that rate was

| worse then our rate would be accepted, bub if 1[7 was better our

' k‘fdeposw would be paid  off. On sevaml occamons cart&mly we* T

| fdechned it beca.use Ib did nob smts us to ta.]ze i6. i
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Now* Ino one need dout | that these gentlemen gwe these
anBWerS in perfect good faith. It may further be conceded thab
bhese answers no doubt tepresentsd precmely whab paﬂsed bhmh
nobhmg untoward occurred, and that the money wag placed on | !
depomt in their own banks ab just as good a rate of interest

e 1 mlght have been obtained anywhere else. Tont da
not the question. The puestion is 'whether it is | wise
a,nd expedlent for  gentlemen holding conﬁdenbml pmd
posmon a8 a,dvlserq, to the Secretary of State; to be dzreofnng
and eonbrollmg, financial transactions between the India
Office and the institution with which they happen to be ‘

' connected in another capactiy? May not their proceedings ‘
' be open to mtsconcepblon‘) And 'there ave other questions
" whigh arise. Why do these wealthy financial magnanes consent i

| vto gerve year after year, for pay which must be a matter of‘ i
enmre mdltference to them, upon India Office Comrmbhee P i

. it from pure patriotism or from a kindly desire to steer the

il mnocent Tiord Morley and the inexperienced Lord Crewe through
the mazes of the money-market ? Is it because one  way ho e
baronetoeies and coronets lies through the portals of Whitehall ? i
Is it because they seek the immense financial pa,trona.ge which
is ‘eagerly placed at their disposal ? Has India any justification |
fot saying that they have let her balances plle up for ‘the
beneﬁt of the London money- .market ? And does the Indla‘:;" |
Office really require so much advice from these self-sacrificing

 gentlemen ?

1 The touching pwﬁures of these ﬁna.nma.l dignitaries. wrest-
lmg w:bh their own Managezs from a pure and fervent desire to
do hhelr besti for the Seoreta.ry of State~— that helpless a,nd ‘

¥




ehildlike bemg l—may be perfectly aceurate. The spectacle of “
that pathebm marbyr to pubhc duty, Liord Inchcape squaemng
the very last penny " out of  his own Bank  sooner than

W Tndia should suffer loss, may be entirely believable These‘~ :
il sunple and affecting narratives will not be questioned here.
| Bubis it right and expedient that the Secretary of State through :

his ignorance of finance and the money markeb, should put

‘ i these self- sacrificing gentlemen in a position which mu}ht Pcts&llj ‘

ham become invidious if they had not been so very ‘earetul ? Is

it wise that the Government should place so much control of|
I the London money market in the hands of private individuals,
il &quevér helpful their advice may sometimes be ? Is all the cri-
tisism that has been heard unfounded ? s there, on the faochs

i ‘ digclosed, absolutely no foundation for the frequent statement

that the finances of India in London had got into the hands

" of a little clique, which managed the entire business ina
‘h"ole-ancl-corner way, not always o its own disadvantage, which

il oared very little about India and a great deal about the London.

 money-market ? T shall not answer these questions. Readers
‘may judge for themselves. Two points only remain to be
noted in this connection. The first is that the Oommissidﬁ‘ |
‘b‘hinks that ‘' undue prominence” has been given fo City

o ‘axperience”‘ on the Finance Committee of the Council of

India, and recommends that in future only one City member

i  should be appointed. The second is a point which the Com-

mission ought o have recommended, but did not. Itis that no

City member of the Finance Committee should retwin his seat
/if the India Office enters into any financial transactions with
. any ingtitubion with which he may happen to be intimately

aasoclabed Only thus will mlsconcaptlons be in future avoided.
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Mn Abrahams and the State Bank.

Towa,rds 1t;s close the artwle Leburns agam to Mr. Abra-

| ‘ha.ms e

il Mr Abra,ha.ms hag atasclnab1011 whlch neverﬂags Hoisso

ready, so dehdhtfully omnpiscient, go serenely confident, so sure
of his aims. Take just one litble touch. He is taking of the
best way of seeking City advice, and parenthetically Qbservés i
‘ Bo long as’we have a broker of our own, that 15 until he is

- swept away by @ State Bank.” You note the quietly mascerful

assumption. No one, save Mr. Abrahams, has decided on & ‘
State Bank ; even the modest Royal Commissoners would make

' no recommendation about it, one way or the other. But Mr.

Abrahams seems to want a State Bank and in his vision the

 thing is settled. If itis, it would prohé;bly be found in practice il
o have perpetuated at the London end the very defects of

. control which are now so much assailed. Thoughts of this kind il
do not disturb our incomparable Assistant Under Sememry.‘ I

He commxtted himself to the remarkable statement that there

. 'was no one in the India Office with Indian experience of

finance, but there was ** an enormous amount of written experi-

ence,” and * the number of people who are extremely familiar
. with t‘l}‘e written experience is quite satisfactory.” If the Indig

Office prefers to control India, and to decide greatb issues, on

\ third hand knowledge of “ written experience’’ instead of
‘cbnsulta.t;ion with the actual experience, a good many things

which have hithertio puzzled many people become plain. It
is a _quaint, complacent place, the India Office. Hverybody
is so entirely pleased with evervbody else, and they all toul

‘j untnl their eyes grow dim over “the enormous amount of
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wrmten expanence which the office eontsams il They work 50
hard ab controlling Indis. Consider the pathos of Mt  Abra-
. bams’ account of the Woes of the Fma.nclal Secretary, an oiﬂce
‘he has recently vacabed : ' Che burden is heavier than one man
should bea.r e may have to deal with large questions when
| jaded a.nd pressed with conflicting dubies : he ceannot attempt
il ”keep up as he should like his general financial and economie,
i knowledge he is hkely to break down at mtervwls from over-

| ‘mek” Deplorable! And yet there are 1gnomnh people who

it ;,‘-oonbmue to think of the India Office as a placid duck-pond |
i 'Whlch wa,nts stlrrmg up now and then with'a long pole.
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