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PREFACE. 

The foliowing questions and answers are the fruits 
of an endeavourt~ elucid~l,te some of the difficulties of the 
. Indian Exchange, as well as the intimate working of a 
proposal made by me some years ago for its rectificatioh. 
The scheme has been vigorously'assailed; but the objec­
tionshave universally shown that, either it wasmisunder­
stood, or that the authors were unacquainted with facts 
essential to its examination. 

In a subject of such extraordinary scope and 
intricacy, it is no wonder that the dOllbtR suggested seem 
to be innumerable. This may be accounted for by there 
being so few who combine the requisite knowledge offacts 
with a. mastery of the economic principles; and of those 
few, hardly any who have leisure for its elaborate study. 
It would extend this pamphlet to an intolerable length to 
notice and reply to all the Ulisapprehensions and mistakes 
which have been published at various timeR. I have, 
therefore, thought. it best only to print in the appendix a 
staten\ent of the proposal, and the objections to it of the 
1~ Mr. Bagehot; because his acknowledged e.:ninenoe 
as a writer on economical subjects will bo accepted as a 



2 

sufficient 8Uarantee that no serious defect ' could h*V~ii 
escaped his notice; more especi:illyas, by a previQus""/ 
repeatedly publisqed opinion, his reputation was pledged. 
to demonstrate the un~oundness of every suggested 
remedy. 

It will be seen, on an attentive perusal of the objec­
tions and answers, that the former ar:~, with the ex­
ception of the first- which experience has proved to 
be unimportant-altogether groundless; and I trust 
that, as no serious error could be discovered by the late 
talent~d editor of the l( Economist," the natural inference 
tperefrom, as to the perfect soundness of the scheme will 
not be further gainsay.ed. 

Although this is the fourteenth Essay which has 
been printed by me for submission to the Indian authori­
ties, only one publication has been made, and that at 
the first-in 1876. The object has been to elicit objec­
tions, and furnish an answer to every suggested doubt. 
in the hope of eventually obtaiuing a searching investi­
gation of the proposal I cannot witness a weekly sacrifice 
of £50,000, which has already wasted the resources of ' 
India to the extent of 10 millions ster1ing, and will do 
so with greater rapidity hereafter, eventually settling 
down at the same, or a much greater weekly loss, with a 
constantly fluctuating exchange, without earnestly 
beseeching attention to so easy a remedy; and stating 
my readiness to demonstrate its entire freedom from 
every real objection, and its necessity for the /com.,; 
mercia: progress of the Empire, irrespective of jbel 
large savingSf'in remittance ensured by its adopti3n. 

I. T.S. 



14TH. ESSA. Y. 

QUESTIONS AND ANSWERS 

ON THE 

INDIAN EXCHANGE A.ND IH.METALLISM. 

1. Q. What is a "balance of trade" ? Of Ito cc balance of ~' 

A. A" bulanee of trade" is the difference between the . 
debits and credits of a country on the whole of her foreign 
transactions, in merchandise, securities, and bills. 

2. Q. How is a debit balance of trade liquidated? 
A. By the transmission of specie. 

3. Q. Why not by the transmission of goods? How liquidated. 

A. Because the "balance of trade" is the difference 
which exists aft.p.r the sale of goods, &c., both ways, has been 
pushed as far as possible. 

4. Q. When an adverse balance of trade con· 
tinuously exists, what does it indicate? 

CaUllell of Ito " ~ 
of trade." 

A. That prices in ~he debtor country are too high. 

5. Q. How is that rectified? 
A.. By the transmission of specie from the debtor country, 

whereby its currency becomes contracted. 

6.Q. How does that operate? 
. A. When the bulk of the currency 18 

.uftioiently diminished .. Pl1.Ces are lowered. 

Adve1'lle balance how 
rectified. 
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7 .. Q. In what way does that tend to remedy =~of·~ 
the ad verse llalance ? 

A. When. prices in the given country are lower, she 
is able to sell more, and to buy fewer, commodities than before; 

. and in that way, by degrees, the balance against b~r is 
~~uced. 

8.Q. How far is that c::.rried? 
A. Till prices in the given country are in-equilibrium. 

with those of the country dealt with. 

l). Q. What happens then? 
A. In the'cnd it results that the debts due by the country 

nrc equalled by the debts due to it; the balance disappears, and 
the exchange with the foreign country returns to "par." 

10. Q. What is the exchange? Of the exchr.nge. 

A. The price of t.he currency of one country in terms of 
the currency of another country. 

11., Q. What is it which gives rise to quotations of the 
exchange? 

A. The mutual sale of debts, arising from trade in com. 
,,, ;,;.~·ti th' . ;.l~ II es, or 0 erWlse. 

12. Q. How are those debt.s represented? 
A. By bills drawn by creditors in ol'.e country on their 

debtors in another country. 
\..) 

13. Q. What is the" pal' " of exchange? "Par" of exoha.;ase. 

A. Speaking generally, it is the statement of the corre· 
sponping l.1ums equal to Olie another in two currencies. But 
there are two kinds of "par,~'-the "intrinsic," and the" com· 
mercia!." 

14~ Q. What is the" intrinsic" par? 
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A. When the two sums of money, in two countries, 
fr!xobangel1for one another, contain equal weights of . the 8atIN 
pure. metal. 

15. Q. Wha.t is the H commercial par " of exchange P 
A. Wh(\n the two sums of money exchanged for one 

&notller can purchase an equal quantity of the same kind of 
pure;, metal.-

16. Q. What is the" intrinsic" par of exchange "Intrinlio par." 

between India and England? 
A. There is no "iutrinsic par," because t~e currencies 

of the two countries are based on different metals-silver and 
gold. 

17. Q. What i~ the "commercial par" be· 
tween India and Englang, ? 

" Commera1al par" 
of India. 

A. There is no fixed" commercial par," because the re­
lative value of silver and gold is constantly changing. The Indian 
rate of exchange generally varies with the gold price of bar 
silver; the cost of which per British standard ounce, multiplied 
by a co.efficient, representing tho proportion of silver containeq 
in the rupee, and the expenses of transmissiou and coinage;­
(at present about 0'385) gives the commercial value, or " specie 
rate" of the :rupee, for the time being.t 

, 

18. Q. What is it that raises or depresses the rate o~ 

exchange? 
A. The balance of debt due to or by a foreign country. 

occasioned by trade, or otherwise . 

.. "Kelly's Cambist, Edition of 1811, voL ii., page 4. 
t For example, if 62d. be the price of the ounce of silver; this multiplied h.l' 

0'385 gives 20d., or Is. 8d., as the rate of exchange produced, at "present, by iM' traru.-
misaion a.nd coinage. ~ 'J 



19. Q. How does that influence the rate of 
-exchange? 

Rlee and fall of the . 
exchange. 

A. When a country bas exported and sold more goods tban 
she has imported, there is more to be paid to her, than b!l her. 
Coqsequently, bills in her favour, to be purchased by the other 
country, are more numerous than the bills drawn by her to pay 
her debts; therefore, the bills which are sought for to command 
her currency rise to a premium, and the exchange belcomes 
favourable to her. 

~. Q. When a country has imported more The same withadvene 
balance. 

than she has exp,orted, what is the result? 
A. Th(lre are more bills required by her in favour of the 

'foreign. co,untry than bills in her favour to exchange for them; 
so that bills on the foreign country being in greater demand, 
she has to gi ve more of her curl'ency to procure them; and the 
exchange becomes unfavourable to her. 

21. Q. When tho exports and imports of a .. Par " of exohange. 

cr:mntryare equal in value, what is tho result? 
A. The exohange is then at "par," because the bills 

dray.'il1 in favour of and against the country are equal to one 
ruiotner. 

22. Q. What "par" is that. Is it the cc intrinsic" or the 
commercial par" ? . 

A. The" commercial par." 

2 a .. Q. If between two countries, as India and Effihanect of debt on the 
• exc ge • 

.England, at a tIme when their mutual sales of ,-
commodities balance one another, and the exchange is at" par," 

, there were to arise, independently, a large annual payment to 
be ~de, say by India to England, how would that affect the 
axc}18nge r 



A.. The annual paY1l).ent to be made by India would 
have the same effect as an equal value of commodities im­
ported by her. It would be like an adverse balance of trade, 
increasing the number of bills drawn against her, and thus 
producing an adverse exchange. 

24. Q. How could that be rectified? How tho Olollll.Dp fa 
rectified. 

A. By the transmission of specie in the 
first instance, which would meet the payment; and, if con· 
tinued year after year, would attenuate tho Imlian currency, 
lower the prices of her commodities, increase her sales, diminish 
her purchases, :lud thus reduce and finally destroy the ann~ 
balance against her. 

25. Q. Supposing circumstan0Cs were such that EIf~tofba.~oewlthout 
speCI6 remltta.noo. 

specie could not be transmitted, ~hat would thf'n 
be the consequence? 

A. A still more adverse exchange; and, al1.hough pre­
viously to the annual payment, the export trade of India had 
been pushed as far as possible at the then existing prices in the 
two countries; st.ill, when the exchange was further lowered, 
owing to thc excess of bills, a more extended trade in I.dian 
produce would be transacted; because, as rupees could be had 
for, say, 10 pel' cent. cheaper than hot'ore, merchants 'coold 
afford to take 10 per cent. less for Indian produce, and m~re 
would be sold. 

26. Q. Would th~ exchange be rectified in that case? 
A. No. It would continue adverso until prices were 

eitberincrea8ed in the creditor, or reduced in the debtor country, 
or both. 

27. Q. Would the exchange coq.tinue adverse 
if specre were sent from India to pay the annual 
debt? 

A. No. After a few remittances of speci!, the pliofB in 
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India. 'Would be lowered; an d in time. this . would so inerea~e 
~dia's sales, and diminish her purchases, that thc payment on 
account of the debt would be covered by a balance oi trade to' 
a.n equal amount; the exchange would be restored to ., par," 
a.nd specie remittances would be no longer required: 

28. Q. As it appears by the answer to question 
17 that the rate of exchange between India and 

Effect of beJanoe of 
trade. 

England generally val'ies with the cost of bar silt'er,how (:an it 
(18) also be regulated by the balance of trade? 

~-. A. The balance of trade ought to influence the exchange 
only to a very s!ight extent. The moment the excllange 
became so unf~vourable to India that it was cheaper to scnd 
specie than to lmy hills at the adverse r..ite, spede would be 

sent, and the fall in the exchange would go no further. 

29. Q. Supposing that India had had for years, Eft'eot of a redaction 
of English prices. 

under existing prices in the two (lountries, a 
favourable" balance of trade" with Europe of nearly 20 millions 
8re.~ling ,-per annum, on the average, covering public and 
private debts (hereafter called "tribute") of that amount, 
and maintaining a tolcrably steady exchange-as was the fact 
for 20 years previous to 1874-5-what would be the effect 
of a serious reduction of the prices of Indian produce in the 
{.lOndon markets? 

A. It would diminish or destroy India's balance of trade; 
unlesss j either the prices of produce in India were correspond­
ingly reduced, or there was a similar fall of the exchange. 

30. Q; What has been the a~tual consequence 
of the considerable fall in the selling price of 

Actual elFoot of fall 
of priceB. 

Indian produce in T.ondon which has prevailed during the last 
few yeaV~ r 



7 

A., '.Che lowering of the exchange by about 16 or I? 
per OOllt. 

81. Q.Would it cost 17 per cent. to transmit specie from' 
India to England.? 

A. No. Not more than 5 per cent. 

32. Q. How comes it that the exchange can be Why Indian ell~ 
ia lower thaD lpecM 

lowered beyond the cost of transmitting specie? rate. 

A. Hecause it is impossible to send specie from India to 
E~gland, as a remittance, without an additional loslij to the 17 
per cent. by the exchange. 

82. Q. What would be the object to be gained 
by sendir1g specie to England? 

Effect of apeoie n­
mittaDoe. 

A. By paying her debts in that way, if rupees were sent, 
the Indian currency would bo contracted, her prices would 
be lowered, and thereby, as before cxplained (7 to 9), a balance 
of trade would be maintained sufficient to pay the "tribute," 
with 1\ restored exchange. 

34. Q. Can t,his regulation of priceR, to adjust Automatio Qijultmeat. 

balance3 of trade to "tribute," be effected natul'ally, and auto­
matically? 

A. Yes. If the currcllcies of the two countries were 
in proper relations wit.h one another, and there were no 
obstruction, remittanoes of specie both ways would he auto­

· . matically caused, as I have explained (28) by the exchange. 

35. Q. WIly is it impossible to send specie as a Difficulty of remitting 
specie ft:lillll India ex-

· remittance from India to England ? pll~ined. 

A. Because rupees c&n never l)e sold in England:1 to 
yield so good a rate of exchange as bills. For, when a London 
merchant sends out silver to India for coinage, the rupee costs 

· him, besides the cost of the silver, 3t per cent. in~he expenp 
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of transmission. and mint charges. In other wor~s, the r!l}lee 
stands at St per cent. more than the cost of the silver it con­
tains; and he prefers to pay the price of the silver plus BI per 
cent., for a bill or "telegraph transfer," which ~ves him the 
rUJfes at the same or rather less cost, (see Ans. 49) with much 
less trouble. This, then-the" specie rate "-becomes the rate of 
exchange for the time; and a merchant in India wishing for 
a remittance to England, can always procure a b~ll at about 
the " specie rate," which will yield him, for every Lo.BS vf 6 per cent. 

beyond tilt: exchange. 
rupee he pays, a trifle less than 3~ per cent. 
beyond the value of the silver it contains; whereas: if he sent 
the rupees to EI;lgland, he would not realist even so much as 
the value of the silver; because he would have to deduct from 
'it the ,expenses of transmission and sale.' fl'he advantage in 
favour of a bill, as compared with the transmission of rUI)ecs, 
would be about 5 per cent. 

36. Q. Why is not the price of silver altogethcr Price of silver not 
i udepeudent of Indian 

independent, of the" Council bills P " demand. 

A. If there were a suffieient demand for silver in other 
ct.untrles, to maintain its price, irrespective of India, it might 
be so; but experience shows that silver is "Very dependent upon 
... }>q '{ndiau demand, so that its price is governed by the rate of 
the Indian exchange.t 

37. Q. What is meant by the "specie point" 
6i silver? \ 

"Specie point." 

, A. The "specie point," or "rate," is the rate of ex­

t'hango pl'oduced by the transmission Ilnd coinage of the metal. 
(Vide AI's. 17.) 

-------------
~ 

• The co-efficient by which the ratil of exchange may be multiplied, to show at what 
price silver must sell in London to give a. result equal to 1\ telegraphic transfer at that 
rate is-allowing 1 i per cent. for freight, and charges-2·73. ThuB at Is. 8d. per rupee, 
20d. x 2'73 = 54-6d. Silver must seU at more than 541<l per ounce, to make .. 
ftlmitta(ee of rupees ~ua.l to a. bill at ]s. 8d. the rupee. 

t $conomi,t, October 7th, 1876. " Som~ A.rticl"," page 86. 
\ 
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88. Q. Could the rate of excbange for the bills . ..8pIPt . ,....~. 

drawn by the India Council und othel'S be 460.,6 
tbe "sp('Cie poin.t " of silver? 

. A. No. Merchants will alwavs make their remittances in . . 
the . cheapest possible way; and whatever rate of exchan~ · 

silver offered, they would not give more than that. 

39. Q. Could the rate for "Council MUs" be Rate of (lxcllanp ad 
price of silver. 

~elO'lo the specie point of silver? 
A. Yes. It is possible to conceive that silver might havA 

a high price, caused by an independent European or American 
demand, while the Indian exchange and Council bills were 
kept low by the" tribute." 

40. Q. (Jan it be true, in any !'ense, that the rate Rate of exobaDp. 
how regulated. 

of the In~ian exchange mny be independent of the 
price of silver? 

A. Yes. Although the price of silver fix~s a limit to the 
exchange in one way, yet the exchange itself is governed by 
the" balance of trade;" and the" balance of trade" is govelllled 
by the relative prices of commodities in the two countries. 

41. Q. Is that the way in which the Indian By relRtive price. ~o 
CflUlltrica. 

exchange is now rcgulateu? 
A. No. In spito of a balance of trade in favour of India; 

reckoning the , •. t.ribute" as imports, the exchange is greatly 
/Jogainst her. 

42. Q. How do you explain this? 

A.. It is explained by the answers 29 and 

Decline of the Ju<1.iu 
exchange explained. 

80. There has been a great reducti~n of the prices of Indian . . 
produce in the London market, but no reduction of Indian 

' pr~ces; and, as it is impossible to send home specie without Itss 
. (35), the only way by which the neces~ sales of Indian 
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.P»duee, to co:ver the c. tribute," could be effected, is by aredu.o. 
tion of the rate' of exchange, as detaUed in answers Nos.·28~· 
25. If Indian prices could be reduced, pari pauu, with prices 
in London, the balance of trade would not need. alteration. 
Reducing the rate of exchange has the same effect. as lowering 
InMan prices; and by that means the balance of trade is pre­
served. Vide Answer 72. 

43. Q. If Indian prices were lower, how would 
that affect her balance of trade? 

:.tl)ffect of lower pricea 
in India. 

A. As before explained (Answer 7), if Indian prices 
were lower, she would sell more exports and buy fewer imports, 
and this would tehd to produce a balance of trade in her favour. 

44. Q. According to this, sending out silver to India and 
adding to her currency tends to· make matters worse. Is this 
the case? 

A. It is under certain circumstances. Every addition 
to the Indian currency, beyond what it will bear without increas­
ing prices, tends, hy raising them, to destroy, or hinder the 
fQrmatian of, a natural balance of trade. 

45~ Q. Hence it would appear that as an in- Effect of cheap silver on 
.. • the Illdim exchange. 
cfea~ balance of trade ought, by some means, 
to be created to meet an add.itional "trihute," a supply of 
silver, which either raises, or hinders the lowering of Indian 
¥ices, tends to lower the rate of exchange, ur keep it low. Is 

this~"o ? 
A. Yes. Except when the expansion of the Indian trade 

. is 80 great as to require the additional currency; and is able to 
take it in, in spite of reduction of prices. 

46. Q. Is there anything besides lowering the 
.Indian prices which would tend to restore the 

\1.. c rate m Exchange r 

Effect of higher prioea . 
ill England. 



11 

A.Yes. The. fnorease of English· pricee for Indian. pro­
duce lVQuld have the same effect. 

47.Q. Is not tllat,supposing that the Indian prices remained 
UntllterAd. 

A. Yes, cortainly. But if silver in large quantities were 
sent out to India, and prices much raised there, the exchange 
might be made worse, in spite of the improvement of prices in 
England. 

. 48. Q. Docs silver scnt to India increase the 
balance of trade in her favour? 

Effeot of ailYel' oa 
bola.nQe of trade. 

A. No. Silver is an import by India, and rather tends 
the other way. 'l'aking the whole transaction into accou!lt, it is 
.a..self-contained operation, requiring produce to be sold to pay f~r 
it; otherwise reducing the balance., and aggravating rather 
than rectifying an adverse exchange. We are apt to form 
an erroneous idea of India's absorption of silver; the impression 
being that her products come to England in the ul'luall'outine, 
at normal prices, in excess of her imports ;, and that silver is 
r~turned as a matter of eoursc to pay for them. Silver aometimea 

, , • • forced on '!India. 
Whereas, in the present case, Indta cannot possIhly 
&e11 produce enough to pay her" Conncil bills" (to say nothing 
of silver besides), except by lowering the exehange ; and, as the 
bills are constantly in tho market and must be sold, silver can. 
not be placed in addition, except at the corresponding, or a st.ill 
lower price, extending Rnd aggravating the reduction. 

49. Q. You said, in answer to No. 38, that tho 
exchange could not rise above the specie point of 

Silver and "O~ucil 
billa." 

silver; but by your last answer it would appear that silver can­
not rise above the rate of excbange? 

A. Whatever may happen to be the plice of silver, the 
Council bills must be sold, and arc, therefore, parted with at &. 

tri1le cheaper than the "specie rate" of silver. But if there 
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be a" ditRcultJ in disposing of India:tJ. produce, the rate· or ~s:;. 
change may, of necessity, be reduced. much below the prewus 
normal rate by silver; and experien~ ehows that silver is 
generally obliged to follow the rate of exchange: 

50.Q. Do you make out that siJver helps to 
lower the rate of exchange on this side, by compet­

Exoess of lill'el' 
o.oubly injuriduB. 

ing with "Council bills," and on the other side, by raising 
prices; thus being doubly injurious? 

A. Subject to the qualification given in answer No. 45, 
I-do. Moreover, whp,n the exchange is adverse to India, the 
transmission of silver means an increased sale of produce below 
normal prices. 

51.. Q. How do you explain that? 
A. There is an indefinite and irresistihle power of sale 

of silver to India, so long as het' mints are open; and when 
silver is unable to find a purchaser elsewhere, it can always 
force a sale by submitting to /1 lower price, and compelling 
India to sell goods at an equal sacrifice, to pay for it. 

52: Q. Your explanations seem to show that it is the ex­
change which governs the price of silver, not the price of 

,,,sHter which governs the exchange? 
f. ., 

A. It practically does so; and that is in con seq uence of 
the large amount of the Council and other bills drawn upon 
India. 

»8. Q. How do they affect the price of 
silver? 

Price of silver oiWn de­
pendent on the exchange. 

A. A oertain amount of " Council" and other bills havo 
to be Eiold every year, and merchants can only give such a 

e " 
prioe for them, or silver, as that the rupees they thus purchase, 
when laid out in goods for sale in the home markets, will yield 
a PfPftt. Wh~n home prices are reduced, the price of bills and 
8Uv~r must be reduced also, or the trade would come to an eurl.. 
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M. : Q. · B~ must -be redllc;m in price if the home prices . 
, of Izidianproduce are lower, and the Indian ones are unchanged; 

.b~tw1iy should silver fall in value? . 
A. Because there is not a sufficient market for silver 

.outside of India. 

55 Q In other word~ that sih'cr is seeking Price of ailver of_'o-• • . ., pendent on the e1~. 
a market, and obliged to take what the Indian 
merchant can aiford to give? 

A. Yes. There is an insufficient demand to keep up its 
price when India does not take it; and matters will be 
much worse n few years hence, when the American coinage is 
reduced. 

56. Q. Do you consider, then, that it is the Uompe'l.ition of 'UVI" 
and Counojl bilJa. 

competition of "Council bills" and sil vcr that 
keeps both low? 

A. Yes, as stated in answer 19, I do; but the rate of 
both is ultimately fixed by the comparative prices of com­
modities in India and England; being, nevertheless, from time 
to time, varied by changes in the amount of "tribute," or 
unusual demands of trade. 

57. Q. In the present state of Indian and English. prices) 
would not a great reduction of the former be nece8sa,ry tCTgive 
the required balance of trade (about 20 millions sterling) with 
the exchange restored to "par" ? 
. A. Yes. .A reduction of Indian, or increase of English 
prices of 16 or 17 per cent. 

58. Q. How could that be brought about? How the exchange could 
be restored. 

A. No measures for that purpose are 
necessary; nothing, except to prevent Indian prices from rising 

. higher. . 

59~ Q. How then would the exchange be' ~Btored P 
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A.J3y~e improvement of English Jlrice~. They h.a.~ 
experienced an abnormal reduction, owing to a collapse of 
cre<fit,depression of trade, and " appreciation " of gold. When 
trade is restored, prices will rise, and the Indian excbange 
would recover its former rate, if the competition of cheap sib"et.. 
wen-e removed. 

60. Q. How can it be made sure that, when 
English prices (of Indian produce) rise, the 

ExOO.a~ge kept 10 .... 
by fii1ver. 

ex~hange will rise also; if the merchants only offer low rates, 
and the price of silver is equally low? 

. A. The exchange could not rise above the specie point of 
sHyer, so long as the Indian Mints are open for its reception; 
but if4he Government suspended the private coinage of silver, 
it would no longer int.erfere; and when the English prices of 
Indian produce improved, the merchants could afford a better 
exchange; and would, in competition, give as much as they 
could afford. See 91. 

61. Q. What would happen if matters were left 
to themselves, and nothing were done? 

Effect of doing 
nothing. 

~ilf nothing were done, then, as trade improves on this 
side, silver would 11e sent out to India, and prices there would 
be gradually raised till another and lower average" par" of 
<ixchange was established, corresponding with the ultimate 
price of silver. 

62. Q. Is there any proof that the Council bills t:~~ : :no:.:­
goverp, th,~ price of silver? 

. A. Council bills do not necessarily govern the price of 
silver; but. as a matter of fact, they do regulate one another. 
OoWWil bills ca!,not bA sold dearer than the specie point of 
ailftl'. Silvermight~be sold at any l'rio~, irrespective of the. 

(. 
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·'htm.;' if~bere were an independent demand for it ;t;lut, praoti­
eallY,.asthe Counoil bills must be sold, they are issued at the 
'bestpcioe the merohants can afford to give, and silver is 'soUl 
for the Indian de!URnd at the same prioe. 

at. Q. What, then, regulates the price of the 
"Counoil bills" P 

A. The balance of tIle Eastern trade. 

64. Q. What governs the balance of trade? 
A. As before explained (Answers 4 to 9), the prioes of 

commodities in the two countries. 

65. Q. If the coinage of silver in India, for 
individuals were stopped, would not that " screw 
up" the value of thc rupee? 

"Screwing up" the 
rupee. 

A. Not if the Government coined and issued freely as 
many rupees ns commerce required. 

66. Q. If the Government coined and sold as GlI:in bY-Ius,pending 
. . private comage of 

many rupees as commerce reqmred, what dlffer- silver. 

ence would there be between that and allowing commerce. to 
coin for itself? 

A. A very great difference. The sale of "Council bills 'I 
is a necessity, and they are disposed of by competition at'thff 
highest rate (of exchange) the trade can afford to give; the 
price of Indian produce heing lowered, when any unusual 
amount of bills is offefed, to enlarge its sale and pay for them j 
the loss incurred in the reduced price of the produce being met 
by the lower exchange. But the stile of bills against an 
export of silver is 110 necessity: and after the area of trade 
has been alre:tdy enlarged, at a sacrifice of prices. and the ef­
change, to provide for the Council bins, a· further enlargement 
and sacrifice must be submitted to if, besides the Council bills, 

,morc bills against cheap silver are to be disposed of, Again, if· 
,the-Government alone sell the bills, the~ 8S nricea riae lD 



16 

• Bngland, the exchange would gradua,lly rise by competition. 
because the trade could afford it, and there would be no inter­
ferenoo of silver. But if the Indian Mints were freely open, as 
at present, the exchange could never rise ttbove ThE> ~ll~rferenoe 01 

h . . f h 1 d . d . cheap silver. t e specIe POInt 0 t e meta; an mstea of Its 
im}i'oving with the improved home market, the effect would· be 
Ui:"at shipments of silver would be sent to India, and added to 
the circulation; and prices would there gradually rise; in the 
end confirming and fixing the low rate of exchangl;,: Vide 90 
and 91. 

67. Q. Why do you call it the low rate of ex­
change, when it corresponds with the actual price 
of silver in t11e Rupee? 

Value.of the mpee 
ourtenoy. 

" 

A. Because it is not the rate which represents the troe 
equation of normal prices in India and England. 

68. Q. What do you consider the true eq uation ? 
A. Two shillings for the rupee. 

69. Q. How do you make that out? 
A. Because it was originally so established by the Indian 

Gov~1.'1lment in 1835, and has continued so ever since, till the 
late collapse in English all.d European prices. 

70. Q. Can these facts be proved? Gold value e8tabliahe4. 

A. Yes. In the year 1835, when the present Indian 
CUrrency was established, the ratio of silver to gold was fixed at 
15 to 1, and the coins were adjusted to that ratio.· According 
to this" the silver in the rupee is worth 23'325d, and on adding 
to this the aeignorage and Mint charges, the Ilrice is brought 
up to 24 pence. 

• Prinleps Useful tables p. 4.. 
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'11. Q. Is there any further evidence of the 

proper value of the rupee? 

Value aho.wQ hrtb. 
~oh~. 

A. Yes. For the 20 years immediately preceding 1875. 
the average rate of exchange with England, when allowan06 
is made for the" .usance " of the bills drawn, corresponds with 
two shilling!'! the rupee in a tclegmphic transfer. Also, 
throughout the twa yenrs ISGLj, and IS65, gold bullion Wa!; sold 
for rupees in the Calcutta bazaar, at the average rate of a trifle 

. more than 2 shillings the rupee ; and prices in India have 
not risen since then. 

72. Q. How, then, do you account for the ex- By pUl'l)hllsing of gold 
with rupees. 

change being now only ]S. Su. the rupee? 
A. By its being ttj() necessary consequel1(~O of the faf't. 

that the prices of Indian produce ill l~Jlgln.lld have fallen, all(l 
of there heing no nthet' meallS of 1 educi ng Indian prices to 
correspond with them (31., a;) and 1.2). 

73. Q. How does the fall of prices in England 
tell upon the exehange ? 

Explanntion of the 
fall of tho exc}ulDgo. 

A. In this wny. When a merchant has to pay £100 for 
a thousand rupces~ which "will huy Indian produce selling in 
the home market for £100, and a small profit; ifl'riccs in the 
home market fall, so that the same produce will only fetch ,£80, 
prices in India being' unchanged, it is evident tbat he must 
put a stop to his trade unless he can buy tho tlJOl~1'11lld l'upees 
for £80. That is, he must give less for the rupees-in other 
words a lower exchan~e-or abandon his business. lienee, as 
the Council bills must be sold, and the morehants cannot 
possibly give moro than 20 l>er cent. reduction for them, tho 
exchange unavoidably gives way; the 20 per cent. discount 
being necessary to effect the sale of the produce. 

74. Q. Do you, then, eonsidm that .Indian IJrices now corr06-
pond with English prices) in the proportion of two shillings to 
therupoo ? 
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A. Not with present Englisb prices, but with who.tlcalt 
.normal English prices; namely those which prevail~on .tJ;te 
IIverage, for the 20 years prior to 1875. 

75. Q. If that he GO, then the rupees are now Rupeell worth Dlo.~ 
ciJlulating at a value much superior to that of than theiir ailve.t. ) 

jheir metallic contents, and there ought to be a great profit in 
sending out silver for coinage. Is it so? 

A. There ought to be a great profit; for a rttpee can now 
be 11M for Is. Sd. in English money, which formerly cost two 
Ihillings. And there would be, but the profit cannot be realized, 
because the value of the rupee when obtained can only be trans­
ferrea to Englana by goods or bills; and the reduction in the 
.ElIglish price of goods is equal to the gain upon the rupee, and 
dustroys tIle pront. When prices in England rise, the profit 
will become tangible, and will form a st.rong inducement to 
send out silver for coinage. 

76. Q. How would the profit arise? 
.. A. If silver remained unchanged while Profit by coinage. 

the English prices of Indian commodities returned to their 
former level, so that a rupee laid out in India purchased goods 
Which spld in England fnr 2s., there would be a profit of 4<1. 
OI;'clvery Is. Sd. worth of silver sent to India. 

, 77. Q. 'fllat profit you have said eannot be secured now; 
b~t as prices return to their former state in England, will not 
the profit be devcloped ? 

A. Yes; hut it is quite an improper and 
tbat thert should be any prout for individuals on 
coinagL It implies that thfl currency can oe 

wrong thing 
Coinage profit wrong 
for inill viduala. 

obtained at les8 cost than was paid for the existing circulating 
medium, giving debtors an advantage over creditors, and 
. deranting all trtfnsactions. In this case, too, the profit would 
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~lriadeat the expense of the exchange; bec~U8e, unloss 
private coinage were stopped, as prioes improved ~~i.nagethP~::''' ' .. ·' 
• ' . d .. mlUr6a e . . p. 
In, England, the merchants, lllstea of gIvmg the . . .•...• 
improved pri(}es they could then afford for the rupees (i.e., 8. 

higber exchange), would be tied down to the speoie rate of 
silver, and would Rend it out for coinage. This would gradually 
raise prices in India, aud permanently fix the" specie point" 
as the new" par" of :umjan ~xchange. 

78. Q. If the private coinage of silver were stopped, what 
would be the effect? 

A. The exchange would slowly rise to 2s. the rupee. 

79. Q. If the exchange were restored to 2s. the 
rupee, would it not be liable to .fall agltin, in 
another collapse of Europelln prices? 

A. Yes. But not if, ill the meantime, the 
had been based 00 gold. 

Gold IItawdard; 
the event' of 

Indian prices 

80. Q. How is it possihle to have prices bascd With ailver coiDal 

011 gold with a silver currency? 
A. In the same way that prices may be based on gold, or 

silver, with a paper currency. Domestic l)rices nre neces~n,rilt 
based, not on the intrinsic value of the instruments of exchange 
which circulate, (the circulating medium), but on Utat of tlte eom­
modity (Standard) in .1·eference to which which tlte circulating 
medium is created alld put into circulation. Rupees, tberefore, 
like ba11k notes, migbt have a goLI value. 

81 Q. Are you not now statin!}' a doctrine Theory of vallie of do· 
• 0 lIleatic ooiW! . 

. opposed to tho recognised principles of monetary 
science? • 

A. No. Standard coins being legal tender, take their 
vaIu! in domestio exchange according to the law o'supply a~d 
demand; and it is the minimum cost of bri~ging them to tDo 
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,market which ul~imately limits their supply, and settles their 
equivalent with goods. If the material constituting the Standard 
were df a very capricious value, the coins might, for a time, cost 
morc or less than the currency; and continue to do so until the 
bulk of the circulating medium had been diminished or increased 
suffiiiently to adjust prices to the change. 

82. Q. Do you considCl' coins and money to be As to coins and moniea 
being cOlllmodlties. 

commodities or not? 
A. Gold and silver bullion are commodities in the sense 

,:-f ra:w materials; goM and silver coins are commodities in a 
different sense, and are dealt with in domestic exchauge in the c . 
same way th:1t. manufactured articles are; not as raw materials, 
as they }Voltld be if sent abroau. No one thinks of estimating 
the value of a sovereign by the' weight of gold it contains. 
There is not one person ill a hunllred who knows what it 
ought to contain. Sovereigns would cireuhte at 10 per cent, 
more than their present valne if thc Government, having 
.the monop01y of manufacture, thou~'ht fit to cba1'ge 10 per 
cent. for,coinage. As it ig, tlJ(~y exchange for ~. or Z per cent. 
more gold than they contain. Indian rupees for 2 per cent. 
more than the valuc of their silver. 

83. Q. Do you mean to say, then, that gold Further explanation. 

and silver coins are not commodities? 
A. Gold and silver coins, when they are legal tender, and 

unitlersally current. in 3.ny country, arc "commodities" or 
" goods" in a different sense from gold and silver as mere metaJ. 
Coins a,i'{l instruments or tools of exchange, and they are poured 
into th.~ market like all other goods, till tlleY e('a~o to command 
a remunerative return. ~'heir"valuc in exchange depends upon 
their number compared with the demand, and their number is 
limited by the cQst of providing the gold or silver necessarily 
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given to procure them. This has nothing to do, directlg, with 
the market value of the material of which they arc composed. 
Under proper limitations they might be of the same value, 
whether made of metal or paper; and of no more value than 
inconvertible notes circulating side by side with them. 

8:1. Q. Is it to be understood, then, that money IlIlItTUlnoutso£exob.arile • . 

is a commodity in the sense ill which you allow that coins are? 
.A,. Speaking generally, it Illight perhaps he said that 

monies of all kiuds, as instruments of cxclll1oge, al'e "com· 
modi ties " like manufactured articles, hut not in the sense of 
necessarily having' intl'insjc or " world wide" value. It is impos­
sible to aOit'm, as a definitioll of " [HOney," that, as ~ cO~llmodit?, 
it must ha\'c intrinsic value; hec::msc, if so, ineOllvertibl(; no,tes: 
could have no value at all. But we all kllow that millions of 
inconvertible notes, having the full value of gold, wero circulated 
in England for years together i hundreds of mil- SOlJ]O Examplol. 

liODS also circulate in otiler countries, having considerable 
value in domestic exchange, though intrinsically worthless, 

85. Q. 'VhCll ;yon say that silv(~r ('oins may G"ltlvulueinsilverooina. 

have a gold value, 'what do you IH(;.'tll ? 
A. That they n,re hrought, into eurl'cllcy lly a I~llymen~· 

of gold; in the same way that haul\: notes procured by' the 
delivery of gold have ~a gold value. 

86. Q. How couM tlwt principle be practieally 
applied to India ( 

If ow to apply gold 
stu,lIdaTd to India.. 

A. If rupees were in future only ohtainable from the 
Government by the purchase of bills- for English money, (vi}. 
tually go14) as three-fourths of them now arc; or by the delivery 
of gold huUion at the Indian mints, all Indian prices would be 

' ,rcglllated by gold. 
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B7. Q. To what extent will the exalmngebe 
·1'6Stol'cd, if the English prices of Indian produce 
regain.tbeir former position? 

How the. ::=t .. ' .. :. . ..•.•...• 
oouldbe 

A. Under the circumstances of answer 65 the exchange 
'Would be restored to the old rate of 2s. the rupee, unless prices 
in hdia had risen. Vide 89 to 91. 

88. Q. But supposing that nrices in India In C88eof pricesbaving 
~. risen in lndi .. 

,hould happen to have risen, more or less, how 
could the exchange ever reach two shillings; seeing that, inas­
much as rupees cannot be scnt to Europe as a remittance, there 
1s n~ means of lowering Indian prices? 

i'A. In the' first place, prices have not risen in 
lndie. 'rhe opinion has been expressed * that they are even 
lower of late years. But even if they had risl3n, they must 
gradually fall, if not interfered with, tm equilibrium is restored; 
this result being effected by the constant and natut-al exhaus­
tion of the Indian cUIreney, in supplying the rapidly expanding 
trade of the empire, which now causes an absorption of 5 or 
6 millions sterling, or more, of treasure, annually. 

89. Q. Do you then really think that, if the 
f():tm~Y. pr~ces of Indian produce in England were 

Exchange sure to rise if 
the privlt!e coinage of 
silver lJe suspended. 

resrored, the exchange would l'etu\'Il to two shillings the 
rupee? 

A. Yes. CertaInly, if the coinage of ~llver were in the 
h~ds of the Government, and rupees were freely supplied 
only to meet the wants of trade at tho rate of exchange 
merchants could afford to give. 

90. ~. Has it not been pointed out that raisin<" Would raising the rate 01 
>:) exoha.nge destroy t}o .. 

the rate of exchange would destroy the balance balance of trade 1 

of tr~de, nnd prevent the sale of H Council bills?" 
,. 

• Statistical Journal, Vol XLII!., part I., page 7. 
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cA.. ,Thatassert.ion has been more than once niadebl 
,nterawho did not notice the 'difference between ra~ng the 
",~e ot exchange and allowing it to rise. 

91.Q, What difference does that make ? ~~!:nU:e r:aJ;':: 
A. It makes 'all the difference between sue- letting it rile. 

cess and failure. If, whilo prices of Indian produce in England 
remained low,. an attempt were made to raise the rate of 
exchange, the result would be t.hat the merchants could not 
~ord to take the bills, and the attempt would fail (73). Dut if 
the exchange be left to the spontnneous action of trade, the 
case would stand thus. At a time when Indian produce is 
selling in London 17 per cent. cheaper than formerly, that is 
at R3 per cent. of its normal price, if merchants can afford to 
give Is. Sd. for the rupee, it follows that when the price rise!!! 
to 100 per cent., they will be equ£tl~y well ablo to give 24d'. 
without the lea8t dimi1Zu,ti01t of tile export trade. And the 
exchange would certainly risc to t.hat point, if it were not 
handicapped by the dead weight of cheap silvor; which, like 
a millstone hanging about its neck, would prevent its ever 
rising above the "spede point," whatever the value of tho 
discarded metal might. he. The remedy is, that it should bo 
removed from tIle competition, 1>y suspending privato coinage. 

92. Q. Supposing that the reduction of prices "API)/'ccilll,i0!1~' ol~l~~ 
in England were more or l(~ss duo to the" appreeiation". of 
gold; and that no full improvcment of home prices ever took 

, place, what would be e'le result then? 
A. It would he necessary, in order to bring tho two 

currencies into equilibrium, to reduce prices in India to tue 
S8Jne extent to whieh they were pCl'manently reduced in Eng­
l~d. But it is not likely that, when prosperity returns, after one 
or two good harvests, prices will remain as low as tl\(~y now arC? 

: 93. Q. Do you think that, wltetller prices improve Would exchange ret1U'll 
to ., l)ar 1 " 

':, Of'twb equilibrium would be restored? 
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A. Y cs. Certainly, under the condition~ of answer Nos. 
88 and 80, tiley would. 

94. Q. It has been said that India and the East Is In
J 

illf'a t~ep~pefrail~l' 
tao e or ll()() .... 0 vet 

nre the natural receptacle for a flood of silver, ana 
tlw,t it would be unwise to shut it out. Do you consider this to 
'he correct as applied to India? 

A. It is qllite correct so far as India is able to receive it 
without loss; but of course, it ought not to be taken in by her 
beyond t.hat. 

95. Q. Do you think that under any circum­
Btarfues silver poured into India is a los~ to her? 

Sit ver neoeseal'y for 
India. 

A. To a ced,nin extent, it is not ouly no loss, but a real 
neees~ity 'for her; just as a moderate allowance of water is an 
essential benefit to my garden. But if silver be supplied to 
India beyond what the enlargement of her commerce requires, 
it is a loss and injury to her, ju~t as my turning on the tap RQ.d 
allowing the water to rUll indefinitely would injure my plants. 

96. Q,. How are we to know tlip, proper quan- How is the proper 
qUllntity ascertained 1 

tity ~hich India requires? 
A, By the fact that when the rupees are in excess they 

be~in to< raise prices. 'fhe present Indian tariff of prices COl'­

re8ponds with the ratio of 2s. to the rupee. 'fhe best security 
. f~ainst excess of the currency is the fact tll1lt the coins cost 
~i muclr as they are rated at in the tariff of prices. When 
the exchange ,has risen so mueh that every rupee costs two 
shillings, there will be uo exceptional profit in sending them 
out, and t,hey will not accumulate unduly. It is the flood of 
cheap(~upees which leads to bongestion, and r~ises the tariff; 
and when that is the case, every· superfluous rupee poured into 
Iridin is so much value taken from the poverty of the masses; 
and wt only th~t, but it causes further indirect loss. 

,.1. 

.' . 
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97. ,Q;How that can be made out? It WD.S ~::ohU"".J_~ 
implied in Parliament as being rather an advan- ' 
tage to India thnt she had bought cheap silver; for, while in 
former years sbe had received in exchange for her eight millirins 
of pounds worth of produce, 32 millions of ounces of silver, the 
effect of depreciation was to give her, for the sarno value 0' 
produce, ·1,0 millions of ounces of silver. Is not this true? 

A. rr'hat representation may he truo, as a matter of fact, 
but the inference is founded. on !,t11 imperfect view of the case. 
SubjP.-ct to the explanation in answer 96, an excess of silver 
constantly forced on India impoverishes ber both tlirectly and 
indirectly. 

98. (~. How do you show that it impoverishes' Dir~ct )0118 by"ilxce81 oi 
of sliver. 

her directly? 
A. Because as long as bel' mints are oIlon, India must 

take in all the silver brought to her, and must give commodi­
ties and produce for jt, wbether jt he of usc to llcr or not. Now 
it is well knuwn that the mcre enlargement of her currency, 
and inflation of prices, is no real advantagc to any country; ana 
yet India would he called upon to part with llIillions of pounds' 
wortb of commodities, in order to take in floods of chcap silver, 
and suffer this inflation of prices. Beyonu, therefore, tho 
natural wants of the Intlian currency, it would lJe an injurjto 
allow her to be deluged with silver. 

99. Q. You said .that India would be injured 
to a great extent in directly. How do you cX}lluin 
that? 

Indirect 10K! by excell 
of ~ilvcr. 

A. 'When the currency is increased in hulk so as to 
inflate prices, that shows Umt its yalue is impaired; and whon 
that is the case, not only is the <,luantity ill excess a usltless 
purchase, but the tlepreciation of the rupee extends to the whole 
of the circulating medium, and involves the loss of many 
m!!1iOllS more. Thus, if in addition to the supply necessarv to 
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feed her expanding currency; India. were to take in 30mU1ions 
value more, she v'ould not only give aWay produce worth "S& ' 
.millions sterling, wastefully, for a. ba.neful inflation of her 
prices, gut also lower the value of the whole, say, 180milliGns 
of her coins, previously in circulation, by one·seventh, thereby 
-incurring a loss of 25 millions more. 

100.Q; How does it appear tbat a flood of How English . pricea . 
are lowerw " by cheap 

silver taken in by India lower.s its prico ? Is not aily,iU". " 

that quite independently fixed? 
A. No. As explained in 53 and 103, a flood of silver can 

~:nly be sold to India at such a price as will enable her to sell 
,!lroduc7 or goods in :Europe to pay for it. 'When trade between 
India and Engl\lnd is in equilibrium. either a flood of silver or of 
Council hill~ naturally lowers the rate of exchange and the 
London price of produce, and silver cannot be sold for India at 
a higher rate than the exchange. 

101. Q. Do you mean to say that the lowering Whether bills, or silve!' 
lower the exchange. 

~f the rate of exchange is the cause of the fall of 
tho price of silver, or is it the fall of the price of silver which 
causes that of the exchange? 

A. Floods of Council hills, or of silver beyond the 
nat.'l~L, wants of India, turn the exchange against her, 
accompanioo by a reduction of the English prices of her com· 
<modities, which are forced on the EUl'OPPllll markets to pay for 

" 
the'W1s, or silver. 

102. Q. How does this show that a flood of silver Excess of /lilver lowen 
tbtt exchange. 

lowers the exchange, irrespective of its own 
market mice? 

A. Silver and Council bills have the same effect. Sup­
"posing that the trade between the two countries is in 
.equilibrium, the ~ports and the imports (including bills) 
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~g.'~.to>one another, !lond the exchange at II par" (s.. 
~~~~)~jta ft.."'W more millions worth of If Couneil bills·l 

~.offePed to the higheRt bidder, the result is a fall of th~ 
exehange~ and also of the price of Eastern produce; for this 
reason ! ...... The marketB have been previously supplied with all 
the Indian produce which can be sold at the existing prices, 
and if more is to be diRposed of it must be at a reduction. 
This l,"eduction could not be afforded so long as the rupees cost 
28. each, and silver the corresponding price; but a London 
merchant who can place a quantity of produoe at, an abate­
ment of 5 per cent. can afford to give Is. lO!Id. for a Council 
bill, and he and other.s bid at that rate. 

103. Q. That applies to Council bills which, in Etfoot.IJf excellof .j~Vft 
expmlnet.l. 

fact, are the exchange; and when tJley are forced 
on the market in excess, they naturally become chen per ; but 
how does it apply to silver? 

A. Silve)', like Council bills, is a claim payable on de­
mand for Indian currency, costing so much I)cr ounee. Now, 
when trade is in equilibrium, and silver steady, at say (lOd. per 
ounce, if a· flood of it is brought to the market f(lr sale, and is 
purchased for India, its pri(!c falls together with that of Indian 
produce forced on the mnrket tu pay for' it, us just explained 
in regard to bills. It cannot be taken to India except in ex~ 
change for goods, and these can only be sold at cheaper pt'ices 
than those of previous. !!ales, already pushed to extremity, pro. 
vided the exchange be lowered to compensate the loss; and, in . 
a similar manner, the price of the silver, against which bil~ are 
to be drawn, is lowered also. 

104. Q. Do you consider that the whole faU of Qallses of. the ~ of" 
• • • exchange III 1876. 

the Indian exchange III 1876 was due to t.he floods 
of silver poured into the European markets r 

, A. N'o. By no mea.ns-there were other causes. 
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105. Q. Wha.t were these? 
A. 'fhere was no doubt, at first, considerable panjc 

occaaioned by the reported enormous productiveness of the 
Nevada Mines, and the demonetisation of silver by Germany. 
There wus also, as pointed out by Mr. Giffen, some" appl'ecia­
tion" of gold. But the chief causo of the faU of the Indian 
~change appears to have been the collapse of European credit, 
and of the plices of Indian produce. 

106. Q. Can you give in one statemont a view deneral view of the 
causes of d6cline. 

of ,the present situation of the Indian exchange, 
and the effect of the silver competition? 

A. Yes.' India has a large silver cnrrency, and a tariff 
of dIver prices which bas prpvuiled for many years; tIle ratio 
of which, to tho normal gold pl~iees of England, is 2s. to the 
rupee. 13ut for tho collapse presently mentioned, if there were 
no sucb thing as "tribute," or debt to he paic! to England, 
tbe trade would. be in equilibrium, and the excbange would 
be steadily 2s. the rupee; the sales of cowmodities being 
pushed to t.he utmost in both eountrics. }i'vrmerly, the drafts 
on India by the Secretary of State were small, and the rate of 
exchange 28. the rupee. Of late years the drafts have consider­
al:yy JncI:ca8ed, anci this, of itself, would have temporarily 
lo~~red the exchange against India (23). But, besides this .. 
increase of drafts, or "Council bills," tllCre has been, since 1875, 
~reat collapse of the I.ondon prices of Indian- produce; which, 
a~xplai"Qed in answers 20 and 30, has dri ven the exchange down 
much lower; and it is now about 17 per cent. helow the average 
of the 20 years prior to 1875. This could not have occurred if the 
currencies had had the po'wer of automatic adjustment, and it 
has nSt been, and cannot be, rectified hy the transmission 
of specie as explained in answer 35; but the ex- Compotition of silver 

, prevents recovery. 
change would, nevertheless, slowly return to its ,; 
norm.a(l rate of 2~. the rupee, us London priccs improved, were -
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.~ open,cannot resist taking the whole quantity rejected by 
other' nations; enlarging her sales, at reduced prices, to force 
produoe on the market. This, lw further Etr~c,tR of IIilver com-

• • potltlOn. 
lowering the exchange, adds to the losses of the 
Government in remittance, and, by swelling the Indian 
currency, raises prices tilere; which has the same effect 
on the balance of trade as the fall of prices in England. 

107. Q. Do you mean to say, tlien, that no 
silver ought to be sent to India? 

IIow much sHver ought 
ttl bo sent to Imiia 1 

A. No. India is rnpidly incl'casing in commorce and 
\\"ealth, and must add lO bet' eUl'reucy; hut thiiil should bj 
done with0ut unnaturally' lowering the exchange I which 
virtually laxes tlte people to )J1f!! (l fJount!! un e.lporis, f(lf tho 
~llefit of foreign nations. . 

108. Q. How can the rcquisite supply he gi,'cll HOwUICl J,ropcrquantit1 
• •. . . (:au bo r"guh~tcu 

automatIcally, If SlIver lJO not freely rcccIved for a1ltollllLtically. 

coinage? 
A. By freely sellin£;' Lills yieldillg coincd rtlIloes at a fixed 

price for English money (S!J) ; eoining silver, and Ilermitting tho 
coinage of gold, at the S:1mn price. lly this means the competi­
tion between silver and bills wOIII(1 lJc pllt :1 stoll to; ancl thQ 
Indian standard \lould be of gold, though the currency would' 
he for the most part of silvcr. 

109. Q. Would not-the rup(~cs. tllCll, he of more HUl'eo "tokeu.l' 

value than the silver contailled in them? 
A. Yes. They would he of morc value locally. Outside 

of India they would not command their Ioeal-only their 
~tallic value; hut within the empirc they would always be 
worth the gc-Jcl paid for tllClrl. 

110. Q, It has been statecl that the" par I, of ErroJll'OUi lltatem8l1t of 

the tupee w~s never more than Is. IO~d. How ~~::~ Qf the rupee, 
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)~n you recon9ile that statement with your own,that ' tlie 
currenoy is lb:ed by the tariff of prices at 2s.tbe rupee. . 

Ci ' A.The writer who made that statement must have had 
in his mind a quasi" intrinsic par," reckoning si1v~rat Sid •. per 
ounce. But this would not be oorreot, even if there were such 
a Jhing as an "intrinsic par," because 6ld. is the LollLdon 
instead of the Indian gold price of silver, and silver is much 
dearer in Indi.a than in London, and has been as much as 4 
,and 5 per cent dearer, whilf1 ~old is cheaper. Hence. the Indian 
intrinsic valuo of the metal contained in the rupee would be 
2311., and the rupee itself, reckoning the seignorage and mint 
oharses, would b~ more than 2M. (vide, 67 to 71). 

In. Q. Well; that is the value ~n which Artificial val~. 
you say the proper ratio of Indian and English prices is fixed; 
but as silver is not now 6ld., but only 52d. per ounce, if you 
maintain the gold value of two shillings for tho rupee. will not 
that be an artificial value? 

A. That depends on what you mean by an artificial value. 
If you mean that it is more than thc world wide saleable value 
of the metallic contents of the rupee, it no doubt is artificial in 
that sense. But if I say that it is the valu() actu,ally paid in gold 
f01; .. th~ rupee, and for which it may be exchanged, I think it 
ma) be called a. real value . .. 

112. Q. But is it not contrary to sound ceo- "!okens" maycircuJate 
wlth gold. 

n~o principle to allow the chief currency oC a 
country to be of an artificial value? 

, A. No; not when the "token" coins are associated, 
in concurrent circulation, with standard international coins of 
J'ull me~llmc value. I think your question proceeds from a con­
fusion, or rather want of discrimination between standard or 
~D,tei'national coins and purely domestic currency. The former 
c;>ught to be of u-bsolutely full world wide value; th.r; Iti.tter 
9ught,,(purposely, to be of an artificial value. 
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11S.Q. · What good purpose can possibly be U .. otfl~ . 
• ttained by making cOIDsof an artificial value? 

. A.. , To prevent their being exported, or put into . t1I5 
erucible ; and to avoid the very serious embarrassments Buffered 
in France and America by the denudation of their currencies; 
the likelihood of which would be much greater in thoso days of 

. electric cables, tho Suez Canal, and vastly enlarged trade; and 
the consequences far more serious for India than either America 
or France. 

114. Q. No doubt, making the coins of a re­
duced foreign value would I)fevent theirexporta­

Comp&red with 
other coii:& 

tion; but would not silver rupees, which cost two sh.jllings 
but only contained silver worth Is. 8d., lose value ~ompared. 
with silver coins, the produce of. native mints, containing a 
greater quantity of silver? 

A. No. Uncurrent 00ins or meuals might be bought 
and sold at any prices expressed in rupees; but that would not 
affect the value of the rupees themselves; as that is fixed by 
the cost of Ule gold or bill paid to procure them; conseqllcntly, 
a coin, not legal tender, though containing more silver, might 
be of less local value . 

. 115. Q. How can that possIbly be the case, Local valuO' of "~Qko.g 

h '} b h'l " that of gold. 
W en t ley are ot 81 vcr coms ? . 

A. In the same way that a picce of paper mny be worth 
inore than a large stIver coin, if it be procurable only by a. 
.deposit of gold, and is legal tender for the value of t.hat anrtmnt 
,Qf gold, for which it can he exchanged. 

116. Q. You said in answer to question 111 that the rupee 
~uld be exchnngeable for gold; lww can that possibly 1>e 
effected, seeing that its actual value in gold is only 20d., and 
you propose, that it should be exchangeable at 2'M.? Would 
there.not heh rush to the Treasury, to exchange tte rupees far 
IlOld nud.export it P 



A. N o. You must bear in. mind-' 1st. That ,the prQ~ 
pOBal is to allow the exchange gradually to rise to 28. th~ 
rupee.- telegraphic transfer. When that is the case, no one 
wouJ.d demand gold for export, becaus~ a telegraphic transfer. 
would be Ii per cent. cheaper. 2nd. It must also be remem­
bered that there is an abundant supply of gold in India already; 
amounting to more than 160 millions sterling, including ten to 
fifteen millions of sovereigns; and when the exchange is re­
stOred to 2s. the rupee, the sovereign will sell for 10 rupees, and 
the gold bullion for 38rs. 14as. per ounce, though not demand­
abl~\ at that or any other rate. 3t'd. rrbat it is proposed to fOfro 

C;) 

a reserve of gold as cover for the issue of currency notes, in 
ordert'io be readily available for export if required. 4th. That 
the balance of trade has been for the last fbrty years jn favour 
of India, so' that thc net result of. thc transactions of commerce 
is not the export of treasure, but import, to the extent of u or 
6 millions sterling per annum. U nuer all these condit.ions it is 
impossihle that there shoulU be any difficulty arising from the 
want of gold for export. 

117. Q. Is it not true that a mere" tolten" currency must 
be in excess at one time and defieiL'nt at another? 

, A. No. A mere token currency issueu by the 
"nat'/' of tho State, without any regulating principle, 
may be so; but that eouM not happen with rupees brought 
into currency onl!! by payment of full value in gold. Local 
co~estio~ or exhaustion is imp:lssiLlc;* and the fact of thc 
coins forming part of a currency subject to chronic exhaustion 
(88), besides being exchangeable for gold, for export, puts Oltt 
of the question the l)ossibility of a geueral congestion. So 
that, in' Hit> ,case we arc con~idering, there conld be neither 
local or general disturbance. rl'he rupees would be less liable 
to it than our own silver currency in England. 
___ ---~fv_--------------,'-.r---

,EOOMmwt, May 6, 1876. "J.rt;(/', on tM rleprcMtion 0/IJ1ver, p. 29, 
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B. 'SfQ.,···Oan;nml ·quote a.ny instauce. in. which Prt.ctioa.1 ~," I~- mccoll of th. ~',' 
~~erC9i~'has ~culated at a higher value than , .. , . ". 
*-han'th.t6f its me!;allic cODte~ts? 

A. Yes. Not· to mention our own silver currenoy~ &I 

'\Yell· as , that' of France, a sil.ver token currency, without the 
"ireu.~tion of gold coins, has now been in use, in Java and 
Ne.t;herlands India ror some years; and the official report of its 
prRctictlol working, subniitted to the Rouse of Commons on the 
I'2th August, 1879, says: "Up to tfl,e present date the workin,g 
of thffmeasures 'taken witll reference to the East Indian monetar, 
9'!Jatem leaves liUle or nothing to hI? desired." "Tlte val1~ 0/ 
rhe silver florin is not defined b!J tlte value qf tlte silver which iI 
rJontains, but by that of the .florin in tlte gold standard, pieoe!' 

119. Q. Are you then of opiriion that India Indian domostio ,cut-
, " rOl1cy needK proteotlOu.. 
ought to be provided with an artiticbl currency? 

A. I am decidedly of opinion that India's domestic cur­
rency ought to be protected, by being more 01' le!\s what you 
call !l.rtificial, and also based on golJ.; un(i that she should have 
enough gold coinage for international usc, for which only a. 
small stock would be necessary. 

120. Q. Cannot this measure be post.poned to a Evil of pOlltpon",cl1'. 

fQ,ture time? 
A. Not very long, Unless the privilege of sending out 

chea~ silver to India be put a stop to, the hulk of the curr~ncy 
there will, in time, be so much augmented, that the value of tho 
rupees will sink to that of the price paid for them (just now 
Is. Bd.), being always uncertain and variable. By the time the 
Alncricans have coined as mllch silvet as thcy need, the price-of 
$ilver may sink very low; especially if the French and Latin 

· •• ·.U mon should bring into the market any large proportion of 
(" their vast sdrplus. Nevertheless, in the meant-lIlle, before 
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,.titber of these ererits bappens, the revi val of trade mayim­
prove the Indian exchange, and with it, for the time, the' price. 
of silvSr. 

121. Q. Is it not the fact that India already "Defectlofthe present 
. Indian 0Ul'l'ency'. 

hasJin her rupee circulation all the essential 
requisites of good money, so that there is no need for any 

. change? 
A. No. Very far from it-India's rupee currency is alto­

getket- inefficient. 1st. Because it is quite unfit for her 
£orc(gn trade with England and, through her, with other coun. 
tries; from being incapable of automatic adjustment With her, 
as explained U: Answer 35. 2ndly. It is unfit for inland trade, 
owirl-g to its unwieldinf'ss and great difficulty of transport. 3rdly. 
It gives ris~ to the greatest obstruction and injury to commerce, 
by violent fluctuations of the exchanges. 4thly. Indian currency vert 

inefficipnt. 
It exposes the nation to the ever impending 
danger of sudden contraction, owing to the monetary exigencies 
of other nation~ (vide 113). 5thly. It makes India constantly 
liable to be flooded with cheap silver, degrading the measure 
of value, and compelling tllf~ inhabitants to expend millions 
of produce, uselessly, in filling up the void caused by the 

( 

d~gt!ld.ati(,)ll (vide 98 and 99). f)thly. It exposes the Govern-
merit of Jndia to heavy losses in l'emittance, and the people to 
additional taxation to make it good. (Essay XIII.) 

122. Q.. Is it not very objectionable to allow Will not In~ia'8 using 
gold a.dd to 1ts " a.ppn-

India to take in more gold for the purpose of ciation~' 1 

using it in lwr currency, inasmuch as it would add to 
the existing "apprMiation" of thnt metal? 

A. No. India must have a very large amount of gold 
-and nothing it is proper for us to do will prevent it. She 
already possesses 160 millions worth, and continuously absOl'bs 
it. ~pe' requires it for hoarding, for ornaments,' and for 
curreilCf. The laE!t indispensably for her commerce "Vith 



;a.ijohai.,' oountdes by land .. She DO doubt uses it DOlt fo, 
that ' puipoae; but as the price of gold in India neoessaril1 . 
• ootuAteIlwith the rate of exol.ange with England, the effect 01. 
Our notmakiBg it legal tender and .permanently adjusting it to. 

.~rupee, is to exoessively hamper and embarrass the inland 
trade, to the same degree that Indian maritime trade is hindered 
.by theiuctuations orthe exchange. It is only to the extent that 
India's inland and caravan tra.de may continue to be thus cur­
tailed and8tunted, that the refusal to make gold legal tender, 
instffid of silver, can diminish its employmcIit; and now that 
she is beginning to produce it from her own mines, it is a ,down­
right injustice as well as mistake to provent her making free use 
'M it. She employs only a very small proportion as c~lTenoy, 

but she is compelled to do so, in spite of the perpJexing 
difficulties and losses it entails. .So important a dependency 
of the British Empire 1}will, sooner 01' laler, have a meaaure of 
,f)alue identical witlt tha,t of 1M mother couutry and tile colonies; 
and if we do not establish it now upon favourable terms, it will 
establish itself in duc time at a gl'eat dil->advnntagc. 

123. Q. How can it be proved that the price of 
gold in India" nccl'ssariiy fiuetuutes" \lith the 
rate of exchange with EngIn.no ? 

The price of gold 
ill India varies with 
tlw rate of IIX· 
change. 

A. When tJ1C ratl) of exciwnge is ~b. the rupee, a 
demand bill is worth ten rupe~s; and a sovcrei,,;n the same, l~Rs 
one per cent., the cost of freight and insurance. When the 

• 
rate of exchange is only Is. Sel" the demand !till is worth 
12 rupees, and n, sovm'cign, or the requisite amount of gold to 
yield a sovereign by coinngc, is of the same value, less the one 
per cent. Thus the price of gold must, of necessity. vary with 

. the ,late of exchange. 

124. Q. Is there not" momentous" danger DangeroftamperiDgwith 
. fa .• . h h the currllIlcy of .. w.t.ioD. 

, In mpenng Wlt [ e currency of a country? 
..... There may be, in ignorant tampering; but no 



danger a.t a.ll hi well u.nderstootl measures' of reform. The1'8' 
'Would be the utmost danger in ignorant tampering with an 
eleoRio torpedo apparatus, but none at all when those who 
munage it understand their business. At present the currency 
of Indio. ·is in a ruinously inefficient condition; 'hnd its ' recti. 
1}teation would not only be perfectly safe, but jncredihlt easy. 
The question ought to be thoroughly and deeply studied: and , 
it would then be found that it is as foolish to talk of the danger 
or difficulty of changing the monetary standard.~f India from 
silvcr to gold, as of changing the weight stamlal'ds of the Indian 
~ways from tons and hundredweights to Indian maunds. 

125. Q. Would not bi-metallism produce all Bi-metallism, 

th'e effects you wish for, in regard to the Indian exchange? 
A: Ei-mctallism, if it cO,utd be safely elJtablis/ied, would 

be an incalculable benefit to English commence with all silver 
standard countdcs. According to the scheme proposed, it 
would rahe the Indian exchange to Is, 10§d. 

126. Q. 'Vould that not be au immense ad­
vantage to India? 

Effect on India of 
bi·metalli~m. 

A. Not as a final measure. As it has been already shown 
.(6a:" to 72), that two shillings is the proper equivalent for the 
rllpee, and that it may he eusily aud permanently restored to that 
rate, and based. on gold (88 to H3) ; it follows that to establish the 
." par ,. at Is. 10~d, would cause 11 loss to I~dia, in her remit­
bnces> of Hi millions sterling, of very nearly n million sterling 
per annum. It would also fix an excessively inconvenien.t 
ratio between the Indian and English currencies, of 10'60773 to 
1, instead of the extremely simple and easy one of 10 to 1. 

127. Q. What are the principal objections to < Objectio11l 110 
metalliam. 

bi-metallism? 
.f A. A.~reat many objections have been urged. against it, 

wi~mucb ability. 
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le8 .. ,Q. Will you mention one or two of the more im}l9J'tant 
-o_l> 

, A.. The most important theoretical, and in its con~e· 
quences, practionl objection, is the fact of its being a violatiol). 

"of the principles of free trude and political economy, by the 
'endeavour to fix the price of one commodity in relation to those 
of others. 

129. Q. What' practical evil is supposed to 
follow from this ? 

Oonsequenoetl of th. 
objeotlon. 

A. Nations establishing the practice of constantly buy­
ing and selling the two I>rccious metals on fixed terms would 
ne drained of the more valuable metal, and flooded with the 
cheaper one; and if the relative values varied from time tOt 
time, above ann below the ratio ,ttdopted, they would lIe sub. 
jected to frequent variations of their currencies, from silver to 
gold, and from gold to silver. 

130. Q. What other objections are there? 
A. It has been objected that thc stability 

Othrr ohjeotiolll to 
bi-metalliam. 

of the system would be most uncertain; because it would depend 
upon the persevering adherence to it of other countrics, ov~r 
which we have no control. Moreover, t,hat it would stimulat"1 
the production of silyer and discourage gold, to the adva~tngc' 
of America, and the loss of our Australian colonies. Agllin, 
tbat it would lower the value of gold in the world, anq increase 
that of silver, leading t,Q a general enhancement of prict!s in 
gold standard countries, and a reductiorl. in silver ones. 

131. Q. Are these an the ohjections raised Declared impracticabII 

against the proposal? 
A. 'l'hey are the most important ones, except that which 

,. is founded u,P0n all the rest, namely, that its general adpptioD 
is impracticable. 



132. Q. Has any objection occurre4to ,.00. besides th()8e101l, 
have already mentioned? . 

A.. There are two which deserve lome slight consid.ezj.. 
tion, ';uthougb not of much importance. 

~ 

133. Q. Will you be so good as to state them? 
A.. One is the inconvenience which would be experi­

enced if the gold and silver coins of various countries, being 
legal tender for the largest payments, might be substituted 
for one another at the option of an individual. FO'I' example, a 
collapse of prices in England would naturally lead, in the first 
inrlance, to remittances of specie from abroad, possibly to the 
amount of many millions stel'ling; and if the Other objeotiona. 

arrafigement .proposed by Mr. Seyd were in force, might take 
·the

e 
form ~f a deluge of 4s. silver pieces; the forced accept-, 

ance of whieh would be the cause of great dissatisfaction. 

134. Q. What is the other objection? 
A.. The other objection is rather moro serious; namely, 

that, as in some countries-for instance, India-the chid par~ 
of the currency would consist of silver coins, which would answer. 
not only for the innumerable domestic petty payments, but also 
for the settlement of international transactions, it would follow, 
if th6 ooins were of the same value abroad as at home, that they 
~Qlt1d be'liable to exportation on a grand scale, to meet the 
monetafy exigencies of other nutions, as it happened to France 
in 1862, and from another cause in America; and the inhabitants 
nll;ht ~e put to the greatest inconvenience and distress (113). 

135. Q. Do you think there is any prospect of 
tho adoption of bi-metallism by a suffieient num­
ber of leading nations to warrant a trial of it ? 

Pl'osper.te 
metallia1ll. 

of bi-

A. It is very doubtful whether it would be agreed 
to by a. sufficient number of them as it stands. It would 
require Dlodifi.o'btion to remove difficulties, and promote its 
ge~» aooeptance. 



39-

13ft 'Q.>Uo you thiuk it practicable to suggest 
such modifications P 

. A. Yes. Much might be done to reconcne bi-met&4-
Hsm. with existing currencies; and thus lead to its· easier 
introduction into' different countries. Its safety would thea 
depend upon the proportion, as to numbers and influence, of 
the nations which adhered to it, compared with the rest of the 
commercial world. 

137. Q. Can you state any mo:lifications which Principlea mutlt be 
first eatabliahtd. 

you think could be made with adyantago? 
A. As just intimated, I think it possible that modiftca­

~ons might be made which would tend to remove 'wany objeco 
tions; but it would be useless to propose them until the 
principles on which they should bq based had been thoroughly 
sift.ed, and sanctioned by compctent authority. There are 
a very great many points to be considered on this question, 
and these would occupy too much time and space to be now 
entered upon. One thing may, however, be said; namely, that 
to cut off the superfluous import of che!lp silver into India, would 
not only not hinder, hut facilitate the introduction of bi-metal­
lism, on the footing likely to be acceptable to other nations; if 
it should hereafter be found practicahJ(~. In the meantime the. 
losses and distress caused by fiuctuations of the exchange em4 .. 
bar1'8ssing both the maritime and inland trade (122) of Il1dia-
the gradual degration, of the currency, and sacrifice of millions 
worth of produce to fill up the gap (V8 and 99)-and the heavy 
losses by remittance, involving extra taxation to make them 
good, constitute a grievous and heavy burden upon commerce 
and the finances of the Empire, and cry aloud for the immediate 
adq,¢,ion of some effectual remedy, .without waiting for the 
possible contiogenf.!Y of other nations following the example, by 
a bi.metallic agreement. 

J. T. SMI'm. 
10th J.une, 18'30 . 
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P.S.-A very able article, by the latel:{r. W. T.Thqrnf,()J1. 
C.B., has been published in the WeBtmimter Review lor thia' 
mo~h, entitled, "A New View of the Indian Excbange Diffi,~ 
cv1ty," which in many respects strikingly supports a.nd confirms 
my views, though in many other points I should' be compelled 
~ differ. Thus, the conclusion arrived nt, that there is no de­
preciation of silver in India, and that the low rate of exchange 
has not been occasioned by it, is dearly shown; but that it 
is wholly caused by the large" tribute," and on~~ to be cured 
by its reduction, seems, happily, not to be correct; owing 
tf the Author baving omitted to notice the effect upon it, of 
the balance of trade, and the ratio of the prices of commodities 
in (the two countries. 

Although it may be true, as the Author points out, that 
the low exchange has for the .last few ycars been caused by 
the increase of Council bills, yet this is not a necessary con­
sequence of them; for the bills have only the same effect upon 
exchange as ordinary bills against merchandise imported into 
India; and under a proper system, any amount of them migllt 
co-exist with an exchange at "par;" and they would do 110 

now, if the currencies of India and England were capable of 
au~omatic adjustment with one another. 

. Hence, if it be true that Home remittances do not neces .. 
" Ba.rily (affect the rate of exchange, but are quite consistent with 

equilibrium, under a proper system, all that the Author says about 
" How greatly the iuvcstmcut of British capital on I ndiau public works must, 

'by nec{lssitating tho remittance to England of annual interest or profit on the 
investment, derange the Indian exchange, nor how grievous would be the eifect 

of the derangement," page 191, 

becomes, most fortunately, without foundation. 
If the Government of India should be impressed with such 

an erroneous idea as this, aud regulate their policy by the belief 
that payments in England necessarily involve loss by exchange, 
the fact would-forcibly demonstrate the necessity for a close and 
~'ohiug investigation of the whole question. '. 

\ 
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It.ia impc>rtant, also, to notice that the Author's sanguine 
~ws .regarding th& speedy restoration of silver to, its fonner 
;g'9id'-pripe, seem to be based chiefly on the supposition· that 
Fra.noosnd the Latin Union as well as Germany will 10_ 
"di.oover the error of their ways," and return to bi-metallilmi 
But this seems' to be very problematical; for there is no 
evidence of the necessity of the U enormous rise in the price of 
gold" in the event silv~r being restricted in legal tender j and 
in 8 lew years America wlll probably much diminish her 
present coinage of that metal; and then nearly five millions 
per annum more will be thrown upon the market already 
deserted by Germany, France, and her allies. 

But, although the Continental nations be not forced to· 
bi-metallism in the manner suggested in the paiJer, it is nat 
impossible that a combinatil)n might be desired, anel Indil 
asked to join. She could not acuept the invitation, upon the 
footing hitherto proposed, without g-reut danger; for gold is 
naturally cheaper in India than in Europe, while silver is of 
greater value; so that the result would be the gradual loss of 
her'silver currency, replaced by gold. But if the subject be 
properly investigated it will be found that this evil may b~ effec­
tually gnarfled against without violatingthe bi-metallio principle. 

Again, after what has been stilted in answers 34, 35, '\2, 
72, and 106, showing thut the great fall in the exchan~~ 

though immediately caused by the excess of bi!1s. is ultinlaterf 
due to the absence of the power of adj ustment of the currenciee 
of India and Engladd, it is needless to remark upou the mistakb 
contained in the following sentence :-" III the actual circum­
stances of the case, alterations of its (Iudia.'s) currency law. 
will not serve the turn." Unless the reasoning contained in 
tJl~ answers is altogether at fault, it is the want of amendment 
.r . the eUrl-ency laws which is the root of the whole mischief. 
(Yide Sec. IV., pan! 25 and 26.) 

20th Julg. 1850. I. T. S. 
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P.P.S.-Since the foregoing p06tsetipt was writtetl, I b.~'f! 
heard of a prevailing impression that the fall in the eXQhp.~ 
bf-ing caused by the unavoidable excess of "Council bills" inter ... 

I"rupting the natural flow of silver to the East, and ca:using itS 
depreciation, it would be useless by any artificial means to en~ 
deavour to arrest the action of "natural causes;" and that, 
therefore, any attempt to " tamper" with the Indian currency, 
while it might lead to unforeseen evils, could not possibly do any 
good. This is a grievous mistake. There is a 1ta6fU"al flow of trea­
sure to the East, and just now especially to India, owing to the 
demands of an expanding commerce, and tltis flow it would be 
most inexpedient, if not impo!lsiblc, to prevent; bu.t, besides 
tMs, ther~ is 'another flow; not naturally but artificially caused 
~by the. peculiar relations of India to England-as follows: 
"'~hen prices in two countries' are in equilibrium, so that ex.ports 
equal imports (Council bills arc imports), they are maintained 
in equality by tIle transmission of spccie either way. Thus, if 
prices in general rose in England, or fell in India, it would lead 
to the transmission of specie to India till equilibrium "'as 
restored. Vice versa, if prices in India rose, or in England 
fell, specie would he sent from India to this country. So it 
Ol/{}ltt to he, but so it cannot 1)(', as eXI)lained in answer No. 35. 
rhe n'ahtral I)rocess js-first, a fall of the exchange against the 
count-,ry '" hose prices are too bigh, and-secondly, this fall cor­
rected by tlw transmission of specie. 

But wbat is the consequence of the stoppage of specie 
remittances from India? The answer is, t]w exchange cannot be 
corrected, prices cannot be equalized; but, on the contrary, as 
ailver.aas not a sufficiently independent price, it falls with the 
Indian exchange, and being irresistible leg:.l.l tender in Indil,l, 
fordes itself into the currency there, where it can compel a 
market; so that, at the very time when a stream of specie from 
India is the "atural corrective, and indispensably necessary t.o 
rE!~ify the exchange, silver establishes an unnatural' fi~w the 



'.rong way, tending to further raise Indian pric~J and aggra~ 
Tate. the previous difficulties. It is tltis unnatural stream 
wbicb I propose should be stopped; and, also, by making ti\e 
standard of value and Ilrices the same in both countries, for 
eyer put an end to the difficulty of automatic adjustment. 

This harmony of the Indian currency with those of England 
and Europe hM been the earnest d{~sire of the Government of 
India for the last 20 yC~lrs. The inte J\Ir. James 'Vilsoll, when 
Indian Finance Minister, declare.] it to he tho most desirable 
arrangement, hut that he could not possibly effect it; and, as it was 
impracticable, he would even have adopted a " double standu,rd,i' 
ponscious as hc dedared himself of its m:ll1Y diffi<:nlties, rnth.e,r 
than exclude gold altogether from the Indian ('urrcncy.; thoug~ 
be, at the same time, objectf~d to its introduction on snch a footing 
as to give debtors an advantnge; from its then anticipated 
depreciation. 

What was absolutely irnpracticahlc in Mr. \Vilson's time, is 
incl'cdib1y ellSY now; and the Government of India have tho 
opportunity ~f introducing nn em~etual remedy for all the 
existing terrible evils of the Imlinn sY!oitern-not by Ill'resting 
the action of " I1ntural causes," but hy imperceptihly removing 
an unnatural and grievous ohstruction to them; and that with. 
o\1t the smallest n ppreeia hIc disturbance, except tIle very gradual 
rise of the exchange; and without the slightest impr(,t1or hiter­
ference with the existing interest of any persoll whatever; but, 
on the contrary, the protection of their suhjPcts from the yet'y 
derangement of contracts and disorganisation of' trade, which 
have been erroneously charged ag-uinst the scheIDe by some 
persons who havo Dot sufficiently considered it, or who have 
been uQacquainted with the facts cs!lCntial to its proper 
understanding. . 

There is an immense deal more to he said, em ,lhe intimate 
details of this very interesting question, than it is possible to 
coml1ress 'within tlte narrow limits of this second post8Cri~: 
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'1 can only add that, if they be probed to the veri bo~,t~ · 
result will be that tbe innumerable appatent . objections, 'Wht~~; 
~voida:b'11suggest themselves, will one by one di!a~r!:, 

. and if it I'hould be possible to discover any offsets to qualit, 
the most sanguine expectations, they will 8hrip~ into ~nsignit\ .. 
canee in comparison with the advantages secured : bytqf). 
'tIlea81lres proposed. 

J. T. SMITH. 
2nd August, 1880. 



APPENDIX r. 

Praposal Jar. the Improl.'8mcH.t 0/ tAe Indian E;ccMnge.-l. The 
proposal referred. to in the Prefllce wus the following:- That the 
coinage of silver bullion tendered to the Indian Mints by private' 
individuals should be suspemlcd, so us to CllUao all rupee remit­
tances hereafter to be made by "C"uneil bills;" the Secretury of State 
for India sending out precious metal for coinage, t.o meet tho bills, when 
necessary.- By this mcans, as trade could alford it" a graduul rise of 
the rate of E,xchange would take plal'e; and when it had reacllld 28. thEl) 

I'upee, gold would be takcn to the ~[ints, which would be open from the· 

first for its purchase or coin:tg<3 at. 38 rs. 14 us. per Ii!lludatxl ounce. 
2 . .At the rote of 2>1. the lupee, tho "Sl'eretllry of t;takl would grllr.t 

bills "ad libitum" to all eDmOrE<; atl({ the puhlie would u.ft(]rw(t~ds have 
the choice of gold or Rilver coins lit pJ'(icji1~l)' the sume expellso.t Pro­
vision would be made for It depot. of gold bullio/l Qr coins, by making' tJlllm 
the basis of currency notes, or by other means; FiO thai t.he gold should bo 
available for export, if required; and, in time, as the accumulution of gold 
t}oiI1li in the country might warrnnt it, the rupees w(Julcl he gradually 
limited in legal tender to such an extent us might be thought nCC08sary. 

3. In his issue of the 11th November, 181'G, 010 .Editor of the 
., Economist" lrublished an elaborate condemnation of the above l'ropo~al, 
which be stated wall o()p~n to "the gravest objectiolll!i," of which he specified 
four. The truest answer to the whole is, that both the Ilcllell1~ itaclf lind 
its operation were misunderstood by the writer. The two filst paragraphs 
are all foHows;-

" It has been suggested that the coinage of rupeos should be 
"suspended in Ilulia; that their importution !lhould be pro-

* There would, I t.hink, be no objection, in certain circUlllstllncc.~, to tho Govern­
meit in Indill purchUlling silvor for coinage, at tho Londoll IDl1rkot prico of tho day' 
and 28. the rup.ll.'. N.B. Council billa aro purcha.sed in England by gold. • 

t The cost of a tel.egraph transfer of 100 rH., or £10 I1t 28. tho rupoo. taking golei 
at £J 178.!kl. pllr stano:.ro ounet', is rcprc8C)uted by 1234'72GG3 gfILina~I Iltn.n<iard gold; 
and th~ quantity tlf stal.dard gold delivered to tho Indian Mint tl) produco 100 l'8. t 
'8 ~.l' ·u. per litlUldard oUDce, without lleignorage or charge, would alJo bo 1234 '7~~' 
grama. 
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" hibitcd; thA.t gold should be coined for anyone who wlltalteit 
"to the Mint at a fixed rate (say 2s. the rupee); that bOth rupeee 
"and gold should be legal tend4i)T, which everyone must . apcept., 
"but that, for the present at lOllst, no one should be able to cU­
., mand gold. Anu in this way it ill hoped thA.t a gold fltandard 
" would be introducl'd into India, without thelndinn Govcmment 
"having to buy gold to exchange for silver, the cost of which 
1/ would be more than it could afford. 

4. "13ut when examined, it will be seen that this is It plan no~ 
"for introducing into India a gold staudul'd, but a double 
"standard of' a peculiar sort. Though the cWnage of rupees is 
,. suspended, they aro still to be legal tender, and their value will 
"therefOl'c continually rise; they will be' monopoly coins,' so to 
.1 speak, circulating at a s(:urcity value, and they will so circulate 
,. concurrently with gold. And this is to bo the perpetual currene! 
"'of lndiu, for thc only. motive for thinking of it is that silver is 
" already ltbout 10 fall greatly in value; its very adoption would 
" for a very long timo cause sueh a full because it would clo~e the 
" Indian market ogaintjt silver-and therefore the cost of buying 
" gold to exchango for the rupee currency of India will be years 
"hence, more insuperable than it is now. 

"But to this plan there arc t.he gmvest objections. Fitst," 
&0., &c. 

fj. Here it is stated that what will cusue is a "double standard of a 
peculiar sort." This could not be the case, unless the currency were. pro­
c~rab~e by delivering either of two metals. A stanuard of value, l'egulating 
a cUTl'ency, is a specified commodity, by whi<~h the currency is freely pro­
curable; the value of' tho lattcr depcIl<ling upon the quantity supplied 
compared with the demand for its uso. It is the essence 1)£ a. standard to 
regulate the currency by tho coins flowing in till the level of prices is raised 
to c~rrespond with it. W"hen coins can no longer be procured by the 
standard, regulation by it ceases-inasmuch as their value in exchange is 
governed by the number in circulution'"-ulld when regulation by the 
commodity ceases, it ceases to be a standard. If there were a double 
standa;-d, the public would havo, an option to obtain tht; currency by delivering 
either of two commodities, and they would inyuriubly chooso the cheaper 

• This is t(t1llonticipate a superficial answer which might possibly be attempted, to 
the effect that a yard may continue to be the standard, although it ceased to be supplied. 
.1i!noring the fact that the quality of which gold is the standard measnre, "it not 
p\ilpable-tha.t we c.annot measure a sovereign against Ito pair of b<Jot8-but ia 
eeaenti~11y regulated by the ratio/f supply to dcumnd. 
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one. If. standard ooins of two metals were circula.ted, the cbeaper would 
drive out the dea.rer • 

. 6 •• In the ca.se in question, there would be two legal t.endo!'!!, but not two 
ataHdaf'rU, because the currency could only be procured by ollc~gold (st). 
The mistake 1800ms to have arisen from the erroneous idea thut, the yuluE.> or 
a logal tender domestic currency depends upon the consciously recognised 
value in exchunge of the substance of which the coins arc composed, instead., 
of upon the ratio betwccn supply and demand. Appendix 2, par, lao 

7. The misconception that the .. monopoly rupees" will cll'culnto at a 
U scarcity value" is accounted fur by the Wl"itN' not heing aware that. there 
would be no scarcity of rupees; for that they would be procurablo "as 
libitum" (65) for English 1JJoney, The fads 1l1('n1iIlDI'u. in IlllSWerS 67 
to 71, 91 alld 96, show that it i" not tho rllpee whidl w(lul(1" contilluullyt 

,rise" in value, but the r(lte (!t' r,l'c/u1ngc only, 
The "EeOll()TI1i~: t'H " first ohj("d inn is l'ilalul aB 1'01l0w8:-

. 8, "A CIll'I'CllC), of' l!lol1np( l l~' coins,' circulating mllch ubo\'e 
"their eostvulul', is SUI', ) 10 cause tl'l·il' forg ery, This i~ us eOl't.uin 
" as thai a: high turin' will ('UUSC I::lmugglillg, If f.iihel' tlhoulJ filII 
"enough to make 11,is r:;ehcll1l1 wOl'th tlJillking of, tho guin by' 

" coining I uIlCCS ill I !lelia woulc! h" "eJ'y gJ'eat, and W~ lIluy dill-cnd 
"upon it capital wouhl go into tlw lJUsil ;ef'8. ~Olnc of tho 
.. shrewdest peoplo in !I,l' W01"I<1·-- llle Ame}"ican pl'(~UeCr8 of 
., silver-would have :m illtcll'lS t in lIImwgillg it, Ull'! ~'O may bo 
.. su!'e they w(lul<l ll,unage it TIle C(H,C lI.JUSt. no/. be cI.Jufmmdcd 
" with that uf a ' tokell c{linuge' of "iIver, 8u{;h illS we 1m,,!) in this 
"country, because our ~ih('r coiut< urc only legal H.mdcr 1'01' 
.. small /Sums, and the: efore p·cat llIUSSCS of thCIIl ..are u~leu . 

,4 But in the plan bUl'posed, ' monopoly CIJiIl8' would. IJ(~ 1hu muill 

.t curreney of Iudia, Ulld Ull Y <lu:llltiiy of tlJ('l1J cuuld he ~ot rid of. 
4' India VlouM secm to have mOii1; unusual fa('iliticl:l fOJ· th(J cePCl'l1-

.. tion, f()r tllcrc ale lJuti\c f:'\a1l'l:l illlj,((ld l'd in our kl'filory 

"where we hardly know wLat l:up\JeIlB, ulld tlJCIC is urich. 

"monetury duss {If t-ohroff" aud lWllhrs who would feel no dlcctual 
"moral scruple ag.:illst disposing of illitil rupees, 1'he morul 
"ol:jectiI.lD to such a eurrcDcy itS one of' llel1JctuuI use is yery 
" great, fox it is an in(:css~\1t tClllIJtntion to diffusod fruud, lind 
"thitl evil" ouid be fUbtencd on India for ever," 

9 •• .A complete unuwcr to all this is thut, us a matter of fad, Ind~ 
rupees ar& exceedingly di11ieult of manufacture; 80 that unlawful CQinato 
<scape detection cuunot lte made prditablyon a fill/a/./. liCale. or 8~{ctY OIl • 
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large onc. Besides this, secondly, " the shrewdest people in the world" have 
never, during the last fivo yeaTs, attempted the coinage of Frenoh five 
frunc pieces, though legal tender for tho largest SUIUS·; and what' is still 
ma:-e remarkable, these coins have been quoted from the beginning at'their 
lull currency value, 5Hd. per oz. in the London market. Thirdly, As t.u 
tllO" natiye states irnueddol in our terrlbry where we.hardly know wh'it 
bappens," the writer could not have been aware of the appointment of a 

''British Resident at each Native Court, and the ample meaus of infor­
mation at the command of the Go\ornment of India.; or he would have 
known that it is as absurd to bdievo in the existence of a Mint without 
their knowledge, liS that a munufactory of steel rails. coull be worked 
in secret in the hjghland~ of Scotland. Fourt.hly, That eyen jf the 
/" shrewdest people in the world" did, in spite of the risk of confiscation, 
'introduce n few thommndf! of unlawful coi'ns into India, they would do 

1I~ harm, except rob tho Government of 0. profit on coilla~ they have' 
liever yet received. 

10. ~'he second objection stated by the "Economist" is as follows:-

" Secolldly- 'rile confusion in trade it would cause would .be 
"extrelUe. Suppose it were llOW enaeted that no more rupees 
" should he coined, and that gold should be coined at 2s, thc rUI)OA, 
" the ox port trade l)OW slimlllutctl by the low exchangc would be 
" stlJPped, for the exchange would gradually rise; nor, for a (ime 
I, at lea~t, would tile import trade to India fi1l(1 II corresponding 
"gain, for a groat, ullcl'rtainty would he produced, ill which nl) 
" new busineH" would be er'~ated though old business would be 

" stopped." 
11. The Hight Honourable Mr. Gosellen, ill his speeell in Parliament on the 

12.(h'June,\.87H, acknowledged with sympathy that the yiolent fluctuations 

* An amusing illustration of tho proverb that" none are so blind ll.R thoRe that 
won't 800" is affordod by those w 110, whcn the objection of unlawful coinage of genuine 
rllpetlA is nnsI'I'erml by rc~erriDg to our ow" half-crowIlH and shilliJ.gs, reply tha.t thoy 
are not attempted hecause .. thoy I\r,) only leg,,1 tender for sUlall 8urll~, and, therefore, 
great masses of them IU'O useh'slI," \Vh<ll thoy I\Te reft'rr"d to the like exemption 
from f'lrgery of French five franc pieces, they 811Y, "Oh, yes," but it is not cu.,tomClrv 
to make large payments by silver iQ.1<'rance-lU! if brge 1'3YUHllltS were more likely to 
be customnry in IlJdit~-described a8 too poor to use gold at all; 01' in allY country where 
80M coins or n08t's to make such payments call be had. If forgery lind illicit coinage 
of genuine r\lpoes, for 1\ profit of 20, or oven 50 per cent" were so li\toly in a properly 

gvverned oountry, how dOt,S it happen that illicit distillation, where the profilt:.a 500 
~r CeI}t., is so little heard of p 



of the exchange of late y('.ars hod been "disast,rous to many," and cc a great ' 
trial to the whole Indian trade." ., Suoh being the \1Il8C, is it likely, I would 
ask, ~hat any measures would make mattel'S much worse f On the con­

trary, instead of the result predicted in the first sentence, the very oppojit.e 
would be realized. It is uu'leniable t1lat wheu my proposal has 'Lean C!.Irri~ 
out, when the exchunge hils risen to, aUf} has bl'coTtl<! ,liXf'(/ at 28. the l'upee, 

all the confusion and uncertainty arising from violcnt, fluotuu.tons of the 
exchange will be at all end? As for tho export trade bcin~ ~topped, II 
reference to answe'I' No. 90 and HI will show that this Ilpprehen8ioll is quite 
unfounded. 

12. Tho third ohjection is thus stated:-

"Thirdly-this would deprive Inuia of the grent advantage 

"she will guin, if tho presPllt st.ahl of thiugs continue, IIi the 
" entl'('put through which silver is introduced int.o thc Eutlt. Thi.,. 
•• is 11.1 wnys the Cffl~ c:t of a lowcr(.'ll y(duo of the tmrrellcy-metlMs, 
"The first persolls who get tQem from the mines g-u.iu muclt; 
"those who huy t.hem f[,om the milling people gain m.uch to~ ; 
"lind so on until the depI'l'~:iat iOIl ill olfecicd. In t.he caso 
If of India, the impOI·tatioll of silvcr will gradually tllit)o silver 
" prices; t.his will hring imports illto Intlia from lIt.her countri{\l'l 

"when' they 1Iu\'0 not risen, For "Ny muny yean; Englund 
"has in this wily de!'iy("l the greutpst !1I1vhntuge from being 
"tlll' first eOlllltl')' 10 ",hi,,jl the Australian ;;old was Bent, and 
" from wbi.,1t it was dilfus(,d, The IlIdiull Fillanee Millis1:l'r ill 
"no douht tl'U'Ihled by fll(' litl] (,t' ;;iln'1', l,f'e:wl.lt: 110 hu'f to 'Lily 
" gold in I,ondoll, Imt J 11l1i,L it self will l'l'oba.u) y be benefited by 
" it, for it would gi v(; IIDr au eas), 1110111 ')' JIIarkd, und all extendin~i 
"trade for' exporls ulld ilJl}luJ'\>l, which the J:lIlgg'ted stheme 

" wcuJd ti}Joil." 

13. In Ihcse remlnj,,; the WI iter SCClnS to lin \'e un:r/ooke(l Ow mo!!t im. 
porhmt point of the lute I'J'(J{'(':;,or C'ail'l}('S' EH!my on the" lnt(·rna·tionul 

llesults of Dcpreciatiol1,"t tlw dfect of whiell is to lead to an oppo!:lito 

• The followmg ill un extract. fr .. w tho ltcl'Ol't of 1]11) It0YI1I CIIII'II,jIlMiVl\cr~ who 

representl".! H:M, OO\'II1'lIlIIl'lIt at. the IlIleTuati"nal C',lIfcrl"'cO "cl<l in PariN ill 

August, 1878 :-" Tho d"rILlJgeo"'ut ill IlWTL'"lllil" oper"tiiJU8 .lua to tho pOllitioll of 
.iJveT at tbi~ moment, ill 11(, groat ",wi ~o lIT1i\'or~I.,), I1mt ,all contributions lUlL<le in tbo 

directioll of cI.jlLring 11:) tilt! KlIbject \\,oul.1 ),e ilmliuul,lc, lLud J,,,iItJ witb 81Ltisiactiou 

by btl wbo ate i~tef(,st.J I iu the 'lu('Htioll ," 

. ' . The following if! O~IC of variollll pWlllagc.q to the Bame elTect. " Returning <>feo 
more to tht gEllleral quel.'tloll, we I11I<Y 'XIntilier the followiug COrl(;hUlioU8 III! 08tMblinb,d': 

Fitllt, that thfl elTect "f til(' chea[>('llin~ of g r,l.)npon cvmmoreial oo\lutrk'tl t-cill.l 
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,. ecmclusioJl to that Buggested by the II Eoonomist." Instead alan mihttd~ 
spl'ea.d of gain, it is a spread of 1088, dl.llydistributed in theiWl,~! 
a gain, only in- an f'xceptional ca.&e. ICa mountain's weight ofg014 
were suddenly exhumed, the miners would exchange it for consum&.ble wealth; 
wh~ch the nations who took it would lose; fot' they would be none the; 

~ ....• , 

4i>etter for a double supply of gold. It would be only in the exceptiona1 
case of ono country having procured the new gold on· easy terms, being 
Ilble to repllr.:.ha~e with It commodities at former prices, to an exMnt more. 

than covering the 10-;s by the final enlargement of her, currency, that any 
gain could be made. 

14. The" Economist's" etatement might be c()rrect it it were confined 
to the spread of gain by the profits of buying and selling silver in ordinary 
eommerce; but when he speaks of H raising prices," he refers. to coinage, 
",hiBb, instead of' gain, involves the loss mentioned aboTe There is 
notbing in my plans to prevent India l}Acoming the entr(pot for silver for. 

c • . 
ordinary trtlde. Wore she posse,.sed of'silver mines s}1e would at~ract im-
ports in exchange for the metal; ?mt not haying t.hem, she can only procure 
it 'by sending cxports to pay for i~, unu give it away again in exchange for 
imports, Thi~ is ordinury eommerce. 

15. In regard to flocllliJlg the currency and raising prices, to attract 
imports, this could not take place t.o more than a very trifling extent; 

otberwiso, we should have to lls~umo that during the slow proceas of rail\ing 
pl'iccs, silver from the mines was socking the markets where price~ nre 
llighcl', or in othor words where it would exchange for fower commod­
iti,~s, Ilnd pasl\ing l,y 01' avo;aing" others where it would exchange for 
more, In regaru to India, the UWlll'l'S of the silver must not oaly do 
this, but if they allow it to be coined, they mu,;t suumit to a mint 

, ~harg2 of 20l per cent. whidl woulU be lost on exportation. 
IIi. J!"'or tliese rc~sons. it is evident that the" Economist" was in error in 

cont~llding that., hy limiting the coin:tge of silver I should deprive India 
of 0. Sf)uroe of gain. My proposal is not to prevent the coinage or silver 
(fee para. land QJ1sw. 65)-and limiting e.rC£'S8 of (~oinage would Jt'ot. only 
not rob Indill of a gain, but woulcl save her from a loss. 

16. Fourth objection.-Tho fourth and last objection of the writer in 
the" Economist" is stated 1\S follows:-

to compel thoul to t ulal"ge their motallic cUl'l'enoies, for whioh enlargement they:.nuI' 
( 

pa, by an export of their prodllCtions, eauh oountry will endure a los8,upon this head 

to t- extent of the additiollal SUIIl which m'iy bII Niluisite for ea.oh."-E~y~ 
18?J, page 91. 

" 
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Kp'ol;itthlY-'I'he currenoy so introduced would be a 'tePf ~ •• 
. " one •. There would be.one currenoy fit tor foreign paymtilt$:"'" 
4' the gold-and another not so fit. The' monopoly ooins t 1Vowd' 
«beunexportable, and 80, when anyone wanted to makeaforep 
"payment, he would have to get gold, which, as a rule, would 
" make gold at a premium. The effect would be just like that 0/ 
" a plan" often discussed formerly in England, ,-i." making the 
"notes illsuNl on securities by the Ilank of England (the~ 

"£15,~OO,OOO) inconvertible-the rest remaining convertible. 
" The monopoly rupees wOllld be uf limited number and artificial 
"value, just like the security, or Govcl'llment notes, we used to 
"discuss, and their effect would he exactly what Lord Overstone 
"predicted in 1857 in his evidence on the Bunk Acts: 'j>ur 
'" affairs would then go on very much in the way that a md 
" t would walk with 011e of his legs six inohcs 431IOrt.er than the 

, •• , other. One set of notes would circulate at a depreciat;"n 
,. 'comp3red with the other Bet of notes; hence grcnt inoon­
t(' venience and confusion would urisll.'" 

17. "4050. \Vhat would he the effi)ct of it ?--'rhe cfft?et would 

"be that you would have pnper money of two diflerent characters 
"in tIl(' count.ry, not of (~~luivaknt "alne; uot eirculating in­
udiscllminatelyeaeh f(lr :11 PUl'llOfiCS, hut. 801110 useful for one 
II purpose und SOllie useful for IlJ(' (lnWT, aJl(I that there would be 
"intolerable (;()nfusioll. A llWIl wonltl bavc Government notes, 
"and llc wouM present tlH'·lJJ 10 uJlolhm' m:1II in pllyment; that 
" man would lOlly: 'l £II) llot want. (;O\'el'llment !lotes; I want 
" , to make a l'cmittulJee ubroad; J (alillot get bul/ioll for thollA 

'" Goyernment. JJot(',~ j I will not talHl them." 

1 R. "4v;) I. .. :\ re they hoth to b\~ 11 kgal teIlder P-Tlwy would 
"both be a legal teuder as far liS the (Jo\'el'IlUl{'nt if! conct~rned. 
"but the GOyel'llfllcnt 1101,0 would not be a kglll tender bHwoon 
"individuuls. Thl'lI what is that individual to do P 'J'he otht~r 

" man !lays to him: 'You must go and get me the other notes; 
'" cith~r you or I must pay n premium fCJr them." 

HI. "4052. What would be tho harm of that ?-Tbe harm. 
" would he enOT'lIlOUIi iujustie{\ 311(1 intolerable confusion. 

20. "In the plnn now liuggestcd-monopoly C'.oins being com­
u p,t1sory tender-gold lIot b<:'ing demand'ahle-it would be settled 

" which pnrty should pay the' premium.' Ev€rybooy wou" be 
"obliged to take the purely domcsiic medium of exc~nge, avd 
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II to buy with it the medium which is also of foreign u.e. But 
" in opher respects the evil would be exactly w~t Lord Overstone 
{I describes. There would be two currencies in the country .with 
"different values, and prices 1n one would be, as far as the 
U discrepancy went, differ-ent from thoAe in the othel'. 

21. "For a short time, and during a period'of transition, we can 
U quite imagine that this inconvenience might be endured. Du.t 

" the present plan is by its essence B pennanen.t plan-a plan for 
" making a currency for India for all time; and then an inherent 
"defect of great magnitude such as this becomes a most grave 
" objection. As Lord Overstone said of the old ~n-' Then, you 
" t would have a certaiu proportion of the moneta.ry system of the 
"' country circulating at a discount j I cannot conceive a greater 
" 'state of monetary djsorganisation than that.''' 

~. To this very long argument, which is an attempt to fasten upon a 
pr&posed ilil~er and gold currency the arguments used against the issue of 
two different kinds of bank notes fpr the same amount to circulate side by 
side, the answer is, that when my plans are canied out, the Indian 
currency.will be identical in principle with that of Great Britain. It is 
true that Ii one cUl'l'ency would be fit for foreign payments-the gold-­
and another not so fit," just as it is in England. It is also true that, until 

c· 
the rate of exchange hns l'iSCll to 2/-, gold would continue at a premium, 
gradually diminishing; but when that point had boen attained it would 00 
at H par." If reference be made to answer No. 116, it will be seen that 
Lord Overstone's difficulty could not occur. In fact his evidence applies 
to quite !l different question, and is, therefore, inapplicable tc my proposal. 

_ (" 23. The ~ollowiDg further remarks contain the final expression of the 
II Ecofiomist\ " opinion, and prove that he had not correctly apprehended 
the working of the measures proposed:-

75. "No doubt it is suid the Indian Government may« regu .. 
" 'late' the ourrency ; that it may withdraw rupees from circu­
It lation ; that it may add to the gold in circulation, 811a 60 

" equalise the value of rupees and gold. But t(l 8uooeed in such 
" an attempt, the Indian Government would wunt to know the 
" -amount of currency required for forei~u payments, which ill 
" that whieh causes the difference between silver and gold; and 
" tllis (..hcy n~yer could know. And American experience of 
CI t gold sales' and greenback withdrawals is a great warn,!pg 
II against giving any Government the 'power of arranging the. 
,II currency. It is aure to injure the good repute if not the real 

..... good.,'~ith of, ~he (loyernment (for 't necessarilr. createe pew-



,. ;,: 

'II Diary 8ec1'8tI of· great :value), and neverthelesa it iSllot at .n 
" Sure to attain its end, and to equalise na it: is intended the two 
"linda of currency. For these reasonB, wo cannot think that . 
If the suggested plan for a new Indian ourrenoy would be a g~ 
"one, even if it oould be shown that silver was sure to be 
I' permaneittly excessively depredated. A.nd 8S the prepon­
" derat.:.ng probability seems at present to be, that it will not b& , 
(l 80 depreciated, we are still more of opinion that it would be 
" unwise to'begin a polioy on t.he face of it, and almoet admittedly, 
" so anomalous." 

No greater mistake could he made than to suppose that it was intended, 
Ol' would be in the slightest degree necessary, that the Government should 
interfere to regulate the currenoy. If refurence be made to answenn:i5, 
~, 89, and 91, it will ~ spen that the coinage of rupees an~ gold would ~e 
entirely regulated by the"want!! I)f trade, and that the Governtllent would 

• take no aotion at all in the matter, fltrther than by selling bills "ail 
libitum" to all comers, and allowing the mint.s to receive gold freely at 
the mint price. It would havo nothing whatever to do with, and no 
occasion to know the amount of cun-cncy required for foreign payments, 
which would be automatically urranged by commerco, as it is in England. 

In regard to the opinion stated in the lust paragraph, I Jilay observe, • that enormous as the lossos now aro which arise from the dislocation of 
the Indian and Engli;;h currencies, it wus from the very first (E~suy I, 
page 0) stl1ted by me, that they were not the only, or chief reuson neces­
sitating the change recommended; but the "inherent mischief" of an 
arrangement which subjects the enormous flnd daily inCTe88ing com­
meroe of Englund and India to conslant vicissitudes iii the pucet! of th~ 
two metals constituting their rcspective standards of vah.", ant! t~o 
incessant liability to the embbrrassment of all contracts connected there­
with." Ther~ are other lIufficiently strong r0880ns referred to in apswer 
121, to justify measures, which, instefld of being "anomalous," as 
8upp'lsed by the U Economist," are simply the practicul application of tho 
principlcs oovoca~d in the late I~ord Liverpool's famou8 Essay on the 
., Coins of the Realm." 

!l4. Tho whole of the" Economist's" ol)jectiona have beon fully stated 
ab.ove. The rend.or wil! be able to judge whether the first, which ia tbo only 
one having any real booring upon the schemel is of the ledl; practical im­
por~~; a.nd; ad to toe rest, whethE'r or not I am right in asserting tlpt 
they ha!e no applic8tjon to it at all. Similar mi8llpprehensions, eal:ry 
explained, will be founel to attach to everyone of the adver. \)piniont 

whlcb have b~ exprfBlIed ~y even the ver)'highlj8t aU\pttitice. 
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APPENDIX II. 

ON TUE LOCAL VALUE OF A LEGAL TENIJER'OUJtRENCY, 

1. The particular question herein offered for discussion is, whether there 
be any inevitable and neee&8ar!l connection between the· local or domestic 
value of a. metallic or other legal tender currency, and the intrinsic value 
of the materials of whioh it is oomposed. It is genera!!y hela. that current 
coins are mere commodities, or bits of metal, and nothing more; and 
con.equently, that any arrangement whereby coins are intended. to c'iroulate 
at a higher rate than their world-wide intrinsic value, Blnst be radically 
lVsound. 
t 2. Instead of this I bl:llieve thf1.t there is not nece, sarily any d£rect con­

n.ection between the looal value in exchange of a legal tender curren.cy, and 
what is termed the intrinsic valu~ of its matm'iuls, I would submit that 
the natural value of a currency, like that of all commodities, depends upon 

. the ratio of supply to demand; and is governed, eventually, by the eOllt of 
production, Cost, that is, of procuring the coin, token, or instrument of 
exchange, whether that cost be made up of only the prime cost oft-he 
material composing it, or include a tax or royalty at the mine, an Axport 
duty from the country, a customs duty on landing, or a charge, reasonable 
or otherwise, for fabrication. 

3. In those casos where current money is freely procurable by the 
lIPu blic, and, introduced only by the nction of commerce, its value in exchange 
for cummod,ties would be govern(,d, as above stated, by the law of supply 
and demand; the supl'ly being limited by the difficulty Ilnd cost of pro' 
duction, lind the value, as against commodities, being im'ersely I1S the 
quantity of the currency so introduced and limited. In other cases, when 
the instruments of exchange are urbitrarily increased 01' diminished by' thcQ 
Government, their value seems to be simply dependent" inversely, onth. 
bulk of the money so created; and prices in gold and silver governed by . 
the &ILOunt of precious metal gi~en to procure the currency. 

4. In the ease of standard coins freely issued, it is the difficulty and 
expense of pr~uring them; in other words, the cost of the metal and . 

,. Extract from a pap~r prepared for, and submitted to the Statistical Society, r.l the 
26(~February, 1880. 
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'~."r manufacture. which limit their supply.' In regard to '~to,,!llt~' 
.or notes iSsued onthe*aelivery of a "standard," the ,upply is limited. by 
tbe costo! proeu.rltig the standard to be deposited for the~. In either 
case, ';hether the instruments of exchange, being legal tender, be stand..­
ooins or tokene, their local or dornestic value depends not upon the recog:'~ 
tdzed worth of their contents, but upon the limitation arising f~om the ex­
expense of bringing them into use. Thus, an instrument of exchange re~ 
presenting a pound sterling, procurable only' on the delivery of gold at the 
rate of one standard OW1OO for £3. 178. 9d., is of one Ilnd the same local 
value, whether it be made of gold or paper. As regards the tariff of prices 
and the regulation of the foreign exchan ges, both woulrl be eq nany efficaciou8: 
unlt',ss and until, from any causc, the currency become rooundnnt, or Will 

wanted for exportation, for which there would be a self-acting remedyqJDY 
the export of gold coins, which would be altogether wanting in the ease of 
.. tekens," unless their owners were entitled to demllDd, frbm t,he parti" 
who issued them, the gold for which they.wore hought. 

5, The reasons which appear to mo to /Support the above view 111'0 the 
two following. First, the de/acto ignora~ce of the public of the cost, or 
independent value of the precious metals. Secondly, the existence, in 
u. .. '1ny cases, of currencies posse~si\lg substantial value in lo()al exohange, 
though composed of v:orthl('ss materials. 'lllc first of these Msertions may 
uppe&r to be very questionable, in rcfercnee to the prevailing impression 
that we all have a yory distinct and precise know1t~dge of the value of gold 
Dnd 811v01'; but tho truth I believo to he quite the reverse. Very few 
persons, indeed are I1cquainted with the aet.ual cost of gold, though, by tbe 
help of our currency und prices, evm'y one hUfi a very intimate knowlegge of 
itsrelation to other things. 'Ve ull know, for iil~taJlCO, that £3. 17s. !ld. of 
our currency is equal to the value of' a !ltanci:ml Olln'20 of golu~ what~"cr 
that may be; hut what this lattl'r ip., the public in general havo no UWUDS 

of discovering directly, or in Illly oth()r way than by its relation to prices. 
While, therefore, the public can readily compare the values of di/f';rent 
weights of standard gold iJullioll or coins, they are powerless to discover, in 
dependently, the l'Qtio between them and commodities in general. That 
ratio is fixed by the automatic adjustment of the supply and demand; the 
Cordler, as regards lUoney, being L1~en8ibly ~eglliated by all the unknown 
conditions which con~titute the ditHculties and exppnse of its continOU8 
delivery in the market. 

6., We know that the cost of different parcels of precious metal ie verv 
vario~8: Mr. Seyd tells us that many on ounce of gold has been I)roduc~ 



at s. COlt ot hot more than one shilling.- Mr. McCulloch tell&1I8 that 
Bu. Gold ,hal! been subject to II. tax dt 12 to 25 percent,; t ~d iftru. 
statements be correct, it would appear that -even in re~Td to the preci­
~als and coins, the public can have no means of testing their actual cdS.t 
i!but only their relative value, by means of the tariff of' prices, which the· 
bargainings in the market establish b~een them and all the articles of 
commerce; and that their so-called intrinsio value is merelythls observed re­
lation to commodities which they spontaneously command- in trade. Hence 
it seems to be a mistake to say that the value of a currency, cven Q metalI"o 
one, in exohange for commodities, is fixed by a knowledge of the intrinsio 
value of the coins; because, as a matter of fact, the lmowlcdge does not 
~xist j and it is the self-adjusted price of commod.ities in money whioh 
B'i~;s us all the knowledge we have of tbe value of the latter. 

7. As an illustration of the truth here referred to, I may remark, that jf 
1M: individual could possibly be found who was entirely ignorant of all gola 
~rices, he ~ould be in the same position in reg.ml to his knowledge of gold 
helping. him to deal for the firs~ time with it in trade, al! any.ordinary 
person would now be if~ without inquiry, he wern eallc(l upon to price tung­
sten, palladium, 01' any other rare nH.ltul. Such vague knowledge as he had, 
though generally advantageous, would be comparatively useless in making 
a close and satisfactory bargain. It is true that the so-called inttinsie 
value of coins tells indirr·ctty upon their local value in exchang\. by 
acting as a limit restricting their supply, as hus been already explained; . 
and the knowledge that this value will be recognised abroad may give 
them a preference in certain C!1.se~, but. rarely for domestic use. I think, 
there~9re, that I may be ju~tificd in saying t.hat a precise independent 
. knowled.ge, of the value of precious mebtls is not the ba,is of thtl local 
valli'll 01' cotus or u currency. 

8. Secondly. The other reason which strikes me as adverse to the theory 
that ,the value of a currency is dependent upon the recognised value of 
the materials of which the instruments of exchange are tlOmposed, is the 
faot of the existence of currencies which have u substantial ulue in 
excha~ge, while the material constituting them is compuratively worthleas. 
I n('-oo not specify all the numerous instances. It will be sufficient to 
mention the inoonvertible fapt'r of Russia, Austril!, Italy and other States. 

An explanation of this fact is somotimes offered on the ground t.hat 
the instrumenM of exchunge referred to are promises to pay; but this is 

.. "Decline of Prosperity," p.90. 
t "Diotione,ry of Commerce," Edition of 1869, pp. 1123-4. 
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_ ·uays ·thecaae ;, auda substantial value holds good in ~. wl\tf'e ..... 
thore i1J n~ promite,orat least no· early prospect of payment-the Tahle 
h~lIp.oken of being of course local, not intern~tional. 

9. Not only is it true that currencies eat of no real intriDJio vak., 
but I believe hnigh t state it as 8 fact, that there is not a Bingle curren.,. 
in ex.istence, which ()irculates I\t thepreoise value of it. Ill.I'terial contenta. 
If we enquire illto the condition ()f the nearest approach to such a oiroll­
lating medium, viz., our own sovereigus, repre&enting the pollDd sterling, 
we find that they do· not exchangtl for the mere valu.e of the metal they 
contain. If the pound sterling were only worth what the 80vereigna 
c()ntain, the price of gold bullion would be £3 18s. 3d., or more, per 
standard ounoe, instead of £3 lis. 9d. 88 it is at prescnt. 'rhe di1(erenoe 
is smail, but it shows the principle. luaian rupoos circulate at more t'J11J4. 
two per cent. abovc their metallic value. 
"10. In aU casos it is tho tariff of luices which indicatel the value of'« 
currency, without any direct reference., to the intrinsie worth of thd 
standard. The latter is by no means a?curnwly known by the. public, 
although prices are settled, to the minutest fraction, by tho nutomatio 
adjustment of supply and demand, and the haggling of thll market. 

11. Before quitting this subjoct altogether, it is necessary to remark 
upon nn opinion before alluded to, that a rupee is a bit of silver of a certain 
weiglrt and purity, with II. Government stamp j and that a bargain for 
'rupees is an undertaking to pay a n.s:ed number of such bits of silver. This 
is quite true, but it ill only half tho truth, and is apt to mislead. Standard 
coins are representatives and vehicll'!! of value, intermediary instrument. 
for soiling and buying properly, at certain mte". When a bar~ is 
made for rupees, the intention of both parties is that the rel'.eiver of the 
coins shall have power to acquire commodities equal in value .~ tho!!t:! he 
sells. If, before the debt is paid the value of the coins should materially 
decline, the int~ntion of both parties would be frustrated, by the coins 
failing in their duty. For instance, if silver became I1S I~bundant 8S copper, 
and Indian prices had riscn a hundred fold, no one would deny that although 
the debtor's bargtin might by payment of tho depreciated. coins, be dis­
charged legally, it would not be 80 justly j and we ought therefore, to 
&mend the above incomplete statement by saying that, in tho payment 
of debts, rupee curreMy ia not mere metal bought as a mercantile specula. 
tion subject to changa of value, but just the opposite. 'l'he rupees are 
legal claims for- the acquiaition of property, and their f)or!! clBence is a fixed 
vafu~~;. im:d when they fail to convey that value, they fiUl in their purpoo[ 
and a remedy ought to be applied. 



l~.A.noth6r writer strongly insist. that' money in the la&t~jt~~ 
commodity. . Admitting tliis truth, still I tb.irik .. the author is not alto~1: 
correct. Stanc1ard, or international money is a OOItlmodity to t£~.~ex~ 

Jt it contains the standard. Bllt all mone, does not, and local~· 
:ntoed not oontain it. Amsterdam hank mOlley was not I.l oommoditY,.llot 
are ordinary bank notes, nor "token " coins fully so .• Being legql tender; 
they are worth what they cost, and they maintain that value when theyeau 

, legally recover the value paid for them, If all instruments olexchange. 
were necessarilv commodities of full international value, trade would be 
exceedingly diffioult, on a large scale. In England, I believe nineteen4 
twentieths of the more important business is transacted h,y means of jnst,ru­
ments.of exchange of no value at all, except as "tokens." Standard coins 
nrC\.useflll enough in their way, but they are expensiy~, cumbrous, and not 
necessary. Except as a matter of convenience, our pound sterling, if made, 
&{paper, woulU be just as useful as it now is, at a vast saving of expense." 
(' 13. I wal conclude this pape~ with the truism, that coin3 and instru­
ments ,of exchange for domestic purposes need not be international. 
It might be shown (See Answ'er 113), that they are better not to be 
80: moreover that their value in local use is not creuted by, and 
dependent upon the recognised worth of the substance of' which they are 
composed, but is exactly regulated by the demand and supply, the latter 
limited by the capital and labour sac.rificed to produce them. It;8 not 
denied that the actual presence of precious metal is indispensable for inter­
national coins, and gives a prestige and solidity to the instruments of exchange 
even for local uses; acting also in troublous times as a material guarantee; 
udvan~ages which are easily mistaken for the essential conditions of all 
,i.nstrumen,~ of exchange; but I would remark that this" prestIge" does 
not 'uperaWas the measure of comparison with oommodities; and that the 
close valuation and adjustment of prices, quite independently of it, is, in the 
end, essentially governed by the cost of production. Honce puper notes or 
" tokens" might constitute a local currency, if based upon a fixed value of 
gold, and would command in local exchange, the value paid for the~, 
which they would maintain, if redeemable. So also mig~lt silver" tokens;" 
un,q.er similar conditions, of which we have practical examples on a large 

scale. ~-n 
~ ":r.!4i~". CllI~ ~',' 

lL '\-',!,,, Ku\kaL 
Nati"na \p" 'J' 

10/11 i't'ul'ual'V, 1880. 


