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Arthur  Salter's) visit (to  China

pring to advise the Chinese Goy-

mert  ‘on  financial ‘matters rouscd
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eneral nature, but the subsequent
srioration of the 'political situation
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Iproposal about gilver to be submitted
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| & maximum of 40
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metallic yaserves in th(' white metal. |
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plvs bi-metallism, nor that the
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ratio, apparently, may come later
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uﬂﬂughwy5spaaking, 1n th@ year 1920 silver in terms

?;913’ éust before ‘the prasent depression, in 1928,
Mt,hnd f&llen back to about the price of 1913; &nd now at

,hia mom&nt 1n$taad of being as it was in 1920, twice the

1913 priaa 1t is rather 1ess than half of that price,

Lat me at onoe add that this fall particalarly the
”31  recent fall of the 1ast two yenrs daes not represent an
” nqu1valent decline 1n thu raal value of silver or in its
\f;purchasing power, '
)‘ Silver has fallen in terms of g¢ld &8s all other
‘eemmbdities have fallen in terms af,galﬁu  It would be much
more frue to say thatlgold‘has appreciated in relation to
all eemmodities; includ ing silver, fTﬁ&£;i§ the big and
‘ffunﬁamental fact with which one has to start, It is, however,
true that silver hes in these lagt two years fallen rather
more than the average prices of indﬁstriél products, Il is
glso true that there are certain special c@uses, and certain
gpecial cdnésqﬁemcesm I propose to discuss these spscial
causes and conSQquences gnd &lso certain proposed remedi es,
» In the first‘ place, as to the causes, apart from
wha‘major fact to whioh 1 have referred, that gold has gone
“"up, there is of course the general effect of the world

‘j‘rféaprcssion which has certainly 0perated %o & very large

” amxtont to depreﬁs the galue of silver., Here I entirely
>‘agro~ with Mr. Lsmont, that the relat;on&and this point

’1' ahall Liviley movain littie later) between the worls

‘;rassidn and silver is much more that the fall of silver
&Mm«JWEﬁmaﬁ W. Lembnt presidsd ai the luncheon ef.supra

y 521 note..




‘,1n0t only th&% thg damand and if this policy centxnues, the

~ but slso that 8 gregt a,al a& silvarfthus eams inte the hands

'the mnrket.

vhigh and abnormal prioe of silver 1n 1930 pr Qduction ShOUld

recent fall in silvsr-is incrsased productlon. This Adoee not

. eurtailed, As rogerds eny other comodity, no one would

“  dem&nd 18 somewha t ulower and lesq complet@ in tha @&&0 of

,hilippines the Str&

¥

pﬂrmngnt damanﬁ fgl silver will: be in these respects reduce&

R o SR S AN S RS S e R

of @urrwnoy'authorities Wi b@ve beﬂ ”d18P091n” of it upen

As to productjon 1t 18 natur@;\that after the very

have subﬂtantially incraased. At the sama time, I do no@
think 1t cen fairly be ssid that tha prinoipal cause of thﬂ

mean thet there hés not been Qverproductiun. 1f the Fermanent fﬁ
demanﬁ for silver hes in any erpect permunentlv fallen' tbere?

is over produetion unless pruduc+ion ig ewrresPundlngly

Sériously say thet it is the duty of those who consume ﬁh&tv

commu&ity tQ maintain‘thair consumption in order to meipteln

"prOduotion. Lt they do not went the srticle, the norm&ﬂ

’procass is . that the article ghould be produced in 1@33@?

quantitya, There is one other point ‘that I ought to adﬂ, too,

‘abouf;thg preduction of,%ilver‘becauﬁe 1t underlies the‘Wh°¢® e

' §rbb1em.‘ The normel, automatic sdjustment of producti@n to

-

’r k

fsilvar thﬁn 1n the cese of‘;xher uommodifiaﬁ beeausekammatﬂ§



fwwuld otherwiﬁe ba ani |

hﬂpw imposaible.b 8o much for the c&uaee. ¢
ﬁxow & word as to th@ oonsqquﬁnces.' Chira, the. only

ilver currevcey haa_rw

ﬁ_Who are buying pro&uata in ide the ej 'txy, since inﬁide.

et risén at all cornesPi vgly) have of eourse

{found th&t thair pur¢hﬂ$ing power for ofe commodities

slraduaed a8 it tekes moT e silver "Mbuy & given amount

P ef gula, thmugn again not corrasPuna1ngly reduced because

golﬁ pricea have fallen._ China ha adse suffared just the

‘same kinﬁgaf internal dlslocation in ‘her aconumic sys tem |,
.?that European aountries did whan they haa paper and depreei&tu

ing currﬁncs 19& '

In the seeund place, & number cf countr1e~ Whlch are

on 8 gold stanﬁard basig, such 8s Ivaia and the Straits, tba

fQDutoh Eastwiné168 wand 80 on, use silver to & great extent

not ss the basis ofntheir curr@ncy but as & medium ofFSaVi.

In these aauntries people wnu hava saved in silver have alé

ﬁis‘fullb In une raspeet their 1088 is 1naeaa

”vlostrthraugh:

”ilver standard‘countrles, An Xndian_

in hard times, to %ring

” an &ccust¢med in the past,




,Hfmthe ranent big fall in ailver— just ms theJ gainea haavily

‘fj( it is well to remember) from the @qu&ily abnormel incresse

”:,in the value of Bilver in 19¢ 0»

What of the rest of the world”

i  The ansver depends
:' upun the relation between the fall uf‘gilﬁg? and‘phe’wo}1d 
déprassion; 'It;has\somstimes been'stateaffhatthe fall of
yd?ailver 18 & prinoipal factor swm&timasfé§én the principal
!factor in the worlﬁ depre smon; ‘ﬁhuae Whu maha this stateﬁent
. peint to the fact that China nas & gofulatior of some four
hundred millions something like & £ifth of the totel populaw‘

tion of the woria and that a1l the silver uding countries

 together inuludlnv Indie etec,, constitute very nearly -hﬁlf‘ ;

the population of the world, . It is'a?guéd\that if the
purchasing power of haif the world hes beenvtbus rednced,
]_ebviously that is a great fector in 3nternationa] trades

| In an argumawt of thie kind, huwevar i% 38
Lmisleadin in the first nlace to Spaak uf China as having

'ff@a Iifth vf the poPulatlon of the wurld Or the 811ver~using

'%onuntriaa as having half the populatiop of the world, It_]fV

%5

Wa ara se&rehivg far tba explanation of & Wurld depression




a che worlaaa t*ada. Fven aog since &, given factor tends

¢in;ﬁilvsr;‘ij{Woul@‘befatleggt s real factor 1n the

Bk wzhat reasor. hava‘ e to think that? Well




)

;ing”aeuntries._
ﬂ ” Th& statisties of the wurld trade suggest neo such,
*bncluaiun at 811, g have«before me & 1ist of some twenty
Jineipal countries in the world, with their 1nternationa"
a‘ftrade for 1929 and 1930 in the ordor of their reduction of
ﬁimports durlng the depresslon. ‘Thé 8i1ver»using countries

are spraad fairly evenly over that 1list, China for example

' reduc$d her purchaSas from abroad by a smaller proportion
than the United Statos didy . The reﬁﬁétion in America's
 1Vpurch&ses of foroign govds in 1930 as compared with 1929
wes actually greatar than the reductign in China's purchases
‘of foreign guods in the same period.
My second criterion glves $ee just the same
results, Though China's imports in 1930 were twenty-seven
| and % half pet éent less than in 1929, her exports had
. gane éown by‘&n even biggsr proportion, by\thirty—fouf
per cent. '

I do not intend to overstress this argument, nor
do I suggest that silver has been no facfor in the world
depression at all, TIndeed it is probable that the purcheses .
by China, for example, of certain foreign products, have |
somewhat diminished s & resvlt of the fell in silver, s=nd
that that fact has been to some extent maskéd by ingreaSes

’ﬂ3 Ear”amal1er“reduﬂfions in certain other products. Bit if
 $11ver is spoken of &8s being the prwncipal or even & major
‘faatur in the world depres sion, surely the figures which I

‘hgve‘quotéd and which I would ask you to,supplément by & $tudyﬁi

”é?er a~widor range, do prove an order of magnitute that is

. completely inconsietent with any such statéement, |

g




id abaut sﬁvantynthree end a half per cent ofv
whaﬁ she expartﬂd 1n 192 V. In 1900, she exported to China

."‘Ialgo almust exactly seventy*thrae and & hslf per cent Of ner

1939 exports. When 1 used this argument et 1 was told that
in 1930 the full affect of the fall o: silver had net been
shown} and 1f I would turn to 1931 I should find that silver

having then fallen lower, there would be & different result,

I‘did furn to the figures fbr 1931 . andl foung that the
exports from the United States to Chinabin the first three
months of 1931 actus 11y ;gpresentedv& lerger proporjiun‘ :

a8 compared with 1930 th&n.bnitgd Stet es expo;ts to the world
as & whole, § | \

I do suggest that'these figureé— whieh wonld be co?firmed
and nét corrected bj & wider end more intensive stuvdy- do at
least exclude the hypothesis that the fall in silver is &
me jor cause of the world depression,

I come now to certsin propOSgis for amelioration, and
I will comment briefly upon each of the propossls that have
attructed chief attentiun recently;- In the first place, it

is suggested that there should be a Silver Conferences It hes

usuelly been assumed that this should be & worla governmental b

<O

% 2

bae

'R

ted from

p.

conferemce, in the sense that countries should be
all parts of the worla, tnuumn not nece egsarily every eountry,

and in the sense that the de]ngateb should be official

representatives of their governments, It is on that assumption

thet I make my comment,

o

I an, the 1ast'person.upoﬁ earth to be skeptical as to the
velue of world governmental conferences., For certain purposes
and under certsin condi tiong they sre must valusble. They
are indispensable for sgecuring' the coordinated governmental
Botion which is vital to the world's prosperity, But L do

think 1t is most importunt to rcalise what such conferences

can do and whaet they cannet do.  They cen, &nd they slone can,

|
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T8 ON SILVER. .

With reference to eertain American

eriticisms of7Indian\deernmant‘selling.

It is frequently stated or implied that the
cause of the Goverament of India having 8o much silver
‘for disposal is that in 1927 India was taken off the
silver standerd and placed on the gold exchange standard.
This is very far ffom'the truth, India[had a gilver
8tandard up to 1893, 1In that year, in view of the
inconvenience and loss céused,to the trading ceommunity
by the great fluctuations of exchange between India
and gold standard counfries, owing to changes in {he
pricé of silver, it wes decided to link the currency of
India %6 gold and introdﬁce & system which has since
become known as the gold exchange standard. - The new
system was fully in operation by 1898, the rupee being
valued at 15 to the £ sterling; and it remained fully
ih operation from 1898 to 1915, In 1916 and the years
follcwihg, owing to the war-time and poatrwar dieturbance
of world economic conditions, it proved impracticable
to maintain the ratio between the rupee and gold.

The rupee became an unstable currehoy, and first
rose by stages to about twice ite fbrmer gold value;
then sank to & point below it; and finally rose agein,
until in 1924 it stood at about 15% rupees to the £
sterling. At this point the possibility of
ptabilisation was recognised, and the currency suthority
held the rupes approximately étable at this level
until/



2

: ffunt11 in 1926 an auﬁhoritetive Royal Commigsion, of which

; ﬁffslr Hilton Young was Chairmar and which included among ite

‘meembere four eminent Indians (business men and economists ),

‘was appointed to consider the whole queetlon. A8 8 result
of 1ts recommendations the Indian Currency Act of 1927

was passed by the Indian Legislafure. This provided, in
effect, for the stabilisation of the rupee by law at
laé'fupeea to the & Apart from the change in the ratio
between the rupee and the pound sterling, the only
important difference, between the system as 80 established
by leaw and that which had been in operation from 1898 to
1915, was that the obligation (by the-sale of external
drafts) to prevent the rupse from falling below the gold
export point wes made statutory, whereas under the previocus
system the obligation, though aocepted»in preetice, was
not imposed by law, It is thus clear that except for

fhe period of war-time and post-war disturbance the Indian

currency has been on the gold exchange standard for more

than 30 yeers, and that during the whole of that period

the sillver rupee has been merely & token coin,

In an Ameriean'journal dated the 17th Deeember,
1930, it is stated that "the Govermment of India in 1926
imposed upon the people legislation, dictated from London,
providing that India should adopt & gold bullion stendard
in place of the previous gold exchange standard, and
gradually sell on the open market the excess stocks of
Bilver consisting of several hundred million ounces then
held in the Indian Treasury". This is not true. The
legislaﬁion in question, as stated above, was passed by the
Indien Iegislature. There was at the time considerable

pressure from unofficial Indian quarters to go much further

and/

L.



:f;_ an&-‘o‘introduae a goldmcurrency. \'A'echeme‘for‘thds

; {ﬂ»&’i@"’

‘ffnuxpose, which Would have involved the attreotlon to
ffIndia of a 1arge addition&l amount of gold, 'and also the

sale of an amount of re&undant 311ver estimated ag equal

to about thrice the world‘s annual production was laid
before the Royal Comm1331on of 1926, 1t was decisively
rejécted by them and has never been accepted by the Govern-

ment of India. © 1t should also be added that neither the

law of 1927 nor any other legislation'impoSes on the

Government of Indisa the.obligation to dispose Qf gilver as
gtated by the above-quoted journal. The gradual disposal
of the lerge accumulations of surplus silver is dictated

to the Government of Indie not by any legsl provision but
by their moral responsibility to the Indian btaxpayer., The
gecunulations are so 1&rgevthat a great part of them is
unllkely, within any measurable time, to be reguired fLor
circulation in th form of eoin in quia. It is aquite
unreasonable to expect that this great holding of unproductive
assets should be retained indefinitely by the Government
when it might be turned gradually into revemue-producing
assets to assist the'financial pesition and to strengthen
the resources available for the maintenance of currency
stability. At the present time the Paper Currency Reserve,
Which forms the backing fqr the Indian note issue, consigts
td’the extent of nearly 80 per cent. of silver, which is

an undesirable asset for this purpose as it is highly
unliquia.

The question naturally arises: What is the

explanation of the present vast accumulation of silver?

Beonomic/



tions in Inﬁla are such that a

iy nal tranaactians are carried

arge prwportx n of

out“with actual‘;oin.ﬁf during and 1mmediately

"aftar the War, when the genera ‘brioe level in Indisa,

"f_as elsewhere rose greatly, s ok 1arger vo]ume of coin

‘rjwas raquired in clrcu¢at10n to Weet the ordinary needs

of the people. 0f the extra silver reguired for the

| purpose & substantial amount was purchased from the

: American'@ovérnment With the falllnw Drice level of

i

|

‘recent years the amount o; coin requlred in circulatlon

has suostantially decreaged, and silver TUDEEs have thus
returned to the currency authority, i.e. the Government
of Indis,
N Moreover, even in India the habits of the psople
may dhange“to some extent; Partly no doubt as & result
of the decline in silver vrices ., thefe appears to have
been a tendency to swltch over from gilyer to gold as

8 means of hoarding. The hebit of invasting rather than
noarding is also spreading in Indis end, 8g far a8 the
small investor is concerned. it may be noted that

holdings of Post Office Cash Certificates and balances in

the Post 0ffice Savings Banks have increased rapidly in

 recent years, and now amount to about Rs.750 millions

(SEBO‘ndllions). Such a ﬁovement, though desirable on
bther‘grounds, obviously adds to the amount of hoarded

gilver coin which is likely to f£ind its way back to

Q.

the Vaulté of the Government, 1% must be emphasised that

the Indian Government's surplus silver consists entlrely
of rupee ooin whion has become redundant and has reuurned

fTOmweirculation.‘
1t/
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it is generally“recognised by unprejudiced
been conducted with discretion and with due regard to
the seneitiveness of the silver market. Information
has al times been published which suggests thiat the
authorities of other countries rwme not in all cases

shown a like discretion, but have, on the contrary,

unloaded their holdings indiscririnately and with

little regard to the market. Whether or not this ie
the case, such'a charge cannot truthfully be levelled
againstthe Indian authorities. It is notewoitny

that at the times of the steepest falls in silver :
prices the Indian Govérnment'hae not been in the market
at all as a seller, while it is obvious that other
sellers (iwoiuding the sellers of newly-mined silver)
have not 8o abstained. The care with which the Indian
Government sales of silver have been;condugted is
illustrated by the fact that in April 1926, when the
Royal Commission was considering its report, the
silver holding in the Currency Reserve was 850 million
rupees, whereas by lMay 1931 the amount of silver

held in the Reserve had risen to 1254 million rupees,
i.e., an increase of nearly'50 per cent. in spite

of the disposals which have taken §1ace. It can

in facﬁ béiclaimed that, of all parties opgrating in
the silvér mérket, the Gove mment of India have acted

with the greatest circumspection and care for the

interests of the metal.

A writer in a San Francisco paper

.

critidé that the Indian Government's sales of silver have



L,

. paper in January 1931, stated :
fxv“Duﬁ@ng‘the war period the United States Government

. advanced 200 million ounces of silver with which to

maintain India's rupee paper. It is quite possible

‘that portions of this Aperican silver loan are now

Abeing urloaded ﬁpon China at the present depreciated

prices." This statement is untrue. There was no
;ggg of silver by America to India. The silver in
duestioﬁ:was bought and paid for at g1 an ounce. The
American producers immediately ben;fited and obtained

a high price for their silver. The Govermment of

‘Indxa would no doubt be only too glad if this had

been a loan which could be repaid in silver at its

préseht Price. | |
Buggestions for dealing with the depreciation of

silver which emanate from various sources in the United

States are all entirely.one-sided,,and no suggestion is

‘made that the producers, who stand to gain more than

anyene by the rehabilitation of silver, should participate

in-the‘sacrifices to be undergone by the parties involved.

Apart from the proposal of an international conference,

which would'presumably be designed for ventilating the

more specific suggestions, the remedies put forward have

been :
(l),’é*huge loan of silver to China. it is

difficult to see in what way this could advantage China,

which has already plenty of silver but needs external

purchasing power which the proposed silver loan could
not give it unlees the silver were thrown on the market

at a loss. Informed Chinese opinion, as reported by

L Y R T RN R SPIEMIRREN e



wﬂan FranolﬁQO:n@WSpdper on Zeth January 1951 ig, not
 ,unnaturally, that "a aOO OOO 000 ounces silver loan
3hiwould be llke throw1ng a drowning man a stone", ;

| (a) ‘the return by hngldnd and certain other
k‘ooﬁntriesltp a higher silver content of the subsidiary
3éoinaga.‘" This would involvée substantial expenditure

by the Tféasuries of the countries concerned, which would

.only be recouped to those countries in an indirect way

)
=

2
e S

and to a fractional extent according .tc their ghare in any-

lmprovement ﬁroducéd in:the trade of silver~using
countries, The main bene £it would agcrue to silver
producers, who are apparently to do nothing in return,
The producing interests may well be thankful'thét India
‘has not reduced the silver content of her coinage, which
is as‘high as 916, '

F(S) the éessation of or restriction on sales by
the Government of India. If this were unaccompanied by
»anyixestriction on sales by producers and other holders,
the“main result would be to advantage other potential
séilars at the expense of the Indian Government, so that
the'indian taxpayer would bear the whole cost of any
 ‘\improvement in the world price of silver.

The producers point out rightly that, owing to
fie raot that the major part of the silver mined is &
;;5&6;pro&ﬁcf the ordinary laws of supply and demand
do not operate and & very low price doeés not nec sessarily

. mean a m&terlal decrease in production. They &lso ne

‘udaubt feel that what they produce they must sell, whatever

tha prioe,‘as nresumably it would not pay them to allow

f»‘7~thexr &took@ to mount up. (A writer in one of the San

 Francisco papers on 16th January 1931, stated:  "There

is no mine surplus here. Every month all of the silver

‘minédvis sodd") . L Dy arguments overlook the fact
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t make some di
,.inl e opinion of the |
Al The Government |
2 which might
(think that bi-
mportance to be ,
S 10 be cory

t pn:m,ULTY OF FIXING

: THE RATIO :
Thq Lords to-day first discussed al
! _guggesﬁon Lord #Hunsdon ihat the
| British Ddegauon 10 the forthcoming
,Ezonaxnxu Conference should advocate a

!retum to bimerallism by negotiating an ‘
’agrecmant $0 fix the ratio of silver foi

1gold at 20 to 1. ‘His object was to secure
la rise in gommodity prices, which had
it fallen out of ail proportion to any increase
|in production, and the restoration of
iwhu.:h was. eswnual to the: revival of.
.tmd#

|
{to
‘1o obtuii agreement on the ratio,: The
‘sc.cond wds that the use of siver would
lonly increase the mopetarv stocks of the |
lworld by about £20,000,000 & year. The

"He f.qund sone support for the sug« ‘
'gestion, but the spokesman of the Govern= {
'_Lom SrANHOPE, was more inclined |
Tt out its difficulties. The first was §

»Govemm@ﬂt, therefore, did not think that,
‘bunnt was @ subject oft sufficient)
3¢ 10 m Iacad in the forefmnt:

Ezcon ‘
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m tary Anction iy avour
5 zat‘xon of silver, and pearly all
ng fo F‘r«sxdent Roosevelt to
us of the movement which will |

the world back to a fairer and
m&ﬁm ional cxch:a x“;tlum 18
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