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the exfra taxation whmh met the difficulty. But, in fact, -

those deficits should not, according to _ the ordinary. Bl
methods of finance practised in European countries, have
appeared in the Budget at all. They arose soTely and
‘directly out of the war expenditure,and disappeared with

the cessation of the war. The reduction of the army to a

peace establishment did not, indeed, follow immediately

upon the termination of hostilities, for political consider-

ations required that the country should be held in
strength after it had been to appearance pacified. But

the reduction was carried out so soon as it could be made

with safety, and when accomplished the deficit dis-
appeared. Now no European nation, in modern times,
attempts to carry on war out of revenue. The burden of
taxation may be increased for the time, to cover a part of

the expenditure ; but the specific proportion of the whole

charge to be provided for in this way having been deter-

mined on, only this amount is shown in the Budget, and

the rest is provided for by loans. There is no reason why but to in-
Indian wars should be dealt with differently ; and if the ;ﬂf;f:;
same course had been followed, the only thing noticeable for war ex-
during the mutiny cpoch about the Indian finances would *
have been their flourishing condition. As it was, how-

ever, the whole war expenditure was shown on one side

of the account; and, in place of borrowing definitively

the sum required to cover the deficiency, an open loan

was established, at a fixed rate of interest, the yield to be
obtained from which was of course matter of complete
uncertainty. The open loan, under the conditions at-

tached to it, proved insufficient; hence a sudden defi-

ciency of money, and the resulting panic.

The so-called financial crisis was not, however, without Adven-
its uses. Tn the first place, the supposed necessity for (% ™
economy led to 2 much more stringent reduction of the from view
army than would probably have otherwise taken place. Tndien
It cannot now be said that the public resources are, f:';gg';'
undergoing any waste in maintaining a needlessly large









e nggx show equally with the revemue to constant incresse.
o The last few years have been characterised by a manifes-
tation of extreme zeal for administrative reorganisation
and "improvement, resulting in decided administrative
extravagance. The time has been prolific in ¢ revisions’
of establishments in all the public departments, involving
in every case a considerable increase of charge. Many of
these, such ss the reorganisation of the subordinate
judicial service, undoubtedly constitute administrative
reforms of greatsvalue which were urgently needed ; but
.both these #nd others which were less pressing were
carried out on grounds of administrative expediency,
without reference in most cases to the ways and means of
the year, or due provision being first made in the annual
estimates for the resulting increased expenditure. Mean-
while the outlay on public works has been steadily in-
creasing year by year, having risen from four-miffions in
1860-61 to nearly seven millions in 1868-69, exclusive
of that charged to loans. Indeed this item alone accounts
for the deficit; for had the outlay on public works re-
mained at a constant rate, all the other items of increased
expenditure might have been incurred and still left a sur-
plus. A certain part of the so-called public works cutlay
is indeed obligatory, and a large part of it is required to
meet pressing wants ; but there remained a considerable
argin for reduction had it been thought necessary, and
these large grants were undoubtedly made only because
it was supposed they could be afforded. For the pecu-
liarity of these late deficits is that they have in each case
been unexpected. The estimates have been framed to
show a-surplus, but the accounts have closed with a
balance on the wrong side. This has been partly due to
defective estimates in the first instance, but still more to
the incomsiderate way in which it has been the fashion to
sanction extra expenditure during the course of the year.
What in fact has occurred has been bad financial manage-
ment, not a bad state of the finances,
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These facts sufficiently exp]am that nowever unsatis-.

factory the late deficits may have been, there is really
nothing in the state of the Indian finances to cause serious
anxiety. A country which ecan afford to spend five millions
a year on public works out of its revenue, cannot be re-
garded as in a bad financial condition because it spends
an additional couple of millions in excess of the revenue,
more especially when it is considered that many of the’
objects on which public works outlay is incurred might,

without straining the term, be fairly viewed as capital
¢xpenditure and defrayed from loans. Such is the large
outlay now taking place on the new barracks in course of
construction all over the country, which are estimated to
cost ten millions, and which being in the nature of a per-
manenit work which will be completed within a definite
time, and will not require renewal, might withou#gjm-
propriety have been constructed with borrowed money
after the precedent afforded by the English fortifications.
The balance of reasons seems certainly to be in favour of
not doing so, because although this particular charge is
not likely to recur, each year may be expected to bring
its own peculiar burden in some shape or other, and it
would be scarcely prudent for a government situated like
that of India to borrow money in a time of peace for an
unremunerative object. Similarly with regard to roads,
which although unquestionably remunerative, are only
indirectly so, it has been determined not to undertake

them from loan funds, and they have therefore been

charged to the revenues of the year. But when the
reasons for and against admitting the incidenee of a
charge in this way are so nicely balanced, it cannot be
said the deficit is of a serious character which is due to
this class of expenditure, since it might have been pré-
vided from loans without any sensible impropriety, and
then the deficit would have disappeared. The mistake
made has been in first affirming the opposite principle and
then virtually acting upon this one; for since deficits
: G G
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BOOK must sooner or later be covered by loans, these works in
~—~—= effect have been constructed by those means, although
such a result was not intended. -

Remedil  Ag to the remedial measures needed for restoring a
M financial equilibrium, there is in the first place consider-
able room for retrenchment in public works expenditure.

Even with respect to that part which is applied to what

are regarded as “obligatory services, namely the construc-

tion and maintenance of the buildings required for the
various public departments, the liberality with which the
constantly expanding grants have been supplied has
naturally led to a more expensive style of building than
formerly sufficed, and to new demands often in excess of

what is reasonable. Even in those parts of India where

this tendency has not been manifested, there will always

be room for at any rate some temporary restriction of
expenditure. Improved court-houses and substantial
police-barracks may be desirable from an administrative

point of view, but works of this class can always be de-

ferred for a season without serious inconvenience, while

all experience shows that this is a kind of expenditure

which cannot be regulated by any supposed standard of
ultimate completeness; that the wants are practically
illimitable and grow with increased outlay, and that the

only practical way of dealing with the case is to limit

the expenditure” by the income available. As to roads,

which form the other great branch of outlay, the consider-

ations offered in my nineteenth chapter will show that no
practicable expansion of the imperial grants would suifice

to supply what is needed for their extension, and that the

only way of meeting the wants of the country in this res-

pect is by distributing the burden over the different pro-

vinces, to be borne by local resources. The effect of this

will be to reduce the annual grant for public works
(exclusive of the great expenditure from loans on rail-

ways and canals) to what it was a few years ago, abou!

four millions. If it be kept down at this figure, and if ¢
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check be placed for a season on that expansion of piblic
establishments in all departments which is such a striking
feature of recent administration, the growth of revenue
will speedily bring about an equilibrium. The Indian
‘Government has, in fact, been anticipating its means, cer-
tainly with the most praiseworthy motives, but still beyond
what is prudent. And to put a stop to these deficits
heroic remedies are not needed, but simply that the public
expenditure should be kept down temporarily until it is
overtaken by the revenue, instead of being suffered con-
tinually to expand a little in advance of it. The yearly
expenditure has increased by nine millions in nine years.
If this increase had been spread over twelve years, the
financial difficulty would not have arisen.

How far this expansion of revenue on which so much
stress has been laid can be relied on, may be inferred In
from the following figures :—

Year ending Revenue
April £
10 . . . . . 10485050
1810 u . - " 7 15,655,985
1820 . . . ” . 14,230,462
180 . . . . . 21005208
IR0 . . ... 20,124,098
B3 . . . .. 23,066,240
185 . . . . . 97523344
1856 . . . .. 20024671
1860 . . . . . 39602850
85 . . . . . 45305384
March*

870 . . . . . 50028508

During the last thirty years the revenue has increased on
the average at the rate of 2 million a year. A part of the
increase is due to increase of territory, a part to in-

crease of taxation, and a part is merely nominal, having"

arisen from the substitution of gross receipts and charges
in place of net receipts in some branches of the public

* In 1887, the beginning of the financial year was nltered from ond of
April to end of March. 5
@6
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F%OK accéunts ; but the main causes of the increase in late

~———— vears are increased commerce and national wealth, while
it may reasonably be expected that the advance will be-
come still more rapid as the means of communication and
trade throughout the country are more fully developed.
The decline in the price of opium is certainly ominous,
but it would be idle to pursue any speculations on this
point, ‘for were this great source of revenue to fail,
measures would be needed to replace it of a kind which
could not be undertaken except under so great an emer-
gency, and which therefore need not be discussed in con-

5:! ¢ mection with present probabilities. On the other hand, the

velopment Tevenue from the customs is now only 2} millions sterling,

ofcustoms. 5 perfectly insignificant amount to be collected from nearly
200 millions of people. It seems impossible but that, as
the prosperity of the country advances, the improved con-
dition of all classes should not before long be reflected n
an increased demand for Buropean products ; and if once
this want is acquired, a development of the hitherto almost
stagnant customs revenue may he looked for, such as will
bring it up to an appropriate place in the Indian Budget,
more resembling what it occupies in the finance of
Furopean nations. Should this change take place, the
Indian revenues would probably then inerease at a rate
far exceeding what has occurred hitherio; but, even at
present progress, they would amount in twenty years to
seventy millions sterling, or nearly as much as the present
revenues of Great Britain.

The re- But the main item of Indian revenue is derived from
i from 416 land, and it is from this source that the largest in-

crease is to be expected. In Bengal, indeed, the demand
of the Government as landlord has been fixed in per-
petuity, and as the rent is payable in money, the burden
on the renters has been in effect very largely reduced
since the assessment was made, owing to the great fall in
‘the value of money since that time with respect to the
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produce of land. But in the rest of India* the assess-
ments are made for terms of from one to thirty years, and
there appears no reason why these assessments should not
keep pace with the increase in the value of the land and
. its produce. There is not wanting, indeed, a considerable
body of Indian statesmen who advocate the extension of
the perpetnal settlement to the rest of the country, urging
that the fixity of tenure thus created, by increasing the
value of the land, and encouraging the investment of
capital by the landholders in the improvement of their
estates, would indirectly more than compensate the
Government for the prospective gain in land revenue
surrendered, since a great impulse would thus be given
to the production of wealth throughout the community.
And it is singular to remark that this theory, which,
whatever might bave been the chance of indirect henefit
offered by its adoption, woald have cut off a certain
source of increased revenue, was most in favour at the
time when the Government was in its greatest financial
difficulties, and was seeking in every direction to find new
objects for taxation. It was in vain that the opponents of
this plan contended that the facts did not bear out the
theory, and that the permanently seitled country afforded
po sign of a more vigorous application of capital or a
more advanced agriculture than the other parts of India,
but that on the contrary it was conspicuous for the in-
debtedness of the landlords, and their general indifference
to the improvement of their property. The famine of 1861
happened while the discussion was at its height, and was
gravely adduced as proof of the superiority of perpetual
settlements, because it so happened that those districts
which suffered from it were held on temporary leaseg.
And the advocates of the former system of tenure would
probably have carried the duy if the still more awful dis-
aster of 1866 had not demonstrated that starvation comes

* A part of the North-westarn Provinces also is subject to the perpatual
settlement,

48,
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from want of food, and not from the absence of 2 per-
petual settlement. Latterly a great change has come over
public sentiment in this matter, and therc would now
appear to be a general agreement of opinion that the
State should not surrender its share of the increase in -
value of this great item of the national wealth, while it
appears also to be generally agreed that the objections to
temporary settlements, and the uncertainty which they
attach 1o the tenure of land, would be satisfactorily over-
come by fixing in perpetuity the share in the produce of
the land which should be taken as rent by the State,
while the amount to be paid for that share should be
determined from time to time by the price of that pro-
duce.

Such, then, is the financial position of India. With a
revenue second only to thosc of tue three greatest coun-
tries of Lurope,® and a comparatively light debt, it is
able to undertake obligations of a kind unknown to any
other State, without any excessive strain on its resources.
A government by foreigners is costly in some respects, but,
as a set-off, India is not called upon to support a navy,
and an army exceptionally small in comparison with the
size of the country and population suffices for its defence.
New obligations may arise; but immediate relief can be
obtained to the finances, at any time, by a redistribution
of the charges for public works; while, should the neces-
sity arise, it is impossible but that a country which, if
comparatively poor, is yet taxed in an extraordinarily

light degree, should not be able under proper financial

management to afford new sources of revenue. The
satisfactory determination of this point probably awaits a
transference of the duty of raising revenue to the pro-
vincial governments. On the whole it may be said that

* Revenue of France . . . v & . £79 millions,
5 Great Britain . i . . . ™,
5 Rusgia . . . . ., . 67,

y India . . . . . . 48

”
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if the financial state of India is one of present embarzase- AR,
ment, this is due to a merely passing difficulty arising ———
from temporary and easily preventible causes, and that

in reality the finances of that country are readily ‘capable

-under good management of being placed in a thoroughly

sound and prosperous condition,
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Reyenues 1868-69 1860-70 | pego-il Expenditure 1868-69 wep-z0 | J8R0-TE
o | ll e o I 7
£ £ £ £ £
Tand Revenuno . 2 . . 120,246,575 | 21,537,278 | 21 026 692 .. | Imterest on Public Debt . .| 6,208,476 | 6,123,841 | 6,214,540
Tributes . . ¢ . - 687,363 765,143 737 0"'*, Land Revenne and Forest . 2,745,072 | 2,780,144 | 2,935,152
Forest. . . . . . 407,342 476,090 588,780 i, Customs, Excise, Salt, O_num k
Excise . 5 3 .| 2,283.786 | 2245700 | 2,285.000 i Stamps, and Assessed Taxes 2,696,611 | 2,838,452 | 3,117,800
Assessed 'I‘ms i 5 5 508,700 | 1,051,600 | 2.180,000 | Mint, Post Office, and Telegmph 1,493,360 | 1,873,120 | 1,415,210
Customs . g . . .| 2,692,755 | 2416,600) 2,416,500 'I Law and Justice : 2,845,447 | 2,885,840 | 3,064,438
Salt . ’ : g i .| 5,588,240 | 5842,350| 6,177,370 ) Civil Services . § - 12,172,519 2,273,782 | 2,313,217
Opiam . , .| 8.453.365| 7953800 6.922,28] !. Police . . = 3 .| 2,476,580 | 2,440,900 | 2,319,964
Stamps and Oourt Ftes : 3,201,827 | 3146.700 | 3,234.800 i Education . 5 . 599,858 614,032 680,630
Mint, Post Office, andTelegmpha 1,176,077 | 1,110,417 | 1,083,616 ' Stationery and Prmtlng 2 . 397,704 362,600 344,250
! Police . 277,237 265,960 251,966 || Political Agencies . ], 349,855 422,880 313,675
Education, Int.erost, md Mlm!- i Allowances under Trml:lcs .1 1,778,358 | 1,809.850 ) 1,787,090
laneous § % N .| 1,609.083 | 1,845,080 1,181.769 \ Miscellaneous . 3 - . 831,083 | 1,033,863 985,192
Army and Marine . " .| LB2L108| 1,214,200 1,001,840 1Pemmns " . P .| 1,669,968 | 1.249,672 | 1.376,253 je
Public Works . | 2241653 | 156,500 | 117.870  Army and Marine . . .| 17.410.211 | 17,742,001 | 16,629,441
Railway Traffic Racxlpta S 2,479,617 | 2.914,174{ 3,125,238 |' Public Works . .| B6,272334| 5,040,395 3,998,400
L Railways, ])rmelpn‘l.l\f Iuhﬂreqf on
S R Guarauteed Capital of Lines .| 4,483,352 | 4.493,795 4,_769,063
' Total . " .| H1.6567,658 ;'62,942.432 a2, 3‘2.? 755 0 F Total . . .| 54,431,688 | 53,668,076 | 52,164,315
. : . eI —— | Public Works Extraordinary
Degiltt;a:xcllud‘.ng Public Works | 9.774.080 695.594 1 (State ]imlways and Irﬂgnhon q
sy & o« «f 8 » § Works) . - .| 1370613} 2,616,748 | 3,062,300
| :J Grand total . 5 . |i 05 802 ‘iﬂl ? ﬁﬁ 184, 819 5.‘3,228.815
b Deficit, including Public Works i ' 1 Surplus, exchuding Public Works | o N
Extraordinary . L4144 643 3.242,837 2,898,860 | Extraordinary = . 163,440

* The amount. shown at page 451 as the revehue ior or 18G9-70 is less than this by .,314,1741., the amonnt of the ;Iw;ﬁx;ﬁ:;r&eim, which have been brought into the
public accounta for the Gret time during the present year (1870).
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CHAPTER XXIII.
THE: INDIAN CURRENCY.

Tie standard coin of British India is the Rupee, a silver CHAP.
piece, containing eleven parts of pure metal and one part p
of alloy. It weighs 180 grains troy; its value is nearly Pamiand
one-tenth of a pound sterling. Half, quarter, and half- iuﬂdi:: the
quarter rupees are also circulated, and the silver money "
is supplemented by a copper coinage.  The rupee is also
the unit of weight : 180 grains troy make one tola, and
.80 tolas one scer, which is the standard weight of British
India®

The great production of gold during late years has Proposaks
naturally given rise to proposals, that the example set by 1860 for
Trauce, the United States, and other countries, should be 8eld evin-
followed in India, cither by the substitution of a gold for
a silver standard, or the introduction of a supplementary
gold coinage. These proposals first assumed a definite
shape shortly after the mutiny, simultaneously with a
great development of trade in India, but did not at that
time find favour with the Government. The late Mr, Mr Wil-
Wilson, who had then charge of the financial business 6f ;:;;132'
the administration, argued that, inasmuch as the price of ©the
gold was falling relatively to the price of silver, it would '
be a breach of faith with the public creditors to replace
the silver standard of money by one of gold. The State,

said Mr. Wilson, having contracted a debt of a certain

* By an Act lately passed (1870) the weight of the standard seer (or
ser) has been slightly altered, and made to correspond with that of the
kilogramme,
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BOOK  amount of silver, cannot convert that obhga‘uon into one
——— of its present equivalent in gold, because, since the value

of gold tends to fall with respect to silver, the creditor
would probably be mulct a certain portion of his debt
when it came to be repaid. From which it was to be-
inferred that, in the interests of public morality, India
must be condemned to maintain her silver money, even
to the end of time, so long as the relative value of the
two metals tends in the same direction as at present.
But this objection does not appear to be conclusive
against making the change, because it would manifestly
be practicable to couple with it a condition, that any
ascertained loss, due to the fall of gold, should be made
good to the public creditor at the time of his debt being
repaid.  But, in fact, the Government does not usually
undertake an obligation to repay its creditors in any
form. All that it undertakes to do, in most cases, is to
pay them the interest on its debts. And, as regards the
coin in which that interest is payable, there is no
guarantee that the interest shall be always worth, abso-
lutely, what it was at the time when the *debt was con-
tracted. That interest i3, no doubt, under existing
agreements, payable in silver; but it is more likely that
the value of silver should fall, with respect to comno-
dities generally, than that gold should fall with respect
to silver; at any rate the creditor’s loss from the former
cause is likely to be much greater than what would arise
- from the variations in value of the two metals. When,
uloreover, we bear in mind the fluctuations constantly
taking place in the saleable value of government securi-
ties, from various causes; that the depreciation due to a
decline in the value of gold would; probably, be quite
inconsiderable compared with what is frequently occa-
sioned by political events; and that the public creditor
buys his share of the government debt avith a full under-
standing of the risks to which the property itself (and not
merely the interest oh it) is subject,—the insistence on a
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State obligation to pay silver instead of gold, because.the
‘orlglmﬂ debt was incurred in the former, would appeax
to savour of over-refinement, and to be supported on a
verbal rather than a real foundation. If it is ndt com-
petent to the Government, in the public interest, to
substitute a gold for a silver standard, because the
change might possibly cause a small depreciation eventu-
ally in government securitics, it should be equally incum-
bent on the Government not to undertake any measure
which would have the effect of sending down the price
of stocks.

However this may be, the idea of introducing a gold
coinage has not been abandoned, and various plansfor
the purpose have been lately under the consideration of
the Indian Government. One of these, praposed by Sir
Charles Trevelyan, during his tenure of office as Financial
Member of the Governor-General's Council, was simply
that the Inglish sovereign should be made a legal tender
for ten rupees. The scheme was not a very promising
one, inasmuch as that, at the time when it was brought
forward (1864), the sovereign was saleable throughout
India at from 10§ to 10} rupecs, although the price of
silver wus then exceptionally high, owing apparently to
the great demand for the metal in Europe to remit to
India for the purchase of cotton. The Secretary of State
accordingly declined to sanction this proposal, on the
score that it wonld be inexpedient to enact a law which
would probably be quite inoperative, but he agreed that

CHAP.
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sovereigns should be received at all Indian treasuries in

payment of claims due to the Government, at the rate of
10 rupees each. This rate has recently been raised to
10] rupees, but as the sovereign also has risen in price
the measure has had no practical result.

Another plan proposed for monetizing the sovereign
in India, is to reduce, or stop altogether the coinage of
silver at the Indian mints. It is cxpected, by the advo-
cates of this plan, that gold would thus be necessarily
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v

Boor  sen instead of silver to India to be coined, as the only
VX _ available means of remittance ; and that silver coin, be-
Spliagesof coming scarce, would eventually attain to a higher than

its natural value with respect to gold, which would cnable
the sovereign to become current at the rate of ten rupees.:
That such a restriction might eventually have the desired
eflect seems possible, provided that the course of trade
continues to require the shipment of specie to the East;
but it seems clear that the cflect would be produced at
the cost of enbancing the value of the existing silver
currency. A sovereign is now exchangeable in India for
about 103 rupees, and were the coinage of silver to con-
tinue unrestricted, many years might pass before it fell
sensibly below that ratio, even if it ever did so; if, then,
by restricting the coinuge of silver, the sovereign is
forced into an cquality with ten silver rupees, it will
really be the price of silver coin which is raised, and not
the value of gold which is lowered. The rupee would,
in fact, have come to occupy the same position as the
shilling in England, and would constitute a token coinage,
circulating at a greater value in its coined form than
the uncoined metal possesses.  Counsidering however the
enormous amount of the silver currency now in circulu-
tion, such an effect is not likely to be produced within
any reasonable linit of time, and the scheme does not
appear to be recommended on practical any more than
on moral considerations.
Third pro- A third proposal which has been advanced on this
posed plan, . ] : .
introduc-t head affords at first sight more promise of producing 4
;ﬂ"l"‘i ofa  practical result. The advocates of this plan, accepting
worth 10 the fact that the sovereign cannot be equalised with the
TP cvalue of ten rupees, except by arbitrary legislation, give
up, as impracticable, the idea of introducing that coin
into India, and would establish instead a gold coin of the
exact present value of ten rupces, making it a legal
tender equally with silver throughout the country. Since
gold is assumed to be gradually, but slowly, falling in
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value with Iespect to silver, it would under this view -be-
come in course of time more profitable to the importer
to send gold than silver to India; the coinage of the
Jatter metal would gradually cease, and, as the silver coin
already in the country became gradually absorbed in the
process of circulation, or passed away to other countries
where a silver currency was still maintained, the double
standard would eventually merge in a single coinage of
* gold, with supplementary coins in silver and coppet ; and
thus this fportant change would be carried out almost
imperceptibly by a self-acting machinery, without any
sensible derangemeut of commerce, or of the value of
property.

It has to be observed, indeed, that such a mecasure
woulil contain within itsclf the elements for retarding
its own effect.  If a new and exteusive demand were to
he created for gold, such as would arise on its admission
fo the currency of a great country like India, this would
nceessarily tend to keep up the price of gold relatively
to other commoditics, including silver, The same cause
would tend to prevent a rise in the price of silver, one
of the principal markets for that article being closed.
The circumstanees of the Indian currency would there-
fore be very different from those which attended the
operation of a similar measure in France. In the latter
case, the introduction of a gold currency took place
simultancously with a great demand for silver for ex-
portation to the East. Silver was thus withdrawn from
France and replaced by gold, and a gold currency was
established very cxpedmously in that country. But
the same thing cannot happen in India. It is not likely
that —at any rate for many years to come—any extens
sive export of the precious metals can take place, and
therefore a gold currency of the kind proposed cannot be
made to take the place at once of the existing silver cur-
renny. Gold may eventually be the only metal sent to the
mint to be coined ; but, since the existing stock of silver
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in ndia is very great, a long period must elapse,before

ik it disappears from circulation. Indeed, the opening of

Indefinito
character
of pro-
posal,

this extensive new field for the employment of gold
might ténd to sustain, for an indefinitely long time, the
existing relative values of the two metals, during which’
the slow but certain process of the demonetization of the
the silver might be disguised under the apparent exist-
ence of a double standard. Such a state of things has
never occurred before in any country; but it does not
follow that, under the special circumstances of the case,
it would be attended with any practical inconvenience.
This proposal is open, howcever, to the fungdamental
criticism that it does not define what is the .exact value
of ten rupees in gold, and that the effect of the scheme
must depend entirely upon this definition,and consequently
upon the weight determined on for the proposed ten-
rupee coin. The price of silver in Europe expressed in
gold currency does not necessarily determine the price
of gold in India expressed in silver carrency. At the
present price of silver in Europe the sovereign is intrin-
sically worth about 10§ silver rupees, whereas the ordi-
nary selling price of the sovereign in India is from 10}
to 108 rupees. This depreciation is supposed to be duc
to the fact that gold is merely an article of commerce in
India, and is not employed in that country for the pur-
pose which elsewhere causes the principal demand for it.
But there being this depreciation, it is evident the sove-
reign could not be forced into currency if made a legal
tender in India at this depreciated value. Any sovereigns
brought into circulation at this rate, say in payments
made by the Government, would inevitably be at once
avithdrawn for transmission to other countries where the
gold coinage was not depreciated. The establishment of
a supplementary gold coinage at a depreciated value is
manifestly a thing impracticable, and if attempted must
prove quite inoperative. If, on the other hand, the gold
coin were fixed on the basis of the exchangeable value of
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gold apd silver in Europe, that is to say, if a ten-rapee
gold piece were struck such that ten and §ths of them
should be equal in weight to ten sovereigns, this coin
would be invested with a value greater than the’same
quantity of uncoined gold bears in India, and could
therefore only find a circulation- as a token coinage, at
any rate in the first instance, to be taken as a matter of
convenience 1n small sums. Its circulation would, how-
ever, be supported were the Government to receive it in
payment of all claims for revenue, and the ultimate re-
sult might be to bring the value of gold in India up to
the level it occupies in other countries, when of course
the gold coinage would circulate freely. On this point
being reached, silver might be replaced by gold as the
standard, and thie substitution would have been effected
without any violent or arbitrary interference with the
natural value of the two metals. But the process of con-
version would probably be a long one, and so many
causes might arise in the meantime to disturb the relation
of those values that the scheme can hardly be deemed to
possess more than a speculative value. All that can be
said of it is that it could not do any harm, and might
rove successful.

But while the introduction of a gold currency into
India is under consideration, the question naturally arises
whether the opportunity should not be taken to join in
the great scheme for establishing a universal currency,
which has already made such considerable progress.

XXHL"
gt 1

Plan con-
sidered for
bringing
the Indian
coinage
intounison
with the
proposed

Four European States (France, Italy, Belgium, and Swit- sinteras-

zerland) have already established their coinage on an
uniform basis, the object of the conventien agreed upon
being that the gold and silver coinage of the four couw-
tries should be identically the same in weight, size, and
value, though each country should issue money stamped
with its own distinctive emblems, and even though the
name of the coin should not in all cases be the same.
The French 5franc-piece has been adopted as.the stan-

tional cur-
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BOOK  the loss due to the fall that has Gocurred already. Against
~——— these inconveniences are to be set the advantage to be
geined in the greater simplicity that would be thus intro-
duced into the monetary transactions between India and
European countries; but, considering the comparative
isolation of Ipdia, it. may be doubted whether the gain
would be worth the inconvenience. The settlement of
the matter, however, probably depends on the action
taken by England. If the English currency is brought
into harmony with the new scheme, that of India will no
doubt also require to be altered. But public opinion
in England, as represented by the report of the late Cur-
rency Commission, is at present opposed to the change.
Pwopossl It should here be mentioned that a plan has been
for mising 1roposed * for effecting the introduction of the sovereign
silver coin- into India as the equivalent of ten rupees, without
segnorage. Altering the weight of the latter, which would also be
applicable in case of the sovereign being adapted to an
international coinage. This is to increase the seignorage
on silver coinage in India, which it might be necessary for
this purpose to fix at as much as six per cent.; but al-
though such a plan would probably have the desired
effect, it seems clear that it would also have the eflect of
raising the value of the existing silver colnage by the
same amount. The case would be analogous to that of
the sudden imposition of an import duty. If, for example,
a duty be placed on tea, the effect is the same, with
regard to the holders of existing stocks of tea, as if
they bad been presented with the amount of the duty on
those teas, since the price of the article rises at once toa
point which will afford the usual trade profit to those who
import tea, after the duty has been laid on. In the same
way, if the value of the silver coinage is suddenly raised
to a par with a gold coinage, by the imposition of a
seignorage, the silver already in circulation is also raised

* Remarke on @ Gold Cwrrency for India, &a,'byColmelJ T, Smith.
London, 1868,
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in valug by the amount of the seigno;'age, and the holders cHAF.: -

of it benefit accordingly, at the expense of the general ﬂ

community.

But. although; in the interest of commerce, gold re- Iags -
commends itself under the present state of the precious desimf_fa
metals as the most suitable medium of curgency, and the fxlsdin?

change appears to be needed, if only to restore the equi-
librium between the production of silver and the demand
for it which the drain of that metal to the East during
late years has so greatly disturbed, it appears at least
questionable, as regards the people of India generally,
whether a gold currency is needed, or even desirable.
At any rate, the point cannot fairly be taken for granted,
as it has hitherto been customary to do when discussing
the matter. For a people, the rate of whose ordinary
monthly wages is less than the proposed new gold coin,
and the course of whose daily transactions involves an
extraordinarily minute subdivision of money (even the
Indian farthing being decomposed into a number of parts),
a silver standard would” appear to bave a great deal to
recommend it. Those only who are concerned with large
amounts of money find inconvenience from the bulk of a
silver currency ; and for these classes the difficulty may
be overcome® as well by a paper as by a gold currency,
while, in many respects, the former is the more beneficial
to the country. Accordingly, to a consideration of the
Indian paper currency we now propose to turn.

The three ¢Presidency’ Banks, as they are termed, Indiun
established under government control at Calcutta, Madras, oy,
and Bombay, used for many years to employ a note cir. Former

x of
culation, under the terms of their charters. As these E“::isdmcy

notes were, however, not a legal tender, their circulatione
extended only a short distance into the country, and the
total amount of them never exceeded five millions sterling,
a very inconsiderable sum compared with the silver cein
in circulation. ) v
This was the state of things when Mr. Wilson came ta&-
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800K India, in 1860, and unfolded his measure for a Govérn-
—L_ ment Paper Currency. The general features of that
Mr. Wil-  measure were in accordance with the principles which its
e author had for many years so ably advocated in the
ment paper Ficonomist newspaper. Mr. Wilson, it need hardly be
curreny.  gaid, belonged, to the minority which is opposed to the
principle of the Bank Charter Act of 1844 ; and, in place
of the English system of issuing all notes in excess of a
fixed amount against coin, he proposed that the coin to
be held in reserve for the payment of the notes should vary
with the paper circulation, and be not less than one-third
of the latter, the remainder of the notes being protected
by government securities, to be purchased and held in
trust by the Currency Department. Thus, supposing the
total issue of notes to be nine millions sterling, in ex-
change for which the same amount of coin was received,
the Currency Department would not have been required
to retain more than three millions of the coin as reserve;
the rest would have been invested in government secu-
rities, held available to be converted into cash, should the
reserve of coin fall below the requiréd limit of one-third
the amount of the paper in circulation. To tha# extent,
therefore, the Indian debt would have been in effect
reduced; and if the paper-currency became hereafter
largely extended, as Mr. Wilson no doubt expected, the
eventual relief to the finances would have been very
great.
- Carreney In view to secure the ready conversion of the note,
creles. Mr. Wilson proposed to establish no less than seventeen
separate Currency Circles—grouped in three main divi-
sions—at the office of each of which the notes would be
exchanged for coin on presentation; but, in order to
protect the Government from the necessity for finding
cash at the outlying circles, to meet notes remitted from
the seaports to the interior for the purposes of trade, as
well as to guard against.a run on any particular circle, it
was provided that notea-should not be a legdl tender except
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withinetheir own circle of issue, and that payment “for CHAP.
them could be claimed only at its local office, and at the ——— -
head-office at the presidency town to which thg circle

office was subordinate.

How far Mr. Wilson would have succeeded in carrying Mr
out his scheme—the development of ideas which he had ng'
advocated for many years—in face of the opposition na-
turally to be expected from a Secretary of State who had
been always a consistent supporter of the principles em-
bodied in the Bank Act of 1844, cannot now be told. His
untimely death left the other school of economists masters
of the situation; and the scheme propounded by his
successor, Mr. Laing, bore no resemblance to the original
plan.. Mr. Laing’s measure, which was in close imitation
of the Act of 1844, provided that the Indian Government
should be at liberty to issue notes to the extent of four
millions sterling against securities—that is, that the coin
received in exchange for the notes might to that extent
be invested in government stock. This sum was the
minimum amount of the issues of the three presidency
banks, and therefore the lowest sum to which a govern-
ment currency would under any circumstances be likely
to fall : the coin received for all notes in excess of this
limit was to be held in reserve by the Currency Commis-
sioners. Mr. Laing further proposed to do away with the
separate currency circles, or rather to reduce them to
three, having their offices of issue at Calcutta, Madras,
and Bombay; and to develop the note circulation
through the agency of the presidency banks, which, in
consideration of certain advantages accorded them, cove-
nanted to establish branches throughout the country,
where the government notes were fo be cashed on pre®
sentation-—the banks undertaking the expense of remitting
specie up the country to meet the demands on these
branches. Sir Charles Wood, however, who was then
Secretary of State for India, disallowed that part of the
scheme which contemplated the pmployment of the banks,
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and required that the management of the currencyshould
be undertaken directly by the Government. Some delay
arose op this account, and at the time when Sir C. Tre-
velyan succeeded Mr. Laing, little had been done in the
matter, beyond issuing Government notes at the presi-
dency towns, in lieu of those withdrawn by the banks,
Notes had not been made a legal tender in the interior,
and the mode of providing for their circulation there was
still unsettled.

The measure finally carried out during Sir C. Trevel-
yan's tenure of office, and now in force, combines some
features of both Mr. W]lsons and Mr. Laing’s schemes.
The mode of régulating the reserves of bullion and
securities i3 the same as that proposed by the latter,
but circles of issue and separate circle notes have been
established. The former are plainly a necessity in so
extensive a country as India. The fact that a note is
payable on presentation at Calcutta will not render it
current at Delhi or Lahore. To make a note readily
current, the place at which coin can be obtained for
it must be near at hand; and it was in this view that
Mr. Wilson proposed to have a large number of com-
paratively small circles, which, although inconvenient in
other respects, tended to secure the ready convertibility
of the note. TUnder the arrangement actually carried
out, the number of circles has been reduced to ten,* and
the extent of each correspondingly increased.

The total issues of the Government paper now amount

¢ to nearly 11 millions sterling, and at first sight there

would appear to have been an advance of 6 millions
beyond the paper circulation of the three banks which
& replaced, which never exceeded 5 millions. But the
comparison is made here between two quite different

The circulation of three of thess, in Southern India, is quite insignificant,
being alﬁogether only abont 150,000L, so that, practically, the number of
circles is reduced to seven, An additional circle hes gately (1870) been
opened in Berer,
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things, and & considerable deduction must be made from
the present circulation in order to arrive at the virtual
increase. The circulation of the banks was the amount
of notes actually issued to their customers. The present
note circulation represents the extent of the issues from
the offices of the Currency Commissionezs, and includes
the portion of those issues held by the banks, which has
not yet passed into the hands of the public. It is true
that these reserves have been received in exchange for
coin; but in estimating the extent of the convenience
afforded to the public by the paper currency, these
reserves (which are considerable) should plainly be ex-
cluded. A very large deduction should be made, in
the same way, on account of the reserve of notes held
by the different Goveriment treasuries throughout the
country.

Further, it appears, from the latest returns, that of
the total issues, no less than 94 millions belong to the
presidency circles, and only about 1} millions to the
circles in the interior, where a paper currency has been
for the first time established by the Government. Now,
it may fairly be presumed that the increase of note circu-
lation at the presidency towns has been due mainly, if
not cntirely, to the great extension of trade which has
taken place since 1861, and would have occurred to the
same extent if the note circulation had remained with the
banks, and they had been allowed to extend their issues
to the amount found necessary. The total increase of
paper circulation due to the ecstablishment of a Govern-
ment currency may therefore be deemed to be repre-
sented by the circulation in the interior of the country ;
and as probably at least one-half of this is held by the
different district treasuries—having, in fact, been merely
transferred from one department of government to another
—the total amount of this increase will be not more than
about three-quarters of a million.

In order td appreciate the perfect insignificance of such

P——
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a result, we have only to consider that, during the last
thirty years, the silver coinage turned out by the Indian
mints has amounted to more than 176 millions sterling.
It is moreover reasonable to suppose that, at the com-
mencement of that period, the silver coin in circulation
was at least 5( millions; and as the exports of bullion
from India have been comparatively trifling, we may
assume at least that—even allowing a large margin for
the conversion which takes place of rupees into orna-
ments—there is not less than 150 millions sterling of
silver money in India at the present time. The larger
part of this sum is no doubt held by the agricultural
conuuuities spread throughout the country.

These figures, while showing how small has been the
advance so far towards the introduction of paper money,
serve also to indicate the degree of development which it
might eventually obtain, if the measure were shccessfully
carried out, and the notes found their way into general
circulation side by side with silver. But before pointing
out what appear to be the conditions needful for this
object, the advantage to be derived from a large paper
circulation will first be referred to.

This advantage is threefold. First, there is the ad-
vantaffe to be realised by the nercantile community.
For the mass of the people of India it seems probqb]e,
as has been already observed, that a silver currency is
suﬂiment.ly convenient. But for the general business
of trade, so bulky a medium of exchange is, no doubt,
every unsuitable. Before the introduction of the paper
currency, drafts between Calcutta and the interior had
often to bear a discount of three and four per cent., due
iy great measure to the cost of transmitting specie ; and
there was also a considerable discount on remittances in
the opposite direction. This was a heavy drag on trade.
Already, though the working of the currency is still in
its infancy, it has had the cﬂ'ect of nearly equalising the
inland exchanges ; and although the banks have lost the
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large profits they used to make thereby, the publi¢ in
general, and traders in particular, have been gainers in
proportion.

Next, an important, although indirect, advantage from
a paper currency is, that it increases the quantity of
money in circulation. For the greater part of the notes
issued, the equivalent in coin is of course paid into the
Currency Department, there to remain in reserve for
the conversion of the notes if presented for payment.
But, in every country, it is found that a certain portion
of its paper currency may safely be issued without any
equivalent withdrawal of coin from circulation; and the
effect of the measure is thus far precisely the same as
would be produced by the discovery of an equal amount
of the precious metals, and the wealth of the country is
to that extent increased. Up to the present time, the
increase of the circulation from this cause has been only
four millions sterling, and this, compared with the total
circulation, is hardly appreciable. But should the paper
currency be largely extended, the increase of money due
to the measure might be very considerable. Now it is
generally admitted by political economists that the
cflect of an increase of money is not merely an increase
of wealth, in respect of its being an addition to com-
modities generally, but that it also tends to stimulate
the production of other wealth; that in this way the dis-
covery of the goldficlds gave a great impetus to com-
merce ; and that, in fact, it 18 an essential condition of
an active and profitable state of trade that money should®
be chcap—not cheap, of course, as regards the rate of
interest and discount, but cheap with respect to. other
commodities. In fact, it may be asserted that, but fo
the production of the goldfields, the present extent of the
world’s trade could never have been reached ; while the
total increase of wealth which has accrued since their
discovery, far exceeds the amount of the gold itself
which has bden produced. And what follows from the

CHAP.
__,__)'

2. From
e in-
crease of
mcueym-
sulting.



174

BOOK

INDIAN POLITY.

discovery of gold is equally a consequence from the issue

YL of paper without a coin reserve. Suppose—to take an

extreme, case—that the Indian paper currency suddenly
reached a hundred millions, and that a cash reserve of

. only fifty millions were retained, the other half of the

produce of thes notes being invested in Government se-
curities. The first result would be the virtual extinction
of one-half the Indian debt, and a corresponding reduc-
tion of taxation, which alone should give an impetus to
trade. But still more important would be the result of
the addition made to the money in the country. The
holders of the notes would have a hundred millions in
place of the coin exchanged for them, and the holders of
the Government stocks which had been redeemed would
have fifty millions in coin in place of their stocks, which
fifty millions would be so much additional to the capital
of the country. So far as the Government is concerned,
the result would be just the same as if it had found fifty
millions sterling of treasure: it has made a profit of that
amount, and can employ it cither, as supposed above, to
reduce taxation, or in improved administration, or public
works. On the other hand, the impetus given to trade
would +be very great, because the holders of the fifty
millions received in redemption of the Government stocks,
would be obliged immediately to scek for other invest-
ments. The effect of so large a capital becoming suddenly
available for disposal would nccessarily be highly bene-
ficial to the country at large.

Efectot *  Among the other results from such a sudden expansion
thiein  of capital, would certainly be a rise of pricgs. But this
prices.  ig not a Tesult peculiar to an increase of currency from an

eémission of paper ; it also follows from all improvements
which economise the use of currency. Cheques, bank
credits, biils of exchange, clearing-houses—all the de-
vices of modern commerce for economising the use of the
precious metals, by diminishing the quantity of them
required for conducting the business of ekchange, and
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therefore increasing the amount of money available for cma®.
other purposes, have the effect of cheapening money, and N
making other things proportionally dearer, and persons

whose incomes are derived from salaries or fizxed invest-

ments are so far losers. But the country generally bene-

fits, and with its gain all classes must profit indirectly.
Commercial prosperity means prosperity for every one,

and not merely for those engaged in trade; and when

the employers of labour—whether the State or private
persons—are wealthy, there ccase to be such things as

fixed salaries, because business, and the establishments
required to conduct it, are constantly increasing.

The third great element of gain, that which would 3. Profitto
accrue to the Government, has already been referred to. {3;‘1;;:{;2,
An extreme case has certainly been assumed, for the vernment.
expected result cannot of course be suddenly arrived at.

But, considering the large amount of the present silver
currency, and the constant expansion of Indian trade
which takes place, it seems quite reasonable to assume
that the paper currency, if successfully carried out, would
attain a very large circulation. So far as the people
gencrally are concerned currency notes have not yet
attained any circulation whatever, beyond the immediate
neighbourhiood of the offices of issue.  Yet it is to supply
their wants that the large silver coinage has been de-
veloped during the last thirty years. The money of
India is not held by capitalists, or by the banks, as is the
case in commercial and highly-civilised countries, but is
spread over the face of the country among the vast agri-®
cultural population ; and should the paper currency ever
come into favour with the people generally, and circulate
freely from hand to hand in every Indian bazaar, like tife
coin which it represents, the paper circulation would
probably be developed at the same extraordinary rate
that has marked the increase of the silver currency during
late years ; nor does it seem unreasonable to expect that
a paper cirdilation of 100 millions sterling would be
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rapidly attained. As to the reserve to be held, theve are
cifcumstances, to be referred to presently, which should
render an Indian paper currency in a peculiar degree
stable; and, considering that the note issue in England is
usually nearly twice as large as the cash reserves, an
Indian issue of £5 millions in excess of the coin reserves,
or one-fourth the total paper circulation, is at least not
an extravagant estimate. Whether this issue be effected
quickly or slowly, the result is, in either case, that the
Government derives a profit of that sum, just as much
as if the same amount of treasure had been found. And
although a profit of this kind can only be made once and
for all; still, when the difficulty is considered of raising
money by additional taxation, and when it is remembered
that the income-tax, after all the trouble attending its
imposition, realised only eight millions in five years, it
will be admitted that any measure which offers a chance
of bringing in three times that amount to the imperial
treasury is, from this point of view alone, highly im-
portant. And the {irst step towards the realisation of
this object will be the discovery and removal of the
causes which have so far obstructed the progress of the
measure.

The rcasons, then, why the Indian paper currency has
so far had such a limited circulation appear to be of two
kinds. First, the denominations of note employed are
not suited to the circumstances of the people ; secondly,
the note is practically inconvertible throughout the
‘country.

As to the first point, it is true that the lowest deno-
mination of note—ten rupees—is only of one-fifth the
value of the lowest note used in England, but it is still
much too large for use in the ordinary course of business.
So would the five-pound note be found in England, were
it not that the custom of trade there places on the
creditor the burden of finding change for a note when-
ever it is presented. A person who has to pay a few
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shillings to another, tenders a five-pound note, apd ex-
pects, as a matter of course, that the payee will accept it,
and give him back the difference in silver and gold. In
matters of this kind, the custom of a country has the
practical effect of law ; and under the keen competition
of English trade, no retail dealer eould gefuse to accept
the burden of finding change, under pain of losing his
custom. Nor is the obligation in reality troublesome.
Every English tradesman has an account with the nearest
bank, which receives its customers’ money when paid in,
whether in notes or coin, and supplies them with change
in turn without any charge. But the course of trade in
India is in no way analogous to this state of things.
Except in the presidency towns, custom enjoins that the
purchaser shall find the needful change—that is, shall
tender the exact amount of the payment due ; and there-
fore (the paper money being practically inconvertible) on
every purchase for less than ten rupees, he has to pay a
discount for cashing his note.

In order, therefure, that the paper currency should
be really suitable to the wants of the people, the intro-
duction of notes of smaller denomination appears to be
required. The paper-currency measure, as originally
proposed, provided for the use of a five rupee note; but
the retail trade of India is carried on in such & minute
detail, as regards individual transactions, that even this
would be too large effectually to answer the purpose.
Nothing larger than a one-rupee note is likely to prove
suitable; while, in order to encourage its circulations
dealers might be supplied at a wholesale -price, - like
stamp-vendors ; it is in this way that the copper coinage
of India is mow got into circulation throughout the
country. Such a note, it may be noticed, would be
much more convenient if made of card, or still better of
leather, than if made of paper.

Bat & still more effectual check on the extension of the
Indian papee currency is its practical inconvertibility.

Y
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The cireulation of the Bank of England note is

because, although coin' can be demanded for it only at
the bank in London, every town in England contains
persons who have business with London, and to whom,
therefore, the bank-note is as convenient a form of re-

cashing it. ceiving payment; as coin. Moreover throughout England

the means of communication are rapid; commercial
intelligence has attained to an advanced state of develop-
ment ; and confidence in the paper currency has been
established by experience. But there is nothing analogous
in the circumstances of the Indian currency. Each of
the currency circles forms an extensive territory, equal in
size to a great European kingdom; and the mere fact
that the note is payable on presentation at the head of
the circle is quite insufficient to constitute practical con-
vertibility. The town where the office of issue is situated
is not in a great centre of money operations, from which
an extensive movement of notes or coin could be made to
proceed; and therefore, in the absence of any special
demand for the means of remittance from the different
parts of the district comprised within a circle to the head-
quatters’ town, the convertibility of the note at the latter
place will be quite insufficient to make the note circulate
at par tixroughout the country generally. In order that
the notes might have this free circulation, it would be
necessary that the demand for them should be equal to the
supply—or, in other words, that there should be as many
persons desirous of receiving notes as there are persons
#vanting to pay them away. Now, at present, the only

rties in each district willing to take notes in payment
for debts due are the agents of Government ; and, there-
fare, the only persons who can get notes readily taken off
their hands are those who have payments to make to
the Government. Thus, in order that a person holding
a note may get rid of it, he has to find out some one who
belongs to this class; and as that is a very limited one,
the intermediate agency of money-changers becomes
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necessary—hence discount charges, and the deprecistiou
of the note. The usual charge for cashing a note in the
Indian bazaars is one per cent. To pay a person of the

rer classes, such as a domestic servant, by a bink-nete,
i practically to mulct him of a part of his dues.

The remedy for this state of things appears clearly to
be the extension throughout the country of facilities for
cashing the note. And these would be provided by
making the notes payable, on presentation, at every dis-
trict treasury throughout the country—which would have
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the effect of increasing the number of issue offices from notes

ten to upwards of $wo hundred.

The objection always brought forward to such a pro-
posal, is the difficulty of providing a reserve of coin
sufficient to meet the demand that might be made for it,

by the presentation of any amount of notes at any e

treasury ; and, at first sight, it might appear almost im-
possible to secure this provision. But a good deal of the
apparent difficulty disappears on examination. By far
the greater part of the Government treasuries are situated
in rural districts, where the currency is held mainly by an
agricultura] community, and is not liable to sudden fluc-
tuations from the operations of trade. At all such places
the demands for cashing notes would be equable in
character, and their extent readily ascertained by ex-
perience. The quantity of money in circulation is no
doubt steadily increasing in every district throughout
India, and in most parts there is, at certain seasons, a
considerable inflow of specie, imported for the purchase
of agricultural produce. The burden of - transmitting
this specie to the interior would now have to be under-
taken by the Government; but there would be nothigg
risky or uncertain in the operation, and the cost of it
would be amply recovered in the profits of the paper
currency. Moreover, it is clear that, in proportion as the
convertibility of the note is rendered easy, the demand
. for specie fop the purchase of agricultural produce from

Provision
NeCeRsAry
10 be made

for carry-
ing out the

in agrical- .
tural dis-
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the eultivators will diminish. - TUntil the note has bgcome
——— Teally current, only coin can be used for this purpose;
and on the district treasury being first converted into an
office for cashing notes, no doubt the immediate result
would be, that while the remittances of traders from
the seaports to ghe interior would be made in notes, these
notes would be immediately presented at the district
treasury for conversion into coin, to be distributed among
the cultivators in the form of advances, without receiving
which no Indian farmer can harvest his crops. But it may
fairly be anticipated that, so soon as the convertibility
of the note on presentation at the district treasury became
an established and familiar fact, and the note, instead of
beinyg an object of suspicion, was as readily current as the
rupee, the necessity for making these advances in coin
would cease. and notes would no longer be returned, as
soon as issued, to the treasury for payment. The burden
of making remittances ‘up country,” to meet the notes
remitted by private parties, would then cease in great
part. The notes would come to be used, not only as a
means of remittance, but as the medium of final payment ;
and the cash seserve necessary to be kept at each treasury
would ultimately become only a certain fractional part of
the averaﬂe quantity of notes in circulation.

Such would be the case as regards the common run
of purely agricultural districts. “With respect to the
large commercial towns—as Patna, Mirzapoor, Dacca,
and the great cotton marts—it would be somewhat dif-
derent, because trading operations take place there on a
more extensive scale; and the greater variations in the
demands of the currency likely to arise in consequence,
would no doubt require special care and provision.
Sinee the exports of the country are much in excess of
the imports, the course of trade tendéng from these
places to the seaboard, the difference has to be paid for
in money ; and since at these places there is the liability
to sudden fluctuations in the movement ofecapital, con- .
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siderable coin reserves would have .to ‘be kept in the

-

treasuries, to meet the demand for cashing notes which ==~

might arise. But the conditions ajready pointed out, as
governing the course of the measure in the less impor-
tant parts, would be generally applicable here also. The
main point of difference would, in fact, be simply this—
that, in such localities, prudence demands a larger pro-
portion of specie reserve to note circulation. The cost
of remitting coin to meet the flow of notes to the interior,
which would thus have to be borne by the Government,
would probably however even here not be considerable,
compared with the profits to be derived from the paper
currency. The banks were prepared to undertake it
for a very moderate remuneration, if the management of
the ‘business had been given to them ; while, as has been
already pointed out, just in proportion as the Govern-
ment cxtends facilities for cashing notes, will the demand
for cashing them diminish.

It needs hardly be said that the system here advocated.

contemplates the entire abolition of currency circles, and

3. Aboli-
tion of
carran

the establishment of one universal note for all India. eircles.

This seems to be quite a necessary condition of its ready
convertibility. The scheme of currency circles may
be thought to possess the merit of safety but if would
be still safer not to have any paper currency whatever.
If India consisted of a congeries of separate nation-
alities, with distinct geographical or political differences,
or even if the course of trade were marked by well-defined

commercial boundaries, so that these circles corresponded,

to so many isolated political or commercial divisions, their
maintenance might, perhaps, not have been attended with
extreme inconvenience ; although, even then, this creatiqn
of diverse artificial monstary systems—at a time when
European nations are endeavouring to remove the barriers
which now hamper the operations of trade—would be a
step backwards, But the actual state of things is entirely
_the reverse of this. There is no such thing in India as a
II



"

BOOK. self conteined, isolated circle of commerce. The com-;

mmm POLITY.

i

ol merce of the great, ports is, of course, entirely derived from|

the trade of the interior ; while, even in the interior,: the]
course of trade is diverted indifferently to the east or west|
coast, according as the consignments of produce have been!
purchased by merchants at Calcutta or Bombay. Unden
this state of things, the maintenance of these separate
circles is utterly incompatible with a free development oE
the paper currency, and their effect must certainly be to
keep the measure dwarfed down to the most insignificant
proportions. Notes cannot now be made use of for pur-
poses of trade, hecause they are not current beyond the
circle where they were issued, and it is, in most cases,
beyond that circle that the merchant WOuld have to em-
ploy them. Thus, 2 Bombay merchant cannot use notes
to buy cotton with, because the cotton districts are beyond:
the Bombay circle. The same thing holds good all over
India. Such a restriction may, in one seuse, sccure the
convertibility of the note, but it does so at the cost of
completely preventing its circulation ; whereas the object
that should be kept in view appears clcarly to be the ut-
most possible extension of that circulation, the security of
the issues being maintained by independent measures.
The fact that the circles were originally devised by the
late Mr. Wilson cannot, with present lights, be deemed 1o
carry much weight. At the time when they were first
proposed, the whole matter was c¢xperimental, and was
necessarily introduced with caution ;* but there can be no
doubt that able economist was bent on making the estab-
“lishment of his Indian paper currency a thoromghly suc-
cessful measure, and it may fairly be presumed that he
would have been the first to propose a modification of the
plan, on finding how completely the maintenance of these
circles rendered it inoperative. Those who differed in

- opinion from him on the currency question would readily

* The measure did not actunlly come into operation until four years afte:
Mr. Wilson's death. _
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allow that his theories on that subJect were notilkeiy 0 - CHAR
err oh the side of excessive caution. - I o

‘But while the universality of the Indlan note’ appem !ﬁv
thus to be an essential condition of a really useful ‘and m.a?us
comprehensive measure, it seems not the less necessgry Séwlly:
that the change should be carried out very gradually, the
measure being extended only by degrees, from -point to
point, throughout the country. It is customary, indeed,
to take for granted that every administrative change should
have universal and simultancous effect throughout India,
and the notion is a standing difficulty in the way of all
sorts of improvements. Its effect on finance und taxation
has been already referred to, and it would be especially a
difficulty in the case of a change in the currency system.
The operation, carricd out in that way, becomes then too
extensive for the superintending authorities to watch over
in all its parts; friction arises in different quarters, from
want of care or intelligence in local agents ; and disrepute
is thus brought on the measure. But, by proceeding
gmdua,lly-—begmmn for example, with the district trea-
suries in Bengal, and applying the new arrangements to
them, one bv one, before proceeding to other provinges ;
extending, at the same time, the limits of the threc pre-
sidency circles by degrees to absorb the others, ahd then
finally merging those three circles into one—the danger
of mismrrmrfc would be greatly reduced. A gradual
process of this kind would admit of the treasury officials
being trained to the efficient performance of their new
functions, while the space of three or four years should,
suffice to convert every treasury in the country into a
currency office.  And, which is still more important, time
would be afforded to watch the course of movement gf
the notes, and to find out the weak points where the de-
mand for coin in eschange for them is likely to be-excep-
tionally large. Little or nothing is known on this head at
present, but experience will soon enable the facts to be
ascertained. Probably the strain on the currency, from

112
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Boox this cause, will be manifested in periodic cycles, occasmned

YL by the course of trade; but when once their régime is
known, it will not be difficult to provide for strengthening
such placeés by adequate specie reserves. It may here be
remarked, that, since the working of the system would
involve a consjderable movement of specie, its success
would be greatly facilitated by the introduction of a gold
coinage.

Summary Such, then, is the state of the case as regards the

‘g,f;’;"'m_ Indian paper currency. It appears that, “_}11]}, the ex-

psle.  tent of its circulation is at present quite insignificant,
an enormous exéension may be anticipated ; while such
an extension, provided the system can obtain the con-
fidence of the people of India generally, should be in
a high degree profitable both to the country and ‘the
Government. The measures needed in this view ap-
pear to be—first, the introduction of a low denomination
of note, adapted to the wants of the people; secondly,
the abolition of the separate circles of issue ; and, thirdly,
the conversion of every Government treasury throughout
the country into a currency oflice, where the note may be
payable on presentation. The effect of these measures
+should be to secure the full circulation of the note, as an
effectivé portion of the currency, and to make it as
readily transferable as coin. Its perfect convertibility
would be secured by keeping in hand an adcquate re-
serve of specie.

Conditions  The proportion whicl this reserve should bear to the

favoursble gwhole paper circulation is a matter which can only be

lostability (Jetermined by experience, and the extension of the

reocy. < jssues in excess of that reserve would of course be very
gradually and cautiously made. But it is important to
observe that the same condition which would render the
Indian paper currency a source of profit, if thus fully
developed, would also tend to insure its safety; this
condition being the primitive monetary system of the
country, which involves the use of a very large quantity
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of mpney in comparison with the extent of the-transac- CHAP.

tions involved. In England and other countries where
commercial arrangements have reached an advanced
state, the different refinements employed for économis-
ing the use of money—banks, cheques, book-credits, &c.

—havealso the effect of tending to inteysify the disturb- '

ance caused by any fluctuation of the precious metals.
About thirty millions of notes and twice that quantity
of gold suffice for transactions which amount to vastly
greater sums in the course of the year. But the result

of this economy is that the effect of any change in the

amount of the circulation is magnified in proportion,
and thus a drain of a few millions of gold from England
to the Continent often proves sufficient to disturb credit

represented by amounts many times greater. But in,

India there is nothing corresponding to such a state of
things, cxcept in the immediate centres of European
trade. A foreign drain of specic never occurs; there is
no economy emI)IO} ed in the use of money, all transac-
tions being eflected, as a rule, by actual payments; lastly,
the bulk of the money in circulation is held by an agri-
cultural and not a commercial mmmunity The charac-
teristic of a paper currency in such a country willy
therefore, certainly be fixity in amount, so soon as it ex-
tends beyond the centres of trade, and becomes em-
ployed by the people generally. Under such conditions,
any sudden or extensive {luctuations in the demand for
paper money are very unlikely to occur ; and a monetary
panic, with the most ordinary degree of care, is welly
nigh impossible. Here, then, lies the peculiar advan-
tage offered by the measure. No other country could
offer the same opportunity of profit, available in o
simple a manner.

e e

As to the extent which the paper currency may attain, Extent ot

it is reasonable to suppose, as has been already pointed
out, that an increase of the total circulation of at least
one hundred millions will take place during the next

specie Te-
8eTTE"ne~
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thirty' years; and if the paper currency be well mangged,
the angmentation might be made almost wholly in that
medium. | And if three-fourths of this circulation were
covered by a specie reserve, a proportion which even the

.most cautious financier would probably deem safe, there

would remain a profit of twenty-five millions, or nearly a
million a year—considerably more than is produced by
a moderate income-tax.

While referring to the subject of specie rescrves, it
may be noticed that the representatives of the two
currency schools, although looking at the matter
from different sldes, appear to be agreed in Teality
upon all essential points. Mr. Wilson proposed that the
reserve held by the Currency Department should be at
least one-third the amount of the notes in circulation.
Mr. Laing and Lord Halifax, on the other hand, have
provided that four millions sterling may De issued in
notes, against securities purchased with the proceeds, and
that all issues in excess of that amount shall be issued
only against specie. But what both parties really looked
to was, that the convertibility of the note should be abso-
lutely secured by an adequate reserve. Mr. Wilson ex-
pressly gisclaimed any intention of working down, at
first starting, to a minimum reserve of one-third ; and it
may fairly be presumed that he would have felt his way
cautiously, and have reduced the proportion of the coin
reserve only by degrees, as the paper currency extended,
and made its way among the population. On the other
kand, it may be presumed that the framers of the scheme
which has actually been carried out did not intend to
maintain the limit of four wmillions in perpetuity, but
were prepared to extend it from time to time by legis-
lative enactment, as circumstances showed the advance
to be safe and desirable. The total present circulation
being about 11 millions, the specte reserve of 7 millions
appears already needlessly large, and the reserve of 4
millions in secarities might be increased without any
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risk.  And in proportion as the note circulatiod ex-*
tends, will the minimum below which it cannot fall extend
likewise ; and it seems reasonable to expeet that, looking
at the peculia¥ conditions of Tndia, Mr, Wilson's proposed
reserve of one-third might eventually be found by. ex-
perience to be amply sufficient fof the purpose. Even
on the more sober estimate taken here, the prospect
offered by the paper-currency measure is such as to
invite a vigorous eflort for its successful completion,

* Nute to 2nd Edition.—A Bill has lately been introduced into the Legis-
lative Couneil of the Governor-Geeral, authorising the Currency Depart-
ment {o purchase two millions more of govermuent sdburities with its specie
veserve,  The effeet of this operation will be a permenent saving of 80,000
& year in the public expenditure.

wn.l
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119
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Golv;mor-(%enmd » a@ppointed for Bengal,

— bis powers, 13, 14
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GRITICAL OPINIONS
OF THE FIRST EDITION OF THIS- WORK,

: i » - ) . .
¢What was long wanted, and is now supplied in fhe admirake wotk of Major
Cazsyzy, was nﬁmk, clear in style, concise in statement, and authoritative in
matter of fact, which would give the reader a sufficient insight'into itu-ft'b;ec?.bd
enable him to ‘comprehend at least mewspaper argicles. on Jndian questions, and to,
interpret Indisn felegrams for himself, This Major CEfsxeY has secomplished with
singular anceess, . . . He has produced a work which will be useful not ouly to #he
ordinary reader, but will serve as a manual for the politician and the journalist.’ .
] ’ Loxvox Revizw.

‘Major Curswey, who, in addition to an hereditery connexion with India, has
long had the advanfage of a personal acquaintance with Indian admiuistration, has
written & work which, whether regard be had to the importance or to the multifarions
naturo of its topics, deserves the candid and impartigl consideration of every one
anxious to comprehend some of the gravest problems of our time.' Examomm, -

‘Wo have scarcoly atteropted to do justico to “Indian Polity,” because to do so
would far exceed the space at our disposal. We can only recommend it to all our
remtlers as eupplying the very best means we know of gaining that knowledge of
Indian administration which, as the Author truly says, ** public men in England would
be ashamed not to possess with respect to any other part of the British Empire,” '

BaTurpAY REVIEW.

¢ A clear and accurate description of the system of government which prevails in
“India at the prescut time was much needed, and Major CuesNey is the first who has
undertaken a work for which wide knowledge was required of the kind that can only
be goined in official stations. His treatmont of the subject is sc comprehensive and
so painstaking that he has left very little for succeeding writers to do. There are
-few, probably, who would concur in all the views which he has advosated ; but with
regard to the breadth and variety of his opinions, and the thought whj e has
devoted to tho details of Indian administration down even to the small int® thera
can bo but one opinion. . . . Major Cresney has, in short, produced ¥a good a book
as could be desired; and if the study of its pages should becomosgeneral, there would
soon be less ignorance concerning the administration of Indis tham™i8 now too often
exhibited even in Parliamentary debates.’ Parr Marr Gazerre.

‘We cannot, of conrse, affect to review all the chapters of a book, each of which
would require a scparato article, and must therofore content ourselves with indicating
the vast variety of subjects on which Major CrrsseY has inereased the sum of English
knowledge, and offered what are usually valuable suggestions.’ BrEcTAgamyq

¢ It appears to us neither just to the Author nor satisfactory to the reader to attémpt
to roview in detail within the limits of & newspaper article a work like this. § Major
Cussxey undertakes to give a historleal uarrative of the rise and development of
British rule in India; to examine the-constitution of the supreme governmént, witk
its relations to those subordinate to it; to describe fully the civil administration in al
its branches—the army, the public works, and the finanees of our Eastern Enipire ;* and
further, to offer & series of thoughtful and yet practical suggestions for the necessary
reforms in each. . .. We offer the highest praise within our power to Major CesxEY'
work, when we say that throughout it there is a candour as to our shortcomings as
Indian administrators, and & manifest desire to do justice to those under our rule
which affords high promise of the future of the country ia which the rising generatior
o statgm thng minded.’ ' Damr News,

KK
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- ¢%g have Shewn that Fe do_not altogether. sgmer-ﬂtﬁmor Cnmmraq to the
e\migsu whichhp would. iitroduce into the Indian Government, but about the valuo-of
ﬂnnbwkthemunhemdngm anmmandhlspuguh the study of all
xhnm who am mtm-ud if India.” © ATEEN EUN,

"« Mgjor Em has sy political students with what hax ban for a long time
?phmﬁmﬂm, nhmelr, aoiw and eufficiently copious guide to the intricate details
“of Fodian admipistratiog. . .. Though Major CuesNeY in some respecta advocates
'i(pofmywery diffarent fmm‘fhat. decentralised and federative system which we believe
w—ae,gsm adapted to the necessities ul Indisn society, he thinks boldly, reasonably,
‘and has toleraat and generous'sympathies’ Mornrsa Braw,

« His Yookeis "ol of suggestions and criticisms on the msl:mg arrangements, which
#¢6 not only good in themselves but make the merely deseriptive parts more valuable,
dhewing that the Writer is uble to apprehend the saliont featurer of an srrangement
or insbiution, what objwtn it i designed to fulfl, and how it.fulfls chem. . .. .
The style of the book is elesr, plain, and businesslike, admirably guite for what i

the strictest eense is sn educational work, though it will, for the most part, be studied
by those whose education is “ finished.”” Ecoxomzsr,

*This 1s a most valoable book. It is written by & man who evidently knows his
gubject intimately, and who possesses the rare faculty of width of view conjoined with
eapacity for mestering minutencss of detail! Baxrrsme JoURNAL,

¢« Major Cusway's work is no light reading, and is not likely to offer mueh attention

.. to those who do pot know something already of its subject ; but by tiosswho do it

.. will be found replete with informution, exhibiting as it does the nw(:b‘insrry of the
TIndian Government with a thoroughness and eompleteness not to be met with else-

£ m,' Contemrorany Review,

“ *’*We eannot notice Major Carsyey's work in such a manner as it deserves, for the

X mbjaefx treated of are so multifarious and important that it would be impossible to
do it jugtice in the spaco we have at our command. We can therefore only recom-
mend.ite P nsal to those who desire to be enlightened on the prinviples and practice of
Indian Goveriu.mt.. CrviL Srevice GaZETTE.

+ Major Cumsl, TS nook must be judged on its own merits. Its scope is of the
widest. . . . The 'task is & gigantic ono, if these objects be at all completely accom-
plished, snd that they are so].s, we behsv% the more apparent the more the work is
examined. oy / ) Azuy and Navy Gazerrs,

* In his comprehensive, , and gtatesmanlike view of the whole scheme of British
*- Iidian Government—a# it has heen, is, and should be—the Accountant-General of tha

é?m( “Works Department in India has done immense servico to all who take apy kind
&f tatarest, whether a8 etors or an-lookers, in Indian affairs Arren's INDIaN Ma,

14 squ'& forme son hm_. Ia premibre 1mg_msmon gue lon éprouve c'est cells o
ia surprige. L richesse dnw faits m:nmnlés par M. Caesxmy dans les 500 pages est
inoroya¥id, ot toutcen prenant son sujet ab incunabulis, et en so bornsut sux points
'pw:jn'n!:,‘ﬂ a 3 dtre & la fois fort intéressant et fort concis, Il ne mous domma
gu'in réenmé, il est ¥rai, mais un réstmé, d'od la simplicité n'exclut ni, le mouye--

- wmiutyla. v s s Sitous les derivaine qui #'occupent de réformen-bmetsaisat
‘. d¢w yuies sussi raisonnsbles que ‘celles du major Cwsnur, ¢'ils spportaiont & I'édtade
ﬂmmwhmmw le mbme calwe et 1a méme sagncité, on

» 5 erciirait trop hévrenx de lesmm guidea,'

llawx Wﬂm &mugu
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