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CHAPTER I

INTRODUCTORY
Wl
. Tue Svssuct MATTER OF INDIAN FINANCE

N INE times out of ten Finance is regarded, sometimes
. not without reason, as dull, unmistakably dull, and
Indian Finance is no exception to the rule. It is,
Las Hamlet would say|* caviare to the general,’”and
is ordinarily of interest only to those who have a
p0<s1b1ve genius for the subject. The man in the
_ street is accustomed to regard it, except when written
by a Bagehot or a Hartley Withers, as the work of
one who revels in statistics, excogitates taxes, and
~ manipulates budgets. With such a person he is
profoundly out of sympathy, and especially is this
 the case if, even against the dictates of common
. gense, the financier, like Pharaoh of old, hardens his
heart. Tospeak perfectly frankly, both the man and
 his subject are of little interest to him, except on the
rarest of occasions. The jargon of the text-books
bewilders the ordinary readeriwhen the tale is told
with a commonplace obscurity'of phrasel We must,
therefore, try to place on one side pedantic respect
_ for mouldy precedent, and describe the Indian
o ‘ ; B
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nanclal machine in such a way that he who runs ,

~ may read, and reading, understand. Sometimes we i
shall have to say what is very platitudinous, but
the gain will be great, We shall see that Indian
financiers in the torblddmg portals of the Finance
Department and in the money markets of our large
cities are after all very human persons whose energies,
directly or indirectly, are concerned with India’s
pecuniary resources. In short, they deal with the

. machinery by which money matters are handled,
and the subject is, as Wilson, one of the greatest of
India’s Finance Members and a former Secretary of
His Majesty’s Treasury, said over sixty years ago,
“not mere arithmetic; finance is a great policy.
Without sound finance no sound government is
possible ; without sound government no sound finance
is possible.”” The scope of the book will include the
everyday conditions under which the financial system
works, the circulating media such as rupees, sovereigns,
and notes, exchange, banking, and the very important
questionsrelating to Government balancesand reserves
in India and abroad, especially in London, the great
money market of the world, where international trans-
actions in normal times are settled. "

In view of the changes that are shortly to take
place in imperial and provincial finance on the intro-
duction of the Montagu-Chelmsford Reforms, it has
been decided to omit for the present any systematic
treatment of that branch of the subject relating to
public revenue and expenditure. There is, therefore,
no mention of that fascmatmg study—financial devolu-
tion from the early days, v.e. before 1858 (when not
even a messenger on four rupees per mensem could
be permanently engaged without the sanction of the
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 Governor-Greneral in Council?). The influence of the
 Act of Parliament of 1858, the evolution of provincial
finance during the Viceroyalties of Lords Mayo and
. Lytton down to recent years, have reluctantly been
‘passed over until it is possible to discuss the complete
4 separation to be made under the Reforms between
~ imperial and provincial heads of revenue, and the
 powers of taxation and borrowing that are to be
conferred on Local Governments.
~ Some of the questions dealt with were in the past
. mattersof keen controversy, owing, firstly, to the policy
. of half lights, and the absence on the part of respon-
sible authorities of a full and clear exposition from timg
. to time as difficulties were encountered and overcome.
. As in other currency systems, changes took place
very quietly and without any flourish of trumpets.
Criticism in the past was also due to the attempt to
regard each part of the financial gystem, such as the
_paper currency and gold standard reserves in India
and in London, as water-tight compartments instead
of regarding them as part of the financial system as
a whole. A third crop of criticisms was due to the
difference of opinion that arose between India and
. London owing to differences of environment and local
influences. Kach side thought at times the other
side unreasonable, and even short-sighted. As Sir
James Meston, Finance Member of the Viceroy's
Council, put it in his evidence before the Royal
Commigsion on Indian Finance and Currency, 1913 :

 All these tendencies rather meant cross-purposes ab
times, and did lead to cross-purposes, and there are records

1 (Od, 4956, 1909, p. 19, “ Memorandum on some of the Results of Indian
Administration during the past Wifty Years of British Rule in India,™



of disputes on such points as the proper form of utilising

the silyer in the Gold Standard Reserve—whether if ought

_ tobe utilised asa loan or whether it, ought to be utilised against
. investments in England. In regard to these particular
points, I confess I think, reading the papers over again, that

we were both right; we both had different points of view

which the other side did not see. But what I am asked by
the Government of India to say, and what I should like to
put on record, is that that period of misconeeption has very
largely disappeared, partly due to better personal acquaint-
ance and personal relations, and also partly due to the larger

and more extended system of non-official explanatory corre-
gpondence in supplement of the official despatches which pass

between the two GGovernments.

1T
Tar BALANCE oF TRADE

Before plunging in medias res, leb us briefly refer
_to one or two fundamental facts which are of great
importance in any examination of the financial
machine. The first of these relates to the balance
of trade, a question intimately connected with the

maintenance of the parity of the rupee, and the

arrangements for meeting the financial requirements
of the Secretary of State in London. In ordinary
years India possesses a large favourable balance of
trade. Her exports of commodities are, as a rule,
50 per cent greater in value than her imports, as will
be seen from the following table : *

1 For further details see my annual review of the Trade of India for
the years ending Mazch 31, 1914, 1915, 1916, 1917, 1918, and 1919, issued
by the Department of Statistics, India (Caleutta : Superintendent, Govern-
ment Printing). il
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(In thousands of £

Tsports, Txcess of exports

| / ine. “déf-f %mf-or‘ga uv\:r i\rx:po‘rﬁ,s of
! Te-exports rivate merchandise.
Period. | 10 (private ‘mgrcham AR AT G
merchan~ dise), | | A
dise). | Actual, | Per cent,

| Average of ten pre-war years | 120,808 | 85,890 | 48,900 | 5l
| Average of five pre-war years | 149,411 97,232 | 52,179 b4
I Average of five war years 149,405 aR,534 || 80,871 52

Teadaty G T 168G a4 09,757 | 63,677 164
PTG S s R R 61,420 61

Pigiaaga 0 b neade | 112,688 1 80,068 50

It is unnecessary to refer in detail to all the items
_entering into the balance of trade. In addition to
 the imports of treasure there are the imports of funds.

. There are also the hazy and hazardous invisible ”’

_ imports which cannot be reduced to the dulness of Hects b
a statistical statement. A large part of these un-
recorded or invisible imports consists of services
rendered, to pay for which exports of goods take
place. Charges for shipping freights and interest
payments, investments abroad, remittances for
families in England, the premiums of insurance
_companies, the profits of English banks and other
‘companies or firms, are also of this nature. If we
could estimate with accuracy—which we cannot—

' the value paid for such services as shipping freights,
insurance, banking facilities, ete., provided by our
ereditors, we should be able to put on the opposite
side of the account as invigible imports, chiefly im-

orts of services, a value which would explain much,

if not all, of the excess of exports over imports. In
other words, there are more things in India’s balance

_ of trade than are dreamt of in the philosophy of the
Indian trade returns, There is, too, the oft-told tale |
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of the accuracy or ma.couracy of the trade statistics
as actually recorded in the customs returns. An
overvaluation of one per cent for exports and an
undervaluation to the same extent for imports would
in 1919 have afiected the net balance by over £2,800,000
or 7 per cent of the balance. Again, the declared
values of exports are taken at the market value
quoted at the time of export, irrespective of the price
at which the goods are sold. If the goods happen
to be sold forward at prices lower thoﬂl the market
price for ready goods, as was the case last year in
regard to jute manufactures, a considerable error in
the values may arise. But all things considered, the
Balance of Trade table in a latter part of this book
shows that as a result of the war, with the persistent
demand on the part of the Allies for goods of national
importance and with the cutting off of imports of
piece-goods, sugar, salt, kerosene, and a hundred and
one other articles of necessity, the gap between
exports and imports, or the so-called favourable
balance of trade, increased from 1916-17. The reason
for the permanent excess exists simply because there
are other things to pay for besides imports, such as
our liabilities in London, many of which are met by
the Secretary of State. These net liabilities in 191718
of the Secretary of State or Home charges amounted
to £24,000,000, 39 per cent of which was for railways,
26 per cent for military services, 20 per cent for
interest on debt (excluding interest charged in the
railway revenue and irrigation accounts), and 8 per
cent for superannuation allowances and pensions.
The following table summarises the main statistical
data relating to this important question of India’s
trade balance :
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(In bhousmnds of £.)

1000-10 to 191814 | 1014-15 o 1918-10
(pre-war quinquennial| ' (war guinquennial
il average), I average).
e ‘Neb equrts (exeesa of exponts ‘ iy ‘ ,
. over imports) bk | 52,179 50,871
| Net imports of treasure a.nd R
iunds A i 52,464 27,294
1 (@) Coum,il drafbs, etc § 128,416 20,097
(b) Treasure: l j ; il
(i) Gold 19,242\ | 5,204
(ii.) Silver . 4,806 /#4048 V002 bl
Balanes of trade in favour of
India | . i 23,577
Balance of tmde againsb India 285 =

At the risk of Wearymg the reader with so many
"repemtmns on this subject, we must again point out
that it is 1mposmble to reduce all the items tolthe
humdrum dulness of a definite table. At the same
time let us add, as a F!arthmn shot, that what counts is
~ the relation between exports and imports of every
kind. This is the main canse of the fluctuations in
the qupply of and the demand for the money of one
~ country in another, and so of the ﬂuctuatlon% in the
rates of exchange.

1L

THE ABSORPTION OF GOLD AND SILVER
AND CURRENCY

A second factor, not unconnected with the balance
 of trade, to which a reference has just been made,
i the absorption of the precious metals, a question
which is a permanent wonder to students of finance
_in other countries. Year after year, in season and
_out of season, the precious metals are attracted to

LA



) INDIAN FINANCE AND BANKING gL
ndia, where they are, as it were, lost to sight, being
put in a large measure to non-productive uses. Before
we examine the statistical data that have been
collected with regard to a question which has to be
squarely faced, we must remember one or two facts

which are not always placed in their proper setting.
Firstly, as the Report on Indian Constitutional

Reforms * shows :

British India has two and a half times the population of

the United States. The United Provinces and Bengal hold

each as many people as the British Isles. We may compare
Bihar and Orissa in respect of population with France, Bombay
with Austria, and the Punjab with Spain and Portugal
combined. In England and Wales, four-fifths of the people
live in towns. India has many ancient and historic cities,
but taken all together they hold but a tiny fraction of her
enormous population. . . . In the whole of India the soil
supports 225 out of 315 millions, and 208 millions of them
get their living directly by, or depend directly upon, the
cultivation of their own or others’ fields. What concerns
them is mainly the rainfall or the irrigation supply from wells
or canals, the price of grain and cloth, the payment of rent
to the landlord or revenue to the State, the repayment of
advances to the village banker,2and the observance of religious
festivals, the education of their sons, the marriage of their
daughters, their health and that of their cattle. . . . The
figure of the individual cultivator does not often catch the
eye of the Governments in Simla and Whitehall. It is chiefly
in the mass that they deal with him, as a consumer of salt or
of piece-goods, or unhappily too often as the victim of scarcity
or disease. But the district officer and his lieutenants know
well the difficulties that beset him, and his very human needs ;
and in the local revenue offices these make up nine-tenths of
the public business done.

1 Chapter VL
% Strictly speaking, not a ‘‘ banker”’ but mercly a moneylender who
charges a high rate of interest for money lent.
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~ In this picture of the Indian countryside we have
. most of the causes that make for the huge and dis-

_ tressing absorption of the precious metals. India,
. too, is almost fifteen times in point of area and seven
times in point of population greater than the British
Isles. This means that the circulating media have
to cover vast areas, in many of which, it is true,
currency has not yet percolated to any degree. The
stream of rupees into these parts is like the stream
 of an oasis which gets lost in the thirsty sands of the
desert. If means of communication are difficult, it is
impossible for the circulating medium to move freely
when its work, for example in moving the crops, has
been completed. Education, too, is still neither wide-
spread nor accessible. When it is remembered that

94 per cent of the population is illiterate, ¢.e. unable

to read or write a letter in their own script, as com-
pared with 1'6 per cent in Scotland, 1'8 per cent in
England and Wales, 7'7 per cent in the United.
States, and 174 per cent in Ireland, and that it is

~ only in the higher education of boys that our statistics
will stand comparison with European countries, with
America and with Japan, we have a key to one of
the main reasons for the absorption of the precious
metals. Education, as nothing else can, will drive
away distrust. The perpetual see-saw of good and
bad years, due to the vagaries of the monsoon, which
is the jugular vein of Indian trade, does not increase
the cultivators’ trust in things. Added to these facts
is the absence of any real banking system. Hvery
one outside towns may be said to be a firm believer
in the saying that every man should be his own
banker. It is customary to measure the strength of
a banking system by the number of branch banks and
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the amount of depoqlts or liabilities. Tf this be taken |
as an index, Indian banking may be said to be in its h
infancy. There are only 55 principal banks with
304 branches, and the deposits are £107,000,000.
Thus India, although it is fifteen times in area and
seven times in population greater than the British
Isles, has only 93 per cent of the number of banks,
4 per cent of the number of branches, and 6 per cent
of the deposits. When in a population of, say,
315,000,000 souls each man is his own banker, it
will be clear how in these conditions absorption can
increase on the slenderest of rumours. Experience,
since the outbreak of the war, has shown this to be
so. If on an average each man kept in his house or
otherwise hid away two rupees per annum, or say
ten rupees for a household of five, this would mean
63 crores of rupees. The three greatest requirements
of India at the present time are-—(i.) more and better
education, (ii.) greater banking facilities, cmnd )
more adequate and easy means of transport. With
these inadequately developed, absorption is bound to
continue on a large scale, and our resources will con-
tinue to be dissipated in this a ppalling manner. Even

in England, where the absorption is trivial as com-
pared Wlth that in India, writers on finance have
noted the dangers of the problem. Mr. Hartley
Withers in his Business of Finance believes

gold has got such influence upon the human mind, owing
to centuries of habit and convention, that it is still regarded
as the one commodity which can always certainly be relied
upon in times of acute crisis. Even now, when it has been
made clear that it is every one’s duty to pay in all the gold
they possess through their bankers, so that it may be used
for war purposes, I have been lately told by many quite
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yeasonable people in Fngland, among them an economic
professor, that they are still keeping a few sovereigns locked
up in case of anything that may happen. I believe this
 prejudice in favour of gold to be so ingrained that any attempt
o try to hasten the process by which substitutes for gold are
used, these substitutes being mere tokens issued by a Govern-
ment with no promise to pay gold behind them, might have
disastrous effects, It will be a great economy if the day ever
comes when peoples have sufficient confidence in their Govern-
ments and in their bankers to feel sure that pieces of paper
issued by them will always be taken in exchange for goods
without any intermediate process of exchange into gold and
the exchange of the gold into goods. But it seems to me that
it will take about a century of economic education before we
ean arrive at that ideal, and that if in the meantime we try
to take short cuts we might find ourselves landed in a very
uncomfortable position. An obvious first step would be to
ceage the coining of gold for internal use and to make credit
instruments convertible into bar gold for purposes of inter-
national payment.* ;

 If India had not its ingrained fondness for the
precious metals, and if it had imported goods in place
of such quantities of the precious metals, we should
have been much better off. If the metals are hoarded
in the form of jewellery, they are put to non-productive
uses at the very time when these are required for
productive purposes. For a long time to come a
certain amount of gold will be required for marriages,
which are very costly, since from time immemorial
ornaments (not securities) are given to the bride.
But with the spread of education and the gradual
change in social custom the quantity required may

1 Hartley Withers, 1'he Business of Finance (John Murray), p. 61.

The Cunlifie Committee on * Currency and Foreign lixchanges after
the War? (Cd. 9182, 1918, Para. 28) recommends that gold in internal
ciroulation be avoided, and that it should be held in a central reserve as &
backing for notes in circulation.

it

L
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~ be proportionately reduced. 5t hovvever, in place of

. converting gold into ]ewellery or hoards, the gcld”

were used in circulation, prices would tend to rise.
If gold 1s idle, it is merely dead capital.

We may now turn to a few statistics with regard
~ to the imports and absmpmon of gold which have

been taken from the tables in a latter part of this |

volume. The net imports into India in the last
twenty-five years have been the equivalent of no less
than two years of the world’s production. In the
same period silver (including silver imported by
Government, for coinage) has been imported to an
amount, equal to the production of the world for

eight years, The absorption of gold coin and bullion
i the last forty-six years (¢.e. from 1874 to 1919) has

been £250,000,000, or five times the world’s annual
average production in the same period. The gold

that has been absorbed has been made chiefly into

ornaments or otherwise put to unproductive purposes.
It has disappeared from sight. The following table
shows the net imports by sea of gold and silver, net
absorption of gold, and net imports of treasure (gold

and silver) by land frontier :

(In thousands of £.)
{Government and
private account,)
Net imports (imports minus exports) of gold (bullion and

¢oin) from 1835-36 to 1918-19 :

(a) Cotm ', Lt 203,700

(oY Bullion o Tu i 112,800
A 316,500
During 25 years (i.e. to March 81,1019) ., | 179,430
Net imports. Ditto, annual average (1895-1019) . . LT
Not imports,  Ditto, pre-war quinquennial average | 18,767
Net imports of sovereigns since 1900-1901 ¢, . | | 94416

Net imports of sovereigns, annual average in the
same period’ o 4,969

! Previous to 1900-1901 soverexgns were not shown separately in the
sea-borne trade returns.

»
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(In thowsarids of £.) |

! (Government and
i i i | private account.)
| Net imports of sovereigns, pro-war quinguennial average 11,680
| Net absorption of gold (coin and bullion), 25 years (i.¢, | ;
; to March 31, 1919) . \ iy 214,770

| Nt imports of silvor from 1385-36 to 1918-19 | . . 536,700
" During 25 years (i.¢, to March 31,1919) . . .. 217,825

| Net imports of treasure ! by land fronbier during 26 ‘ ‘

; i 5,037

| years (e to Maxch 31, 1919) . ..
| Estimated total stock of gold in India® . 0 L 93,000,000 oz.
| Metimated total stock of silver in India® . . .. 8,729,000,000 oz,

. In the pre-war year 1913-14 the absorption of gold
coin (sovereigns) was over £12,000,000. In 1918-19,
despite the fact that mo real free market for gold
existed, the absorption was £8,475,000. Although
there was in the twenty-five years ending March 31,
1919, a net average import of silver amounting to
‘R. 13,07 lakhs? (£9,000,000), there was, on the other
‘hand, a net export of coined rupees. The average net
exports of rupees in the same twenty-five years
amounted to R. 1,03 lakhs (£686,000). Owing to the
increasing demands in East Africa and Mesopotamia,
the annual average export of rupees in the five pre-

~ war years was R. 1,86 lakhs (£1 ,240,000), and in the
five war years R. 2,34 lakhs (£1,560,000). As against
this drain of rupees by sea, there is in ordinary times
a net import of treasure including rupees across the
frontier, a frontier which extends roughly over 6800
miles. Concurrently with the increase in the demand
for rupees in India, there has recently been a,similar
increase in the exports across the frontier, and the
returns bring this out in an interesting way. During

1 Gold and silver are shown separately in the returns of land frontier
| trade from April 1916,
% See also Chapter X,
India, London, Glermany.
3 19013 1000 rupees £66 = 18320 marks.
1919 1000 rupees £84 = 3860 marks.
R. 1 lakh =R. 1,00,000.
R. 1 erore = R. 100 lakhs =R, 1,00,00,000, s.e. ten millions.

il



’ the last two years exports of silver from Burma to

Western China across the frontier amounted to a

total of R. 64 lakhs. This was due to some extent to
the Chinese exporters of raw silk to Burma requiring
payment in cash. There was, for example, in one
month an export of R. 16 lakhs, mostly for the pay-
ment of a consignment of Chinese silk.

The extraordinary happenings in currency absorp—
tion in the last four years have been mentioned in

‘the press and elsewhere with almost wearisome itera-

tion. The statistics of this should be read, marked,
and digested. The effect of a study of the tables is
to leave the imagination gasping, but the astonishing,
and perhaps fortunate, thing is that in spite of the
shortage of rupees the convertibility of our note
issue has been preserved. The following table sum-
mariges the data of absorption :

Nar AssorprioN oF CURRENCY
(In lakhs of rupees.)

b years’ pre- Year ending March 31,

war average
(ending Maxch | )
31, 1014). 1916, 100600 1917, 111918, 1919,
Gold (sovereigns) 10,99 7.48 | 40 1,371 11,64 5,21
Rupees and half-
TUpees it 8,78 —6,70 | 10,40 | 33,81 | 27,86 | 45,02
Subsidiary coins |
(four, two, one
anna pieces, and )
single pice) . 62 2] 36 97 99 2,78
Currency notes . 3,39 ~3,43 | 7,87 (18,18 | 15,48 | 61,70
Wotaly 23,78 —2.86 118,23 | 54,33 | 55,97 | 104,71

(- Indicates return from circulation.)
The large absorption of rupees, half-rupees, sub-
sidiary coins, and even notes, is very noticeable, and
it prompts the question as to why the abnormal
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Vg ‘abébrption should have taken place in the three very
‘remarkable years ending March 1919. With the
revival of the export trade in the autumn of 1915,

~ consequent, on the persistent demand of the Allies

for munitions of war, there was a rise in the prices
of our staple exports. This is seen from the following

. index numbers :

1914, a9n6. 916, 0 10370 | 1018y 1919,
Ixporta G100 102 103 117 126 150
Imports’ .00 w100 101 126 170 211 268

It goes without saymg that the currency required
to move the crops in these three years, owing to the
considerable rise in the prices of exports from 103
in 1916 to 150 in 1919, must necessarily have been
greater than in previous years of lower prices. In
other words, merchants required more rupees to com-
plete their purchases ; and even had a normal rate of
the return of circulating media to banks and Govern-
ment treasuries been observed, a considerable increase
in the coinage would have on this account alone heen
necessary to finance trade. Secondly, it will be noted
that in these three years prices of imports rose from
126 in 1916 to 268 in 1919, or 113 per cent. With
this increase in prices there was more than a corre-
sponding decrease in quantity. The volume of im-
ports, for example, in the year ending March 1919,
was actually 6 per cent less than in the corresponding
period of 1918. The quantity of imported piece-
goods—India’s chief import-—was in 1919 only 43 per
cent of the pre-war normal imports. The plain fact
was that imports were almost unobtainable from the
Allies, and even when obtainable prices were such,
owing to the increased cost of production, higher
freights, insurance, and congestion on our railways,
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that the consumer was unwilling or unable to pay.
Instead of the currency flowing back as in normal
 times to commercial centres after its release in the
- purchase of Indian produce to pay for imports, it
remained in situ and in a state of wasteful inertness.
In previous years absorption was, generally speaking,
regarded as a measure of prosperity. In the four
exceptional years 1916-19 we see that this was not
completely true. 'We have the anomaly that imports
were curtailed at a time of large exports. The war
has shown that agricultural prosperity by itself is,
when unaccompanied by a large demand for imports
that is capable of being satisfied, a menace to the
whole currency system, just as famine and widespread
scarcity forcing rupees into circulation are the reverse.
The agriculturist always looks on the rupee as a store
of value, protected against climatic vicissitudes and
the ravages of rats and white ants, To extract the
rupee from hoards he must be given the things which he
requires and adequate opportunities of spending. He
is ignorant of the methods and benefits of investment.
In addition to these main reasons for absorption
in war time, there are others of hardly less importance.
The requirements of silver for ornaments have had to
- be met from metallic currency to fill the void created
by the absence of gold and silver imports. The
Government of India (Finance Department) Notifica-
tion No. 1571 F., dated July 11, 1917, prohibited
the import of silver into India except in the case of
(i.) current silver coin of Government, (ii.) silver coin
or bullion imported on Government account, and
(iii.) silver coin or bullion imported under licence.
Even before the date of prohibition imports of silver
on private account fell, because of the rapid rise in
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prme of silver, and the 1mposaxb111ty of obtammg
supplies. Some portion, therefore, of the silver
metallic ourrency has been diverted to this purpose,
‘and there is evidence from various sources that such
‘has been and is still being used in the arts, mainly
as jewellery. Moreover, it has not been possible to
" convert as usual part of the proﬁts on the produce
~ exported into gold bars and sovereigns since gold was
unobtainable.! The pre-war average imports? of gold
bullion were £9,155,000 (or R. 14 crores), and of
‘sovereigns £12,484,000 (or R. 19 crores), a large part
of which was used for meltmg down into Jewellery
This lack of gold, rather than creating a panic, re-
sulted in the hoarding of metallic silver. In this

. connection it is interesting to note that the bulk

of the gold issued in India since the outbreak of
“war has found its way to Bombay, and to a less extent
to Calcutta for use in the arts. The Controller
of Currency believes that this is borne out from the
marked increase in the number of private assays of
gold conducted at the Bombay and Calcutta Assay
offices and from circumstantial evidence that has since
become available. The melting of gold as also of
silver coin was declared on the 291:11 J une, 1917 to be
an offence under the Defence of India Rules. There
has been a series of circumstances in the last four
years that is not likely to occur, except on the rarest\
of occasions, such as a world war, viz. the persistent
demand for munitions of war at extraordinarily high
prices, combined with a more or less complete absence

! There was no free market for gold, and since June 1917 gold imported
into India is acquired by Government Gold (Import) Ordinance, No. III,,
dated June 29, 1917. This has been superseded by the Gold (Import) :
A(',fr XXII. of 1917,

# Total imports ; nel imports are given in Chapter I11.

¢
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of imports of vital necessity to India, such as piece
goods, sugar, salt, kerosene, and gold. It is to the
combination of these economic causes that the huge
absorption in the last three years of war must be
mainly ascribed, although the uncertainty as to the
future and the unusual restrictions placed on trade
may have produced uneasiness in men’s minds.

When these temporary and abnormal circumstances
disappear, and imports, including imports of gold
bullion for use in the arts, are available, a return of
specie and notes is certainly to be anticipated.
Recently (July 1919) rupees have been returning
from hoards in a most satisfactory way, and in parts
of Bengal the Bank of Bengal reports that notes are
being ‘asked for by producers, rupees being given in
exchange. (Glovernment’s silver balances in India
in the Paper Currency Reserve in July 1919 were
R. 46 crores as against R. 18 crores in July 1918,
R. 26 crores in July 1917, and R. 28 crores in
July 1916. It is more than a pious hope that with
the spread of education, and with the introduction of
a real gystem of banking, India will learn to abandon
on its present scale its secular habit of hoarding. If,
in place of importing 200 million ounces of American

* gilver obtained through the Pittman Act of April 1918,
we had preferred credits in America at 5 per cent
per annum, we should have saved £2,000,000 or R. 300
lakhs per annum in interest alone, more than sufficient
to pay the entire cost-of education in Bengal for a
twelvemonth. The danger of absorption on the scale
of the Indian silver crisis of 1918 is a very real one.
It may reduce the rupee balances to a low level, and
thereby jeopardise the convertibility of the note issue.
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CHAPTER IT
THE INDIAN CURRENCY SYSTEM BEFORE THE WAR

AND now to turn to the practical details of the
 Indian currency system. In order to leave no cause
for doubt as to the working of this interesting but
delicate piece of mechanism, it will be necessary to
make more than a cursory examination. We shall
see how the war, which has quickened men’s thinking
 in regard to currency matters, has made us recognise
- as urgent what had hitherto passed for being academic,
speculative, and controversial. It has placed many
standing questions of currency policy in a wholly new
light.

‘ 1
Tue CurrENCY IN CIRCULATION AND
IN RESERVES

Under the Indian Coinage Act (Act III. of 1906)
and the Indian Paper Currency Act (Act IL. of 1910)
the currency in circulation and in Government and
bank reserves consisted before the war entirely of
rupees and half-rupees, subsidiary coin of silver,
nickel, and bronze, notes, and to some extent of gold.

Rupees, half-rupees, sovereigns, half-sovereigns, and
19
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“ universal ” notes are unlimited lega] tender. The

. mote issue is a Government issue and is in the form
- of promissory notes of the Government of India
payable in rupees to bearer on demand, a reserve,
known as the Paper Currency Reserve, being held in
India and in London to ensure convertibility. Banks
since 1862, in which year the previously existing notes
of the Presidency banks were withdrawn, do not
possess the right of issuing notes. By Act XVII

of 1835 the rupee of 180 grains troy, {jths fine,
with the half-rupee, became for the first time through-
out India ¢ legal tender in satisfaction of all engage-
ments, provided the coin shall not have lost more
than two per cent in weight, and provided it shall
not have been clipped, or filed, or have been defaced
otherwise than by use.” Subsidiary coins by the
same Act were legal tenders to the extent of one
_ rupee. By Section 11 of Act IIL. of 1906, *gold
coins, whether coined at His Majesty’s Royal Mint
in England or at any Mint established in pursuance
of a Proclamation of His Majesty as a branch of His
Majesty’s Royal Mint, shall be a legal tender in pay-

ment or on account at the rate of fifteen rupees for
one sovereign, provided that such coins have not
been called in by any Proclamation made in pursuance
of the Coinage Act, 1870, or have not lost weight so
as to be of less weight than that for the time being
prescribed for like coins by or under the said Statute
as the least current weight.” Sections 12, 18, and 14
of the same Act enacted also that

(1) “ The rupee and half-rupee shall be a Iega.l tender in
payment or on account, provided that the coin (¢) has not
lost in weight so as to be more than 2 per cent below standard
weight, and (b) has not been defaced * (Section 12),



Ieg&l tender in payment or on account for any sum not exceed-
. ing one rupee, provided that the coin (o) has not lost in weight
80 as to be more than such percuntage below standard weight
as may be prescribed as the limit of reasonable wear, and (b)
has not been defaced ” (Section 12).
. (3) Nickel coin “ shall be a legal tender in payment or on
. account for any sum not exceeding one rupee” (Section 13
of Act ILI, of 1906, and Section T of Act IV. of 1918, the latter
providing for the nickel two-anna piece in addition to the one-
anna piece. The two-anna piece was first coined in 1918).
(4) Bronze coins (the pice or quarter-anna, the hali-pice
or one-eighth of an anna, and a pie, being one-third of a pice
or one-twelfth of an anna) ““shall be a legal tender i n payment
or on account for any sum not exceeding one Tupee ”’ (Section
14).

Act 1L of 1910 provided that a

“ universal currency note shall be a legal tender at any place
(in British India, and any other currency note shall be a legal
tender at any place within the circle from which the note was

 issued, for the amount expressed in the note in payment or

on account of () any revenue or other claim, to the amount
~ of one rupee or upwards, due to the Government of India,
and (b) any sam of one rupee or upwards, due by the Govern-
ment of India or by any body corporate or person in British
India, provided that no currency note shall be deemed to be
a legal tender by the Government of India at any office of
issue 7’ (Section 15, Act II. of 1910 as amended by Act X1X,

of 1917).

 This last sentence provides, of course, for the con-
 vertibility of the notes. These notes are issued in
denominations of 1, 2/8, 5, 10, 50, 100, 500, 1000, and
10,000 rupees. They are issued without any lLimit
at any paper currency offices against rupees or gold.
It is only, however, at the seven currency offices or
head offices of issue (into which India is divided for
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 the purpose of the note system) that notes are legally

encashable. Notes from one to one hundred rupees,
as universal notes, are universal legal tender and are
encashable as of right at the head offices of issue in
all the seven circles. Notes other than universal notes
are legally encashable at the currency offices from
which they were issued (Section 16, Act IL. of 1910).
Arrangements were also made for the issue and prompt
encashment of notes at a number of the branches of
Presidency banks. 'Facilities for encashment, other
than those prescribed by law, were given at most of
the Government treasuries, and, in practice, notes
were freely encashed there within reasonable limits.
As the Civil Account Code puts it somewhat pictur-
esquely and even naively :

Although no person has legal claim to obtain cash for notes
presented at a Government treasury, Government desire that
this accommodation be given whenever possible, and that all
a,pphcatwns for exchange should be granted provided that the
~ coin or notes applied for are a,vaﬂa,ble, subject to any general
or special limitations which the Accountant-General may find
it necessary to impose from time to time. . . . The Treasury |
Officer should, whenever he is satisfied that no inconvenience
will be caused to the treasury by the encashment. of any
universal notes or home notes ! likely to be presented, exhibit
in some conspicuous place a placard in English and the
vernacular notifying that he is prepared to give cash for such

notes. If the Treasury Officer can spare cash for only a

limited amount of notes he is at liberty to notify that he is
prepared to give cash for universal notes only or for notes of
the lower denominations only. Care should, however, be
taken that no corrupt or undue preference be shown to any
individual. . . . Universal notes and home notes to a limited
~ extent may be cashed for the convenience of travellers

i Lo, notes of the eircle in which the treasury is,
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“when the treasury is una,ble to cash them for the general
‘ ' public? |

. The instructions, bred perhaps in the tepid atmosphere
of a Gtovernment office in the plains, ended with a
remark—‘ Vigitors to hill sanitaria, however, cannot

- be regarded as travellers.”?

We have so far included ag currency merely coin
and currency notes. 'We might, however, with perfect
 reagon widen our definition of cprrency to include
anythmg either of metal or paper commonly accepted

_ in payment for goods and services. This would.
include cheques, but it would exclude bills of exchange
since these bills are a highly specialised means of
payment and do not circulate in the hands of the

. public. There was a large increase in the use of

cheques in towns, especially in the five chief ports.
Had it not been for the fact that (1) stamps on chequeq
are necessary in this country as they are not in the
United States, and (2) signatures in the vernaculars
are not ordinarily permitted by the banking world,
the development of the cheque currency might have
shown a very much greater increase. Nevertheless
a large part of the purchasing power was in the form
of bank deposits operated on by cheque, legal tender

. money being required only for the purpose of actunal
public circulation in connection with retail trans-
~ actions and the payment of wages, and for regerves
held by the banks against deposits. The following
table summarises the increase in this form of currency
so far only as returns are available, ¢.c. for the five
chief ports—Calcutta, Bombay, Madras, Karachi, and
Rangoon. They do not include up-country cheques.

1 (ivil Account Code, §8 610 and 611 (vol. i.).
% In the revised instructions this has been omitted.




If for example a cheque is drawn in Barexlly on a I
firm in Caleutta, the latter firm would pay the cheque

| ‘into their account with a bank in Calcutta which
collects the amount either through the bank’s own

branch in Bareilly or through another bank’s branch :

or similar agency. It does not pass through the
Clearing House. The table gives the circulation of

other forms, such as rupees and notes. The methods
by which these results were obtained are described
in subsequent chapters. ‘

'CunreNoy 1y CIROULATION (10 YEARS).
(In crores of rupees.)

PRE-WAR PERIOD. ‘ WAR PRRIOD.

1910,/ 1011, 1012, 1918, 1914, 1015.| 1016, | 1017, | 1918. | 1010

Bupees . L 86 11,84 | 1,821 101 | 1187 12,04 | 20201 220 12,19.12,28
Notes (active oir

culation on
Maxch 31) w0 a0 b4 | e B0 dd 53 67| | 841 1,34

Total! . . [2,28 2,24 12,27 | 2,08 | 2,37 | 2,48 | 2,66 1 2,94.1 3,08 8,62
Cheques clearod « | 4,651 6,16 | 5,80 | 6,50 | 5,88 5,63 | 8,00 | ' 9,01| 18,96 | ..

Grm\xd.'l‘()t&]“. 6,01 | 7,40 8,].6i8,88 P75 | 8,01 1 10,74 111,96 | 16,90 1 .,

Internally we were always prepared to discharge
our indebtedness on a silver basis, viz. rupees. Rupees
(and half-rupees, which ranked as we have seen with
rupees) were unlimited legal tender and inconvertible.
The Government note issue was convertible into
rupees. Apart from the investments, gold, and silver
bullion in the Paper Currency Reserve, the notes
actually represented rupees. Sovereigns were also
unlimited legal tender convertible at the‘ rateof R. 151
to the £, but rupees were not similarly convertible

by law into sovereigns at that rate. There was in

! When the Committee on Indian Curvency now sitting (July 1919)
reports this rate will be changed. The rupee equivalent now fixed hy
Government for sovereigns imported is B. 12.4.6 per aoverelgn.
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 this respect one-sided convertibility. Before the war |
sovereigns were sometimes given in exchange for
rupees, but this was only as a matter of administrative
 convenience. Externally we were always ready to
. meet our obligations in international currency-—gold.
We were prepared to discharge external indebtedness
on a gold basis by the export of gold or by the sale
in India of gold bills (* Reverse drafts ”’) on the
Secretary of State. Our currency system was a gold .
 standard. India had realised the truth of what that
prince of economists, David Ricardo, held at the
' time of the bullionist controversy one hundred years
ago when a long war had ended, and it was necessary,
‘ag at present, to right currency matters in the period
of teconstruction. We realise that a currency is in
its most perfect state when it consists of cheap
material (s.e. cheap in comparison with gold) for in-
ternal purposes, and of an equal value with the gold
 which it professes to represent. So long as gold is
' available for the discharge of international indebted- |
ness at an approximately fixed rate in terms of the
national currency, it is unimportant whether gold is
_ the national currency, and it is nnnecessary to redeem
this internal currency in gold. Indeed there was 8
saving of £26,000,000 from the year 1900--1, when
the Gtold Standard Reserve was established, to the
pre-war year from the use of token coins in place of
gold. The stability of our system depended on (1)
5 sufficient reserve of rupees being held in India
whereby international currency could be changed into
‘national currency, mainly rupees and notes redeemable
inrupees ; and (2) a sufficient accumulation of sterling
resources abroad by which national currency may be

changed into international currency. . When these
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conditions were fulfilled the foreign exchanges with

our customers possessing a gold standard were main-

tained at or within the gold specie points. Although
under this form of gold standard the national currency
is not redeemable in gold except for foreign remit-
tances, the system works almost undistinguishably
from a full gold system. Under the full gold standard
gold may or may not be a large part of the circulating
media of the country. The great bulk of international
payments would be discharged from the reserves of
banks, and convertibility would depend on the free
convertibility into sovereigns at banks and treasuries,
and not on Government’s readiness to sell for gold
bills payable in silver and under certain conditions
~ for silver bills payable in gold. Government them-
selves manage the currency machine. It'is they who
control the location, size, and employment of the
 reserves in the full blaze of public criticism levelled
in the Imperial Legislative Council, the Press, and
elsewhere. There is no central or State bank to play
the réle similar to that of the Bank of England, which
is the pivot of the English gold standard. Were there
a bank or an amalgamation of banks which among
their other duties would do the currency and banking
work at present performed by the Government of
India in the Finance Department, much of the criti-
cism would probably disappear. In the Indian
banking system there is no bank comparable to the
Bank of England, the Bank of France, or the Bank
of Australia (founded as recently as 1912), which
play a pivotal part in the English, French, and
Australian financial systems. The Governments of
these busy countries are relieved of much trying and
© difficult work in questions of finance, pure and simple,
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~and as the work is not done by a (Government Depart-
ment, coram publico but by the banks themselves,
little is said or heard about their financial operations,
~ which, human nature being what it is, command the
 utmost confidence. L
The Indian system of currency is an improved
gold standard, and is frequently known as a gold
exchange standard, d.e. a standard in which the
‘national or local currency is not redeemable in gold
except for international dealings, s.e. foreign remit-
tances are provided by Government in gold at a
fixed maximum rate in terms of the national or local
ourrency. In such a system gold does not circulate
to any appreciable extent, The term * gold exchange
standard * is somewhat unfortunate, since it is difficult
for the ordinary mortal to fathom its real meaning.
It is doubly unfortunate in that it gives rise in some
men’s minds to a less satisfactory and to a less stable
form of currency than the unique and more expensive
system that obtains in the United Kingdom. This
latter doubt has proved to be illusory, as the system
of eurrency in India to-day is cheap, automatic, and
stable. This doubt may be illustrated from Professor
Nicholson’s interesting book on War Finance!
Professor Nicholson writes :

 Tn areview in the Quarterly Jowrnol of Economics, May 1917,
Mr. H. Parker Willis, of the Federal Reserve Board, expresses
the opinion, with which I entirely concur . . . the gold
exchange standard system is available only for dependent
countries, In short, it is not a monetary system, but a
connecting link between an isolated market and the broader
‘market to which it looks for support.

! Professor J, Shield Nicholson, War Finance, p. 61 (P. 8. King
& Sorl, London). ‘ ‘ i
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These remarks show a serious mlsconceptlon of what
the Indian gold exchange standard is in its actual

| everyday workmg, and the suggestmn is not only
misleading but even mischievous in regard to a system

of currency which has become and must become
increasingly popular.

11

Tar BALANCES or (GOVERNMENT IN AND OUTSIDE
InDIA

At this stage a slight digression must be made to
explain the balances or reserves of Government.
This is a question of paramount importance to the
working of our currency system, the stability of our
sterling exchange, and thus to the progress of Indian
commerce and industry. The problem is often a
tantalising one because we are apt to forget two hard
facts. In the first place these balances or reserves
are kept in India in three compartments :

1. In treasuries ;

2, In the Paper Curroncy Reserve ; and

3. In the Gold Standard Reserve.

In London these are also maintained in three com-
partments by the Secretary of State:
1. In the Home Treasury of the Government of
India ;

2 In the London branch of Paper Currency
Reserve ; and

3. In the London branch of the Gold Standard
Reserve. ‘

The Paper Currency Reserve may temporarily !

* ¢ During the continuance of the present war and for a period of six
months thereafter '’ (Act X111, of !918) ;



i j‘_as, for example, on March 31, 1919, there was silver

bullion belonging to India that had not been shipped
~ from the United States, but against which notes had
 been issued in India as provided by law. Notes might
also have been issued in India against the depogit of
gold in the Dominions, or against gold and silver in
transit between India, England, and the Dominions.
But we must not complicate matters. We may
neglect for the moment this fact regarding the Paper
Currency Reserve and assume, an assumption which
is to all intents and purposes correct, that our balances
or reserves are held only in India and in the great
money market of the world—TLondon. Secondly,
there are transfers between these three compartments
' not merely in India or in London, but between India
and London. At first sight this is apt to bewilder
and even terrify the reader, but when analysed it is
clear that the difficulties are more apparent than real.
. They are not Chinese puzzles. To understand the
manipulation of these balances is not a case of chasing
rainbows over the mountain-tops.

The titles of these balances indicate to some extent
the object for which the funds are required. In the
last analysis, however, these funds, balances, or
reserves constitute one single fund, and have not, in
theory or in practice, been restricted to the objects
indicated by their names,

(1) In India

(1) Firstly, there are the Treasury balances. These
balances meet the current expenditure on revenue and
~ capital account of the Imperial and Provincial Govern-
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ments in India. A glance at the coloured map Wlﬂ

_ show the distribution of these treasuries thloughout‘

the length and breadth of India. These treasury
‘balances are not only kept in district and sub-district

treasuries, but are also kept in the Presidency banks

on deposit,and in what are known as Reserve treasuries

in the three Presidency cities (Caloutta, Bombay, and
‘Madras) which hold the balances in excess of immediate

requirements. The working balances, in addition to

meeting current expenditure on revenue and capital

account of the Supreme Government, (the Government

of India) and Provincial Governments, have to meet

(1) the expenditure of distriet and sub-district boards,

and municipalities for which CGovernment act as

banker ; (2) the funds of Government savings banks ;

and (3) miscellaneous funds and services, such as the

general provident fund, funds in court, ete.

(2) Secondly, there is the Paper Currency Reserve.
This secures the convertibility of the currency notes,
and there is no limitation to the locale of this reserve
in India. It may be kept either in currency offices
and in the Controller of Currency’s Office, or in what
are called ‘° currency chests ” in up-country treasuries
and Presidency bank branches. These currency
chests contain part of the reserve that is held against
_ currency notes under Act 11, of 1910. Tt is therefore
kept quite separate from the treasury balance and
treasuryaccounts. Hven in the branches of Presidency
banks (which do the Government treasury business)
the currency chest is under the charge of Government;
officers. Primarily these chests afforded facilities to
the public for exchanging coin for notes and notes
- for coin, Their use as a means of avoiding the
transfer of coin is now their more important function.



“The Qrdmaty exchanges with the pubhc in regard
to notes are made by the treasury, the currency chest

L “bemg used as a reserve when the proportion of notes

or coin in the treasury becomes inconveniently large.
If the chest can give no assistance, the facilities
afforded to the ptiblic are stopped. Coin may be
- taken out and notes deposited Or wice versq, or one
_description of notes or coin may be exchanged for
~another. Only under orders of the Head Commis-
sioner of Paper Currency (the Controller of Currency),
the Commissioner of Paper Currency, or the Deputy
Commissioner of Paper Currency can the total amount
in the chest be altered. We shall see shortly below
how these remittances are made in practice.

(8) Thirdly, there is a fund, the Gold Standard
Reserve, for the maintenance of the exchange value
of the rupee with the sovereign. Since October 1917
1o part of the Gold Standard Reserve has been held
in India. A reference to this point will be made in
a subsequent chapter.

(2) Ouiside I'ndia

The following funds are held outside India :

(1) Treasury Funds which are required to meet
the liabilities of the Government of India in London.
This includes not only the Home charges on revenue
account (£20,000,000), but also the expenditure on
capital outlay of most of the Indian railways
(£6,000,000).1 The Secretary of State sells ordinarily
each week Council drafts on Calcutta, Bombay, and
Madras, and in this way is placed in funds to meet
. such expenditure. ‘

1 The average figure—not the figure for any one year.

RRENOY SYSTEM BEFORE THE WAR 3@L
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' (2) A branch of the Paper Currency Reserve. The
Indmn Paper Currency Act empowers the Secretary
of State to hold a portion of the Reserve in the shape
of gold in London, and, since the war, in British
Treasury Bills, and this enables demands for Council
drafts on India to be met at times when it might be
inconvenient or impossible to pay these drafts from
treasuries. This gives a certain elasticity to the
currency system. This system is also useful in con-
nection with the purchase of silver, and, as will be
shown later, as a support to exchange.

(8) The Gold Standard Reserve, the ob]ect of
which has already been described.

The disposition of these balances before and after
the war is shown in the summary table on following
page, which brings out the striking changes, especially
in regard to our gold holdings.

By the manipulation or interchange of the balances
or reserves in India economy in the movement of
specie is possible not only in India itself, but also
between India and London. This economy in the
internal movement of specie is an important factor in
a country such as India, which not only is as large as
Kurope without Russia, but also lacks in many parts
the blessings of modern civilisation, viz. easy and
rapid means of communication. Government play the
chief part in the distribution of currency between the
centres of trade and the interior through their numer-
ous treasuries, sub-district treasuries, and currency
agencies, The treasuries and the Presidency banks
(which undertake Government treasury work in those
districts in which the bank has branches) receive the
revenue (land revenue, excise, and other taxes) and
malke disbursements. A portion of the treasury surplus




DISPOSITION OF BALANCES.

(In thousands of £) - g '
INDIA. ENGLAND. : TOFAL. - =
Percentage %
| inereaseor | %
Mazch 31 March 31, March 31. ; a =
- - . in1919 ,
s : : = = over 1014, | 5
1914, 1518, 1919. 1914, 1918, 1919, 1914, 1918 1919, : 0
(Treasury . . . ., . | 15008 | 15325 | 17.318 . 8,133 |10,625% 8,715%| 23741 | 95050 | 26,033 @ +l0| ;.C.'Qg p
Paper Silver z . | 13,688 7,194 | 21,568 = = = 13,688 7,194 | 21568 + 58 g :
Currency 5 Gold . L . 1 14,957 | 17,900 | 11,580 6,100 | 450 82 | 21,057 | 18,350 11,662 —45 =
Reserve l Securities , 5 6,667 6,667 | 10,720 2,666 | 34,319 | 54,999 9,333 | 40,986 | 65,719 | + 604 g :
Silver . . | 4000 = = 4000 | .. = =
Gold toaiga. = = - - e .. &
Standard  Securities. . | . - -~ | 17,165 |28,453 20730 | 17,165 | 28453 | 20730 = 173| =X
Reserve Cash placed at = : = ',t‘j
short noties , - - - 25 6,000 6,018 25 6,000 6,016 +23,964 g =
| Total Gold in Paper Curreney s =
Reserve and Gold Standard ' = = =
Beserve . - . = . | 14,957 | 17,900 | 11,580 10,420 450 82 | 25377 | 18350 | 11,662 | - =54 s ;
: * In addition to the Special Reserve of £20,000,000 in 1918 and £7,000,000 in 1919 excinded from the table. = ES =
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may be transferred to the local currency chests, a
corresponding amount being transferred from another
currency chest to Treasury, or at headquarters from
the Currency Reserve to the Reserve Treasury. Trans-
fers through the Currency Department, or in the
parlance of the Finance Department, * through
Currency,” are the recognised means by which the
requirements of trade are met. These are simple and
convenient. A large firm, for example, in Calcutta
may desire in a district headquarters where there is
no branch of a Presidency bank,' say Mymensingh,
a lakh of rupees to pay for jute. This firm pays the
amount into Currency in Calcutta plus a small
premium. Next day or on the same day the tele-
graphic transfer purchased by the firm ig honoured
from the currency chest in Mymensingh, the amount
being made over there to the firm’s agents. Similarly
a firm in Bombay pays 20 lakhs, either direct into the
Currency Office or through the Bank of Bombay, an
adjustment in the latter case being made in the
Currency Office by the transfer of an equivalent
amount from Treasury to Currency. A receipt is
given, and 20 lakhs of rupees are paid, usually in notes
from Currency in Calcutta. There was in these cases
no movement, of specie by rail from Calcutta to
Mymensingh or from Bombay to Calcutta. The tele-
graph was sufficient.

Except where treasuries are managed by the
Presidency banks, Government keep their own cash
balances. Notwithstanding the economy in the
transfer of specie, lakhs of rupees are sent up-country

! Government do not give transfers on towns where there is a branch
of a Presidency bank, as the bank itself would give the transfer, and Govern-
ment do not compete with the bank which does their treasury work.
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from the ports every year to move the wheat and
seed crops of Northern India, the jute and rice crops
of Bengal, the cotton crop of Bombay and the Central
Provinces, the rice crop of Burma, and the cotton
and ground-nut crops of Southern India. A portion
of the circulating medium is stored away or converted
into ornaments by the peasant, while the main portion
returns to Government treasuries in payment of land
revenue and other taxes, to the tills at railway stations,
and to the all too few branch banks. From these the
currency gradually flows back to the ports when the
Secretary of State’s Council drafts are met. By means
of drafts on the Government of India, Council Bills
and T.T. (Telegraphic Transfers), facilities are given
for remitting funds to India in order to assist in
liquidating the favourable balance of trade. The
drafts are sold weekly on Tuesdays at the Bank of
England to the Exchange banks and large firms.
These find their way on arrival in Calcutta, Bombay,
or Madras to the Presidency banks, at which payment
i made from the surplus balances. Outside the
Paper Currency Reserve there is no large excess or
surplus stock of rupees to provide for immediate
demands such as the increased demands for rupees
for trade purposes. This rupee balance, therefore, in
the Paper Currency Reserve is closely, sometimes
anxiously, watched by the currency sentinels in the
Finance Department of the Government of India,
since this is the barometer which indicates when fresh
coinage is required. Although Council drafts are
limited only by the resources available in India, there
was a standing notification before the war that Council
bills would be sold in unlimited amounts at a maxi-
mum rate of 1s. 43d. per rupee. The cost of sending
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| gold to India was riot, of course, constant, but on the
average the cost of freight, insurance, and the loss of
interest did not exceed 3d. and at times was less than
1d. per rupee. If the Secretary of State refused to
gell freely at 1s. 4}d. per rupee gold flowed into India
and was changed into rupees. When London was a
free market for gold the upper limit to the fluctuations
of exchange was automatic, and independent of the
Secretary of State’s action. In such a period of fall-
ing exchange as in the crisis of 1907-8, when the
rupee was tending to fall below 1s. 4d., the cost of
remitting sovereigns from India was in the neigh-
bourhood of id. per rupee, but the Government of
India were not bound to give sovereigns for rupees,
go there was no automatic lower limit. As in 1908
gold bills (Reverse drafts) on the Secretary of State
were sold at 1s. 333d. The fact that the Government
of India decided on such a policy, viz. to support
exchange to the full extent of their resources, inspired
confidence and so reduced the demand for drafts at
a time of financial stringency, the period when a
feeling of panic is always lable to occur. It is
interesting to note the two results that followed from
the sale of these gold bills on London. In the first
place, the amount of the bills sold in India and paid
out of the reserves in London was the equjvalent of
an increase in exports, and this tended to strengthen,
if not to maintain exchange. Secondly, as Govern-
ment withdrew the proceeds of the sales of these
bills which they placed in their balances in India,
they withdrew rupees from circulation and contracted
the currency. This tended to increase exports by
lowering prices and to diminish imports.
We have said, perhaps, enough for the present
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regarding the beautiful elasticity of our currency
gystem. We need only add that the stability of
exchange, as experience has taught us in 1908 and
1918, depends upon a sufficient reserve of coined
rupees in our balances to convert international
currency into Indian currency, and also upon a
suflieient reserve of sterling resources in gold, of very
liquid resources in the form of money at call, and a
certain amount of liquid resources in the form of
vestments.

111
Rurrr Coinacgr BEFORE THE WAR

There was no coinage of gold at the Indian Mints
before theywar, and for more than a quarter of a
century (s.e. since 1893) the Mints had been closed
to the unrestricted coinage of silver. Although there
was no restriction upon the import of silver, it could
not, as the Mints were closed to the free coinage of
silver, be taken to the Mints and coined into rupees.
If imported on private account it was sold either
to Government for coinage or to bullion dealers for
the arts, mainly for conversion into jewellery. Silver
for coinage was ordinarily imported on Government
account. The issue of rupees from the Mints was as
automatic as before the closing of the Mints. Coinage

~depended entirely on the response of trade demands,
s.e. Tupees were coined in payment of Council drafts,
or in order to exchange at the currency offices for
gold coin. The Secretary of State sold his drafts on
India to meet his own requirements and the require-
ments of trade, while the Government of India met
these drafts from the supply of coined rupees in



INDIAN FINANCE AND BANKING ocuar.
India. Before the war not a single rupee was issued
“and put into circulation in India except on demand,
either for the payment of Council drafts or for issue
in exchange for gold, the two main ways in which

the circulation of rupees could be increased. In

neither of these cases could the issue of rupees be

refused. Coinage operations in the period preced-
.ing the outbreak of war were so organised that 24

crores of rupees in ‘the Paper Currency and Gold

Standard * Reserves were held at the beginning of

the busy season (on November 1), and coinage was

so regulated that in a year of heavy absorption
there would be 18 crores left in the Reserve on

May 1 (d.e. at the end of the busy season) and
24 crores on the same date in a normal year. Stan-

dards were formulated so that coinage might be
undertaken automatically, or stopped according to

a change in conditions during the year. A pro-

gramme was arranged for the season as a whole, the

position was reviewed from month to month, and
coinage arranged for in the light of this examination.

The Secretary of State (who does the buying of the

silver) thus received timely warning. As long ago

as 1904 a weekly statement was submitted to the

Government of India by their chief currency officer,

showing the balances of silver coin in the Reserve,

the balances of bullion in the Mints, and on its way.
to the Mints, with probable dates of arrival, the time

which would be taken to coin that bullion working

at full strength, and the probable absorption of

rupees in the next quarter, based upon the average
absorption of that quarter for the previous three

years. This was introduced to regulate the additions

# There ig now no silver holding in the Gold Standard Reserve,
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to currency closely in accordance with the actual

' requirements of the particular season of the year.

Even if the forecast of Government was not absolutely
correct and more rupees happened to be coined than
were immediately required, all that oceurred was that
these rupees remained in the reserves or coffers of
Government until demanded for actual circulation,
v.e. in payment of Council drafts or in exchange for
gold. We might even go further and say that no
interest was lost even in such a hypothetical case
a8 overcoinage because, if the silver had not been
purchased and coined, it would have been in the
form of ear-marked gold belonging to the Paper
Currency Reserve il the Bank of England.  This
** ear-marked ” gold does not appear in the Bank of
England’s accounts. It earns no interest and is
merely in safe deposit. Hence the (Government of
India, if they happen to be holding a stock of rupees
for an emergency, cannot be charged with foregoing
a large amount of interest that they might otherwise
have earned. To say that Government suddenly
lost their head and plunged into the coinage of rupees
was the purest rodomontade. The issue of rupees
was dependent entirely on the demands of trade and
was completely automatic. If the trade overesti-
mated its requirements, the rupees came back to
Government and were converted into international
currency, if required, %.e. into gold or gold bills
(Reverse drafts). Those who close their eyes to
these facts and prate of a redundancy of rupees
skate over the difficulties of the problem with un-
convincing lightness and agility. They fail to see
that no more rupees have been kept in the Govern-
ment reserves than were necessary, and coinage in
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nticipation of requirements was not greater than

was absolutely required. We feel inclined to treat
those financial Hotspurs who leap to hasty conclu-

sions and aver that the coinage of rupees was faulty,

and led even to redundancy in the offensive sense of

the term, like the mimic and acrobat in the Republic

of Plato :

We will fall down and worship him as a sweet and holy
and wonderful being; but we must inform him that in our
state such as he are not permitted to exist; the law will not
allow them. And so when we have anointed him with, myrrh
and set a garland of wool upon his head, we shall send him
away to another city. :

1y

AN INCREASE AND DECREASE IN THE CircuLATING
Mepiom

When the exchanges were favourable gold and
funds in the shape of Council drafts flowed freely

mmto this country, and an increase in the circulation

of legal tender money was the natural concomitant
of this expansion in trade. In the section on coinage
we saw that the circulation was increased by (a) the
import of gold ; (sovereigns, if imported for currency,
were ordinarily presented at currency offices for
conversion into rupees, ot notes, or both, the rupee
balance always being kept at a suitable level by the
fresh coinage of rupees on the part of Government
to meet the trade demands); (b) the import of funds
(Council drafts). These Council drafts were paid
usually from ° Treasury ” or from Currency ” in
India. : ;
When exchange tended to become unfavourable
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,Ong to a failure of the monsoon or a commercial
crisis, exports fell off, and it became profitable to
export gold or (more frequently) gold bills on London
(Reverse drafts). Internal ecirculation, therefore,
‘apart from the normal demands for hoarding (includ-
ing jewellery which was only partially supplied from
currency), was by this means diminished, and the
proceeds obtained from the sale of Reverse drafts
were locked up in Government coffers until values
read] usted themselves and a demand for currenuy
again arose.

An increase in circulation sometimes occurred
from the return of gold and rupees from hoards into
active circulation. Tf the metallic currency flowed
into Government balances or reserves, and was there
locked up, the circulation decreased. This was
especially the case during a period of scarcity or
famine. In the year ending March 31, 1915, owing
chiefly to the commercial stagnation after the first
alarms of war, nearly seven crores of rupees and three
_crores of notes returned from absorption, ¢.e. from
hoards and circulation. These amounts, however,
did not go into active circulation, but into Treasury
balances, and the circulation of rupees in 1914, as
will be seen:from the statistics of rupee circulation,
fell by four crores or 2 per cent of the circulation
of the previous year,' while notes fell by 3 crores or
6 per cent of the net circulation on the last day of
 March 1915. ‘

Currency in circulation was increased but to a
small extent by the net import (imports minus exports)
of rupees and sovereigns. The net import of sovereign
hag already been referred to. If the sovereigns went

| 1 Vide Table No. 16, ‘
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. straight into circulation and were neither converted
at the currency offices into notes or rupees nor hoarded,
the circulation increased. Both in the sea-borne and
land frontier trade there was a net export of rupees.
In the last five war years, in addition to a rupee
coinage of R. 106 crores (£71,000,000), there was a net
import of R. 39 crores (£26,000,000) of gold, of which
R. 14 crores (£9,000,000) were in sovereigns. In the
same period gold was absorbed either for hoards, the
melting-pot, or circulation to the extent of R. 56
crores (£38,000,000). In the same period the net
exports of rupees in the sea-borne trade were R. 898
lakhs or an annual net export of R. 180 lakhs.

To turn now to the increase and decrease of currency
in circulation by means of increasing or decreasing
the branches of the reserves either in London or in
India. Let us take in the first place investments
on behalf of the Paper Currency Reserve which may
be made in India or in London. Investments were
made by the Secretary of State out of funds at his
disposal, ordinarily from Treasury funds. If he in-
creased his investments in the Paper Currency Reserve,
a reverse transfer on receipt of advice of such invest-
ments was made in this country from Currency (the
Paper Currency Reserve) to Treasury (Treasury
balances) of an amount equivalent to that invested
in London. In other words, currency notes were made
over to Treasury in India. This had the effect of in-
creasing the note cireulation and therefore the total
currency in circulation in India. The effect on the
Treasury position was to transfer funds from London
to India. If the Secretary of State met his require-
ments by withdrawing gold from his Gold Standard
Reserve or Paper Currency Reserve, the Government
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of India would simultaneously make a transfer from -
Treasury to the corresponding Reserve (the Gold
Standard Reserve or the Paper Currency Reserve).
There was a decrease in circulation in India. The

_ net result on the Treasury position was a transfer of
funds from India to London. In the case of invest-
ments in India the procedure was somewhat as follows.
Let us suppose that an increase in the investments
was decided on in India, say in Calcutta, as it was in
that city the investments were usually made. Tf
the invested portion of the Paper Currency Reserve
were increased by R. 50 lakhs, a transfer would be
made of R. 50 lakhs from Currency to Treasury, and
the equivalent in investments (Government Promissory
notes) placed in the Paper Currency Reserve. If
the Secretary of State sold part of the invested portion
of the Paper Currency Reserve in London, he could
ear-mark gold for the Paper Currency Reserve (in
London), and in India the note circulation would
not be reduced, but the total metallic portion of the
Paper Currency Reserve would be strengthened. The
Secretary of State could also place the proceeds to
Treasury balances or to the Gold Standard Reserve
i London, corresponding payments in the opposite
direction being made in India. If investments in
the Paper Currency Reserve were reduced in India
Giovernment would realise the investments and pay
the proceeds into the Paper Currency Reserve, retiring,
of course, the notes.

Lastly, with reference to the design of our comage
in this period. If a criticism might be made it is
that everything is apt to be sacrificed to convenience
and there is little artistic beauty in the coins. The
nickel pieces are a striking example of this. The
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_coins are extremely convenient and difficult to counter-
feit. But that is perhaps all. They are rigid in
outline and ugly in design, lacking all the beauty of
line, the intellectuality, the grandeur, and mastery
of technique possessed by Oscar Roty, Chaplain,
Dupuis, Dubois, Botée, and others. We are in this
country living in an inartistic age, as Sir Rabindra-
nath Tagore would say. We require something
of the spirit of Benedetto Pistrucci, who designed
St. George and the Dragon on the English sovereign.
It was Gibbon who said in his masterpiece that if
all the historians were lost, medals and inscriptions
would be sufficient to record the travels of Hadrian.
Some future historian of India, should the records of
this period be few and far between, might possibly
be inclined to conclude from our coinage that this
was a period of great commercial development of
high jute and cotton mill profits, a period, in short,
when commerce flouted completely the artistic spirit.



Q.

CHAPTER III

THE INDIAN CURRENCY SYSTEM IN WAR rTIME

1
‘THE Two War Prriobs

'WE now take up the recital of the main incidents
during the remarkable period, 1914 to 1919. We
propose to answer three questions: (1) What. has
been the effect of the war on the Indian Currency
system ? (2) What are the reasons for the rise in
exchange ? and (3) What are the probable difficulties
to be guarded against in the near future as a result
of this rise in exchange and in the gold price of silver ¢
<" It is unnecessary, perhaps, to emphasise that our
system of currency, like that of other countries, is not
_on an absolutely permanent basis, and in our opinion
never will be on such a basis. We have, therefore,
especially after a great war, to be prepared for
_-difficulties which may have to be encountered from
" time to time. This war period divides itself con-
veniently into two parts: (1) a period of dislocation
extending from the outbreak of war to the early
autumn of 1915; and (2) a period of revival and of

great vigour in production which began in the autumn
' 45
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of 1915. This latter period is the period of the rise
in exchange and of the rise in the gold price of silver
by as much as 144 per cent.r We shall postpone to
Chapter VII. the vexed question of inflation.

11
Prrrop 1.-—1914 1o 1915

The internal currency position in the first of these
two periods was not free from anxiety owing to a
vague and unwarranted sense of insecurity among
the uneducated masses and even among some literate
classes, notably Marwaris. Some of these Marwaris,
preferring the ease of their own home to the apparent

insecurity of the rharket-place, went off for a time

with their valuables to Rajputana. * Business as
usual ”’ was not their maxim. Steps were taken to
prevent dissipation of gold by notifying that gold
would be issued to no person or firm to a less extent
than £10,000. This, it was thought, would in a rough-
and-ready way separate remittances for foreign ex-

change from local requirements, including hoarding.

Various individuals and firms, however, clubbed
together to make the minimum demand. It was
therefore decided on August 5, 1914, to refuse the
issue of gold altogether to private persons. In the
first four days of August Government paid out in
gold no less than £1,800,000. In addition to this
scramble for gold there was a run on the deposits in
the Post Office savings banks. This was equivalent
to a run on Govérnment treasury balances, since these

* The average price of silver per standard ounce in London during

September and October 1915 was 233d, The quo’oa,tlon of May 10, 1919
wag b8d., a rise of 144 per cent.

¥
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deposits are, as in the United ngdom, unfunded
‘and treated as part of the Government balances.
From the second week of August large withdrawals
from these Post Office savings banks took place, and
during August and September there was a net decrease
of six crores or the equivalent of 25 per cent of the
deposits at the beginning of August (R. 24} crores).
These balances fell to R. 14,89 lakhs by the end of
March 1915 Prompt measures were taken to meet
all claims, and confidence was soon rvestored. As the
Finance Member remarked, it was interesting to see
how our enemies viewed the position at this time,
gince a number of German prisoners at Ahmednagar
themselves opened accounts with the Government
savings banks. In Bombay and to a less extent in
Burma and in the Punjab, there was also an abnormal
demand for the conversion of currency notes into
rupees. Out of R. 4} crores of notes cashed in India
(including, of course, Burma) during August and
September 1914, R. 2% crores were cashed in the
Bombay Presidency. The encashment in Burma
and in the Punjab, unlike that in Bombay, was due
as much to the special trade conditions of the year as
to lack of confidence. Steps were taken to check
any uneasiness by instructing treasuries to meet
promptly and as far as possible all demands for en-
cashment, and a large number of notes, especially
in Bombay and in the Punjab, were cashed in this
way. Notes, it will be remembered, are encashable

! The increase in these deposits gince this date is interesting :

March 31, 1916 . . ! . R. 15,32 lakhs.
017 ! ) R Yde0 o
1918 . . ) AR lesy
1919 . L R.1888

The level on March 31, 1919 was qtnll 19 per cent below the pre-war
level (R. 238,17 lakhs).
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as of right under certain conditions only at the seven
currency offices, and not at treasuries. The run was
of comparatively short duration, as will be seen by
the following statement of the active note circulation
(¢.e. excluding notes held in Reserve and other Govern-
ment treasuries and in the Head Offices of the

Presidency banks) on 318t March : / '

1914 . . . R.4997 lakhs, || 1917 [ . . R. 67,08 lakhs.
1916 L R 43,9600 |28 BRI S G ¢ e Ty S
L) RN R < o A L S 1443 U N - 8 0

The st;rengthening of the cash resources of the
Post Office savings banks and treasuries and also of
the Government depoxslts with branches of the three
Presidency banks was an added strain on Government
balances. In view of this, such balances could not
be economically mobilised at the chief commercial
centres. |
. Next with regard to the external aspect of the
currency during this period. Government under-
took to support exchange by all the meang in their
" power. This was a policy recommended by the
Chamberlain Commission on Indian Finance and
Currency, the report of which had only been issued
a few months previous to the outbreak of hostilities,
and had not included in its purview such a catastrophe
as a world at war. Sterling bills or reverse drafts
were offered for sale up to a maximum limit of
£1,000,000 a week until further notice. This was an
innovation on previous policy. In the crisis of 1907
and 1908 the exact amount had not been settled
before each successive weekly sale, and the possible
apprehension that the drafts might be reduced in the
following week with the consequent speculative com-
petition was thus avoided. The amounts sold on
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‘smular occasions in 1907 and 1908 were only £500,000
and occasionally £1,000,000 a week. KFrom August
1914 to January 1915 it was necessary to have weekly
sales. In June 1915 these sales had to be resumed
for three months until the demand for Council drafts
recommenced. In order to afford immediate remit-
tance the system of selling telegraphic transfers was
introduced concurrently with the sale of bills, It
was also arranged that bills should be payable in
London sixteen days after the departure of the weekly
mail. The uncertainty of the delivery of the bills in
London was by this means eliminated. In August
1914, it may be noted, the balances in London and
in India were high, and well able to stand the coming
strain. Treasury balances had swollen and the
amount of gold in London and in India totalled
£23,600,000, of which nearly £5,000,000 was in the -
Gold Standard Reserve and the rest mainly in the
Paper Currenoy Reserve. The Secretary of State
had also in the Gold Standard Reserve considerable
Jparcels of short-term securities, some of which were
about to mature. Following the recommendation of
the Chamberlain Commission, the Gold Standard
_Reserve was strengthened by the exchange of R. 6
~ crores (or £4,000,000 sterling) for an equivalent sum
of gold from the Paper Currency Reserve.
. The chief points during the first year of war in the
working of the currency system were: (1) the un-
qualified assurance of Government’s determination to
_ support exchange ; (2) the stopping of the issue of
gold to private persons; (8) the strengthening of the
Gold Standard Reserve by replacing the rupees
(previously held in the Indian branch of that Reserve)

by gold to the extent of £4,000,000, which was obtained
, E
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‘irom the Paper Currency Reserve in exchange fory”

6 crores in rupees ; (4) an equivalent increase in the
 fiduciary portion of the Paper Currency Reserve by

£4,000,000; and (5) the adoption of measures to
facilitate and extend the use of currency notes. The
inherent strength of the Indian currency machine
was brought to the test in this period. There was no
sudden tumble in exchange in the manner that had
sometimes been forecasted during the alarms of war.
All obligations were met without any extraordinary
measure of assistance from outside sources. The
stability of the rupee was maintained, and at no time
was it necessary to have recourse either to the ex-
pedient of a moratorium, or to the inconvertibility of
the note issue as in several other countries, notably
France and Germany.

111
Prriop I1.—1915 To 1919
(1) The Causes of the Ruise in Exchange

The history of the second period is by no means
commonplace or jogtrot. It is extremely interesting
and big with events of great importance. In the
first place, there was a persistent demand for India’s
products (at good prices) and also for services. There
was also a contraction in imports concurrently with
an increase in exports. Over and above all this there
occurred a catastrophic change in the movement of
gold and silver. We were unable to obtain our usual
share of the precious metals, and this led, as we shall
gee, to a change in the financial relations between
India and countries abroad. It resulted in an appreci-



5

ating V&Iue of the rupee in the international exchanges.
. Our customers abroad were unable to follow their
‘ peace-time methods of paying for Indian exports, viz.
by exporting goods or treasure to India in sufficient
quantities to liquidate the balance of trade which in
normal times is largely in favour of India. Custom,
as we have shown with tiresome iteration elsewhere,
could not be changed suddenly, and the lack of the
precious metals thus led to currency difficulties.
From time immemorial India has demanded gold, or,
ag one writer has put it, she has been ‘ from the
birth of international commerce the receptacle or
sink for the precious metals of the civilised western
world.” Herodotus in his own picturesque way
describes how Indians of his day used to get gold dust
from the soil turned up by ants that were ‘‘ smaller
than dogs but bigger than foxes.” The ant-heaps
were raided at the hottest time of day when the ants
had gone underground, and then the Indians would
gallop away on swift camels to avoid the ants pre-
paring to avenge the attack on their heaps. Adam
Smith in a well-known passage of the Wealth of Nations
(1776) speaks of the hoarding habit : ‘ Where men are
continually afraid of the violence of their superiors,
they frequently bury and conceal a great part of their
stock, in order to have it always at hand to carry
with them to some place of safety, in cage of their
being threatened with any of those disasters to which
they consider themselves as at all times exposed.
This is said to be & common practice in Turkey, in
Hindustan, and, I believe, in most other governments
of Asia. It seems to have been a common practice
among our ancestors during the violence of the feudal
government, Treasure-trove was in those times con-

\ [
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sidered as no contemptible part of the revenue of the

greatest sovereigns in Hurope.” In other passages

~ he refers to  the precious metals that are a commodity

which it always has been, and still continues to be,
extremely advantageous to carry from Hurope to
India,” and to the annual exportation of silver to the
East Indies, by which “ plate is probably somewhat
dearerin Hurope thanit otherwise might have been. . i
The trade to the East Indies, by opening a market to
the commodities of Europe, or, what comes nearly to
the same thing, to the gold and silver which 18
purchased with those commodities, must necessarily
tend to increase the annual production of European
commodities, and consequently the real wealth and
revenue of Europe. That it has hitherto increased
them so little is probably owing to the restraints
which it everywhere labours under.” These were the
views of the father of Hconomics 148 years ago, and
they are of more than passing interest at the present
moment,. :

In the five pre-war years the total excess of exports
over imports of commodities was about £262,000,000
sterling. This was liquidated by a net import of funds
(Council drafts, ete.) to the extent of £142,000,000.
These Council drafts were paid in Calcutta, Bombay,
and Madras from Government’s balances in these
ports, and constituted a drain on the silver balances.
The trade balance was also liquidated to the extent
of £120,000,000 in treasure. This import of treasure
was on private account, 80 per cent of which was in
gold. During the five war years ending March 31,
1919, the favourable balance of trade, amounting to
£9254,000,000, was partially liquidated by a net import
of funds,to the value of £100,000,000, and by the
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| surpnsmgly low, even beggarly, import of treasure of

~ £36,000,000. This small import of treasure in the

. war period as against £120,000,000 in the pre-war

‘ pemod threw, as we shall see, a heavy burden on the
(tovernment rupee balances in India. During the
war India has been accumulating deferred payments
abroad, and her creditors were unable to send treasure
as usual in part payment for exports. In these five
years, therefore, there is a favourable balance of no

less than £118,000,000. In the five pre-war years this

balance was against India to the extent of over
£1,000,000 sterling.

Bavanos or TrApn
(1o thousands of £.)

190910 to | 1914-15 to
: L 1ol

1918-14 8-19 k
ol (e 1917-18. | 1918-19,

average). average).

Net exports of merchan-
dise (excess of exports

over imports) . . . 52,179 50,871 61,420 56,553
Net imports of treasure
and funds . . i 52,464 27,294 49,830 15,6561
(@) Couneil drafts . 28,416 20,098 34,663 15,598
| (b) Treasure. . . | 24,048 7,196 15,277 53
Balance  of trade in
favour of India ., . i 23,577 11,590 40,902
Balance of trade against
1t B R 285

These figures, however, do not show completely
the small extent to which treasure on private account
has been imported in the period 1917 to 1919 when
exchange left its old moorings. The net import of
treasure decreased from £1,357,000 in 1916-17 to
£53,000 in 1918-19, a decrease of 96 per cent. If
we take the balance of trade for the year ending
March 31 last we find that, excluding the exceptional

L
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~ credit of £11,000,000 given fo the nominees of the
United States in India in part payment of silver,
known in banking parlance as “ American Councils,”
~ there was a record favourable balance of £41,000,000.

~ In place of a large net import of treasure in normal
times, there was a net import of only £53,000. In
the five war years ending March 31, 1919, the average
net imports of gold were £5,000,000 a year, of which
- £2,000,000 only were sovereigns, the remainder being
in the form of bullion and coined gold other than
sovereigns. The yearly average supply of gold for
private needs was reduced to a figure below that of
any of the preceding twenty-five years, except famine
years, and the favourable balance of trade brought
about by the impossibility of gold imports was not
corrected to an equivalent degree by increased sales
of Council drafts. The average net imports during
the five pre-war years were £19,000,000 a year, of
which £12,000,000 were sovereigns. Again, India’s
demands in war-time were not unreasonable since
‘her absorption of gold, silver, and rupees was R. 224
crores in the years 1909-14 against R. 165 crores in
the years 1914-19. The views of the senior Indian
Chamber of Commerce, the Bengal Chamber, are not
without interest in this connection.

““Next to pie( e-goods,” they write, ¢ gold and silver together
are the most important item on the list of imports and must
be regarded as articles of merchandise. The use of gold and
silver is bound up with the religions and marriage customs of
the people—customs that cannot be changed by mere decrees.
1t is therefore necessary in the opinion of the Committee that
as soon as possible unrestricted imports of gold and silver
should be allowed, and it should be noticed that during the
twenty years preceding the war the value of the import of
gold considerably exceeded that of silver. It will be clear
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that gcﬂd rather than silver dominates the position, and that
(if India 18 allowed partly to balance her trade in gold, the local

demand for silver must decrease, and consequently the price

. of silver must fall. The Chamber believe that India would
be prepared to pay a premium for the import of gold, and they
~ would emphasise the Indian market value of gold, which was
R. 33.8.0 per tola, or R. 89 per ounce, on June 19, 1919.
During the war the gold in the United States Federal Reserve
gystema has increased from $592,000,000 to $1,786,000,000,
or approximately by £250,000,000; the gold in Spanish
banks has increased by £70,000,000 ; in the Netherlands by
£43,000,000 ; in Switzerland by £10,000,000 ; and in Norway

and Sweden by £14,000,000. The net import of gold into India

in the same period was £26,000,000. In other words, these
countries with a population of 114,000,000 have increased
their gold reserves by £387,000,000, while India with a popula-
tion nearly three times as large has had to be content with
£26,000,000,”

The shortage, in short, of gold and silver bullion
imports was the chief cause of this enormous demand
for rupees. ‘

At this stage the worldly wisdom of reticence on
the part of Falstaf on a famous occasion may appear
worthy of imitation. * Give you a reason on com-
pulsion! If reasons were plentiful as blackberries,
1 would give no man a reason upon compulsion.”
How, it may be asked, granted there was a shortage
of imports of merchandise and treasure on private
account, did this produce the rise in exchange ? We
are sometimes apt to forget that the rupee exchange,
stripped of all the intricacies that surround it, is a
very simple thing. It is nothing more than the gold
price in London of the command over rupees in India.
1t 18 the amount of gold in London to be paid for one

_rupee in India at once, .e. by telegraphic transfers,

L,
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or after a lapse of time, 4.e. by Council bills or similar
 bills of exchange. With the large demand for India’s
. products-at unusually high prices, and the sheer im-
possibility of obtaining in return in anything like
sufficient quantities piece-goods, iron and steel, and
other commodities, as well as imports of gold even from
London (hitherto a free market for gold), there was
a great demand in London for the right to rupees in
India. The Secretary of State sold drafts but only
to a limited extent, as the rupee balances in India
were limited. These sales in London of Council drafts
meant in Calcutta, Bombay, and Madras a great de-
mand for rupees. There was thus a great strain on
Indian rupee balances. The rupees sent up-country
to pay for articles of national importance were, in
view of the demand abroad, at high prices, and this
fact in itself helps to explain the demand for more
rupees. But troubles in currency do not come singly.
The producers of these exports could not obtain im-
ports either in the form of piece-goods and similar
articles or in the form of gold and uncoined silver.
Rupees on this account; remained up-country and did
not move back in the ordinary way to replenish rupee
stocks at the ports. The producers of these com-
modities had, in a country where banking is not
developed, where every man in nine cases out of ten
is his own banker, simply to “sit on” the proceeds
of their crops, and instead of bringing back from
market piece-goods, ete., for themselves and their
families, brought home cash. The absorption statistics
are of interest in this connection. By absorption
we do not mean that the rupees have all been buried.
Absorption merely indicates that the rupees have been
passed into ‘circulation and have not come back.
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Rurpm (1yoruvping Harr-Rupug) ABSORPTION
(In lakhs of mpees.)

Pre-war annual ! ! i  Annnal
B0, | 191415, | 191516, | 1016-17, | 1017-18, | 1918-19. | (G0
1915-14), e 1918-19),
8,78 | —6,70 | 10,40 | 33,81 | 27,86 | 45,02 | 22,08

(—~means a return from circulation.)

Here we have an increase of 62 per cent in the
absorption of rupees and half-rupees in 1918-19 above
that of 1917-18, and 413 per cent above the pre-war
normal. Such a large absorptlon 18 wasteful. Truly
‘those who bury rupees in the ground and hide them
away are, as in the parable of the Talents, unprofitable
servants. The absorption was equally phenomenal,
especially in 191819, for small coin, as will be seen
from the following table :

ABsorprToN OF Smaun Corn
(In thousands of rupees.)

Two-anna Bronze

One-anna

Four-anna|  pieces { eoln {
pieces, silver Ll (single Total,
nickel. nickel. pice).

Pre - war annual

average 1909-10
 to 191314 -, . 15,756 13,69 21,01 10,51 60,87

1914-15 . . | ~10,23 - 4,63 6,87 | = 12,57 | - 20,60
1916160 8,33 7,44 18,60 2,06 36,43
191617 . . 82,99 23,17 32,60 8,69 97,25
1917-18 .. 38,11 28,63 25,86 6,15 08,66
1918-19 . 1,16,34 94,75 46,82 19,62 | 2,77,63

Annual n,vemge :
191415 to 191819 37,11 29,85 26,13 4,77 97,86

None of the subsidiary coins have the same significance as the rupee,
not even the silver eight-anna piece, which is legal tender. If then nickel
four-anng and eight-anna coins were introduced to replace the small silver
coins, ample reserves of all nickel coins should be kept ready for use. The
lessons of the large absorptxon of nickel coins in 1918-19 show the absolute
necessxty of havmg in our Mints large reserves of such coin well in advance.
Canada is the main source of nickel, and supplies cunnot be laid down in
India at a moment’s notice.
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. There were also large disbursements in India on
behalf of the War Office in London, and these were
@ very heavy strain on silver balances in India.
 Government, in order to meet the needs of the British

~and Allied Governments, became the largest in-
dividual exporters of war supplies and services. The
disbursements were made in India and corresponding
payments were made in London. The crux of the
whole situation was how to convert the funds locked
up in London into remittances, at a time when gold
wag unavailable and the world’s silver stocks very
low and very dear. In 1918-19 the total disburse-
‘ments in India for which it was necessary to provide,
apart from expenditure debited to Indian revenues,
amounted to £141,000,000, more than half this sum
representing war outlay on behalf of the Home
Government. The Secretary of State’s liabilities were
covered several times over by repayments made to ‘
him in London against the large payments in India.
These disbursements in themselves (and apart from
the Council drafts also sold) placed a very heavy
strain on Indian resources. The import of specie in
large and sufficient quantities was wholly out of the
question. The ear-marking of gold in large amounts
in London against the concurrent issue of notes in
India from the Paper Currency Reserve, was also not
possible, since in war-time this was not in the in-
terests of the Empire. Nevertheless, these methods
of increasing funds available in India were used to an
extent not fully appreciated. In the last two years
no less than 290 million ounces of silver, valued at
£58,972,000, were imported, scarce though it was,
and turned into rupees. An alternative method to
the ear-marking of gold in London against the issue
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| of notes in Indla, was the holdmg of a portmn of the
‘Paper Currency Reserve in British Treasury bills, the
next best thing to gold. Currency notes were set
free to pay for goods and services in India incurred
on behalf of the Allies, and repayment of a portion
~of the amount was made in British Treasury bills.

Just as the United States gave loans to her Allies to
cover purchdses in America, so India lent temporarily
funds required for part of the outlay in India. There
was, however, an obvious limit to this. Finally, by
means of loans raised in this country (War Loan and
Indian Treasury bllls), Government were able to
finance disbursements in India with the proceeds of
such loans. Repayment was made in England for
~such expenditure as had been incurred on behalf of
the Allies, excluding of course that portion of the
amount so recovered, representing the equivalent of
subseriptions to Indian War Loan (which was actually
made over as a gift in cash and not lent to the British
Government). In 1916-19 the disbursements of
- £141,000,000 were financed mainly by the receipt of
silver, £56,000,000; by the receipts of the Indian
War Loan, £37,000,000 ; and by the issue of currency
notes against additional investments, £25,000,000.

All these facts meant in plain language a heavy
strain on rupees, the only producers of which were,
of course, Government. It was necessary, therefore,
for Goovernment to purchase silver to coin rupees in
order to keep up their balances to the necessary
minimum and to stave off mconvertlbﬂlty, permanent
or temporary, of the note issue. Large purchases of
the white metal were necessary and prices accordingly
soared. The following summary tables show the
position in a nutshell, and explain why on May 13,
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1919, exchange had risen 25 per cent above the ‘
16d. level, a level that had been more or less
consistently maintained up to August 1917, t.e. for
‘ praotmally eighteen years : |

(]) Nrr Imporms or SiLver inmo Innra, Worrp's Probucerion,
AND THE PRICE OF SILVER

3, |8
b= Seh
B2d | BES ﬂ

i & ST | 1914~ 1 1916~ | 1016~ | 1917~ | 1918~}

i ©9% | §22 | 1015, | 1016, | 1017, | 1018, | 1610,
435 | ES ‘ ‘
Foo | HEk
@ 2E
il s
1. Net import (million ‘
standard ounce) . | 76 62 b6 33 92 76 1 237

2. World’s production e L
(million fine ounce) | 200 | 222 | 161 | 180 | 161 1ed | 180

3. Percentage of net ‘ ;
imports to world’s 40 1 g
production 1 35 26 32 17 53 48 | e

4, Price  of  silver f
(pence per ounce i
inLondon) . .| 27 | 26 | 254 2313] 3145 405 | 479

‘ Figures against item No, 1 relate to the fiscal year.
Figures against ifems Nos. 2 and 4 relate to the calendar year,

(2) Ner Imporrs or SiLver rNro INpia, WorrLp's PRODUCTION,
AND THE PRIOE OF SILVER (PERCENTAGHS)

"'.é 0 f
%g 1914~ | 1015- | 1016~ | 1917~ | 1018
5?,? 1915, | 1916, | 1917, | 1918, | 1910,
o
g ‘
Wet imports., (o [ T00 90 | 63 | 148 |'121 | 382
World’s production ., . | 100 72 81 72 74 81
Percentage of net imports
to world’s production’ " . | 100 | 123 65 | 204 | 166 | 470
Price(of silver | a0 96 92 1119 B8 189

The net imports were less than the pré-wa,r average
during the first two years of war, but during 1916-17
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an 1917—18 a large demand was made on the World’
production. In the pre-war quinquennium the annual
average net imports of silver into India were 26 per
cent of the world’s prod.uctlon in the year ending
March 31, 1916, 17 per cent ; in 1917, 53 per cent;
in 1918, 43 per cent; and in 1919, the year just
ended, the equivalent of 122 per cent of the world’s
production. This demand unfortunately occurred at
a time when the world’s production was below the
pre-war normal.
The absorption of rupees in Indla during 1918 was

so great that a silver crisis occurred in Indm On

March 31 of that year the silver balance of the Paper
Currency Reserve fell to R. 104 crores, and a still
more serious absorption seemed imminent. In the
first fortnight of April there was a further absorption
of no less than R. 4} crores. The convertibility of
the note issue seemed to hang in the balance. In-
convertibility at the time would have meant a set-
back to India’s war efforts. The result of suspension
of rupee payments suddenly in a population of which
94 per cent is illiterate can well be imagined. The
United States were approached. Negotiations had
actually been undertaken as early as October 1917.
In February 1918 Lord Reading, the British Am-
bassador at Washington, ably assisted by Sir James
Brunyate, formerly Financial Secretary to the Govern-
ment of India, made an appeal to the Government of
the United States in Washington. The United States
as a result of the negotiations descended on India, not
like Jupiter of old in a shower of gold, but literally
in a shower of silver. At first, it is understood, the
British representatives were unwilling to pay more
than 85 cents per ounce, a price at which the major
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portmn of the annual productmn of the country could
have perhaps been purchased. ‘This, however, was
insufficient to meet the needs of the coming year, and

~ the dollars coined under the Sherman Act were the
only spot silver available. Legislation was necessary,
and the passing of an Act of Congress at first seemed
doubtful, as many senators representing the silver-
producing states insisted that the old ratio value of
$1.29 per ounce shonld be re-established. The agree-
ment to fix the price at a dollar per fine ounce, ex-
cluding 1% cents for mint charges,! or $1.01}, was
reached to a large extent through the untiring efforts
of the representatives of both Governments, includ-
ing Governor Boyle and Senator Pittman of Nevada.
On April 238, the Pittman Act, which had been
hurried through Congress, became law without opposi-
tion. The aim of the Act, as stated in the preamble,
is important, as showing the idea that lay behind it :

To conserve the gold supply of the United States; to per-
mit the settlement in silver of trade balances adverse to the
. United States; to provide silver for subsidiary coinage and
for commercial use ; to assist foreign governments at war with
the enemies of the United States ; and for the above purposes
to stabilise the price and encourage the production of silver.
(Act No. 139, 65th Congress, 1918.)

It provided that :

The Secretary of the Treasury is hereby authorised from
time to time to melt or break up and to sell as bullion not in
excess of three hundred and fifty million standard silver
dollars now or hereafter held in the Treasury of the United
States.

Of the total amount melted down under the Act,

! Thus the price obtained by the United States Government was $1.01%
per fine ounce,
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. 270 million fine ounces, the equivalent of $350,000,000,
India’s share was 200 million fine ounces. Between
July 1, 1918, an¥d July 17, 1919, all the silver under
the Pittman Act had been received from the United
~ States into the Indian mints at Calcutta and Bombay.
The Act also provided that such sales were to be
replaced by purchases of silver from the United States
mines, such silver being purchased at the fixed price
of $1 per ounce of silver one thousand fine, delivered
at the option of the Director of the Mint at New York,
Philadelphia, Denver, or San Francisco. This was
‘undoubtedly the most important piece of legislation
since 1893. | |

The news in India about the middle of April that
the United States were to assist on terms which were
generous to India relieved the anxiety in the critical
weeks of May and June, and by the beginning of July
shipments under this Act began to arrive. With the
commencement of the busy season absorption again
overtook the coinage, and by the end of November
silver balances had fallen to R. 8% crores. A system
of double shifts was introduced into the Mints, and
by December 1918 a world’s record coinage of R. 834
lakhs was reached. By March 31, 1919, the rupee
branch of the Paper Currency Reserve had risen to
nearly R. 17 crores. At the present time (J uly 1919)
when the tide has long since turned, the total holding
of silver in the Paper Currency Reserve, both coin
and bullion, amounts to R. 46 crores, as againgt R. 18
crores in July 1918.1

In August 1917, April 1918, and May 1919, with
the rise of silver above the content value of the rupee,
exchange was also raised, at first from 16}d. to 17d.

. Cf also Chapter 1, p, 18,
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for telegraphic transfers, then to 18d. and finally to
20d.! This 20d. rate enables silver to be purchased
_ without loss at about 533d. excluding charges. At
1s. 10d. the price would be about 59%d., at 1s. 6d.,
481d., and at 1s. 4d., 43}d. At 2s. gilver could be
purchased at about 643d.? This was necessary in
order that rupees would not be liable to be smuggled
out of India in indefinite quantities. As Sir William
Meyer in the Financial Statement for 1918-19 pointed
out: ‘

The absorption of rupees during the years when the bullion
value of the rupee was less than its face value affords no
criterion of the probable demand on Government for rupees
when, owing to a rise in the price of silver, it would become
profitable to melt or to export them. In order to avoid loss
from these causes as far as possible, we bave, it is true, taken
certain steps in the form of prohibitory legislation ; but
though prohibitions of the kind may serve their object to

 gome extent as temporary expedients, they cannot be expected
to operate as a permanent check to the drain on our rupee
currency which would certainly accompany a substantial and
continued appreciation in the bullion value of the rupee over
its face value. In fact the most important limitation which .
has previously existed on the possible demand on Government
for the supply of rupees, viz., that it is unprofitable to export
or melt them, would be entirely removed. The only safeguard
that a rise in the value of silver above what I may call the
“ rupee melting point ”’ will not result in the disappearance of
rupees from circulation is such a modification in their external
exchange value as to make their export unprofitable. Apart
from this safeguard an indefinite and unlimited liability would
be entailed and it would be indefensible for the Government
of India to accept this liability as a loss either to the Gold
Standard Reserve or to Indian revenues generally.

1 This rate has been raised to 22d. with effect from August 12, 1919,
2 Tor table on the silver content of the rupee (excluding charges), No. 13,
see p. 459. Cf. also Chapter 1. p. 18,
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(2) The Fizing of Exchange

We now turn to the third of the questions referred
to at the beginning of this chapter —the probable
difficulties to be surmounted in fixing exchange in
the near future. One of the first problems which the

~ Currency Committee of 1919 has to solve is the rate
of exchange to be adhered to in the future. Stability
of exchange, as expemence has proved, has been
‘an Inestimable gain to the trade of the country
and to India generally. Another problem will
be the method by which this stability should be
secured. Should, for example, Government be
prepared to face temporary inconvertibility of the
note issue and keep out of the silver market
until more favourable prices prevail ? These are
difficult; questions to be decided by a body of experts,

. such as Sir Henry Babington Smith’s Currency Com-
mittee. '

In regard to the stereotyping of the rupee the
experience of the Herschell Committee of 1893 is not
without value. That Committee fixed 1s. 4d. on
tentative and not on arbitrary grounds. It was
approximately the average rate of the five years
preceding 1893, and at that date a shade above the
prevailing rate. It therefore involved only a very
small departure from the status quo. In the second
place this ls. 4d. rate of exchange was very con-
venient between the Indian and the British coins.
The sovereign became equivalent to Rs. 15, the rate
at which the gold mohur exchanged for rupees. The
subsidiary coins of the two countries fitted in with
each other very neatly—the rupee being divided into

16 annas, and so one anna became equal to one
‘ F
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penny and 240 annas to £1,' This experience is
useful in considering whether 1s. 8d. should be the
fixed rate for the future. We cannot go back to
1s. 4d. To do so would necessitate putting less silver
into the rupee. A plan similax to this was, it is true,
followed in the Straits, but the silver dollar of the
Straits is in no wise to be compared with the rupee
in India. It does not circulate in the Straits to any-
thing like the same extent as does the rupee through-
out India. The rupee, which was a legacy from
Mogul times, having been introduced nearly 380 years
ago, is known and used everywhere, not merely as a
standard of value, but (and this is important) as a
store of value. The Indian looks on the Government
rupee as of definite size and one tola in weight.?
He rightly regards it as containing always a definite
amount of silver. It is in other words fixed. It is
pre-eminently the sirkar’s (Government’s) coin. The
rupee circulates even beyond the frontiers of India,
in Mesopotamia, in East Africa, in parts of Siam,
and elsewhere. There would also be trade and even
political difficulties if the two rupees were in cir-
culation. The first result of any alteration in the
fineness of the rupee would necessarily be that the
old rupees would go out of circulation and would in
fact tend to disappear altogether as rupees, since it
would be quite impracticable to recall them from
circulation when a debased rupee was instituted. In
other words, under Gresham’s law, the proposed new
rupee would drive out the old rupee, and this would
bring about a crop of difficulties. Moreover, the
change would necessitate the re-coinage of the old

1 Cf. Chapter V. p. 143,
% ’I‘hrce eighths of an ounce Troy. Kleven-twelfths fine.
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rupees in circulation. Lastly, when the reduction in

the silver content has taken place, one is never certain
‘when another change may not be necessary. All

things considered, this is altogether outside the sphere

of practlcal statesmanship.

In arriving at a deeision as to whether 1s. 8d.,
18, 10d., 2s. or any other rate should be fixed, the
main factors to be kept in mind are (1) that the change
should cause the least sudden dislocation of trade and
disturbance between debtor and creditor, and (2) that
the rate so fixed will give stability of exchange in
future. The raising of exchange has, of course, the
same effect as an increase in Indian prices to the buyer
of Indian exports and a fall of foreign prices for the

Indian importer. This raising of exchange would

tend, ceteris paribus, to reduce at first exports and to
increase imports and to arrest the ascending scale of
prices to the advantage of the non-cultivating classes
in India and to the disadvantage of the cultlvatmg
classes and middlemen. To artive at a rate requn:es
the most careful examination of data. The raising
of the rate to 2s. would mean a large jump, and the
equivalent price of silver per oz. in London would be
about 644d. Its supporters, however, allege three
advantages: (1) that exchange would be fixed per-
m;mently at a figure beyond the reach of interference
by any rise in the price of silver ; (2) that this high
rate would tend to prevent any further considerable
rise in prices in the near future; and (3) that there
will be a large saving in remitting “ Home charges,”
a saving which can be devoted to other urgent heads
of expenditure. On the question of raising the
exchange rate to a point independent of silver the
Bengal Chamber’s views are apposite.
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i If ” they say, ““ we assume that 2s. would be a rate whlch
would make the rupee independent of the price of silver, the
sterling price of Indian produce would, in order to yleld the
same rupee price as in pre-war days, have to rise 50 per cent,

. assuming the cost of productlon to remain constant. At the
present moment the prices of practically all commodities
are more than 50 per cent over their pre-war pnces and
therefore the rige in exchange to 2., as far as produce is con-
cerned, might not have any serioua effect. But present
conditions are abnormal, and it is therefore necessary to con-
sider which of India’s exports are liable to competition with
gold and silver standard countries, and would be severely
handicapped by an exchange based considerably above the
present value of silver. Food grains come first among India’s
exports, and although theoretlcally India should suffer as
regards food grains through a rise in exchange, it appears
probable that the price of food will remain so high for such a
long period that the effect of the rise might not be severely
felt. Jute is a monopoly of India, and it is probable that,
unlegs substitutes are discovered, the increased cost would
have to be paid by the purchaser. On the other hand, India
is only one of many producers of cotton, and while at present
prices she could easily compete even at 2s. exchange, she
would be very seriously affected if cotton prices fell to anything
like their pre-war level. Tea is in competition with China,
Java, and Japan ; it has been shown that India can compete
with China, a silver country, even when the exchange value
of a rupee is far above its intringic value, but any rise in
exchange must seriously prejudice India in competition with
Japan and Java, the latter of which in particular has of late
years become, and probably will continue to be, a serious
competitor with India. As regards hides and skins India
competes in buffalo hides with China, Java, and the Straits ;
and in cow-hides with Africa; but in goat skins her position
is probably unassailable. But the eflect of a high exchange
must also be considered as regards imports and India’s
industries. Every effort has lately been made to stimulate
India’s industrial production ; high exchange must, other




things being equal, mean lower priced imports, and lower

priced imports may well seriously damage, if not cripple, those

industries which have been started during the war and have
 not yet had time to get firmly established. The efiect on one
of India’s greatest industries, cotton manufactures, especially
as regards Japan, may be serious. Provided that the cost of
production in Japan does not rapidly increase, & premium will
without doubt be given to imports of Japanese goods made of
Indian cotton to the extent of the rise in exchange on the cost
of production, which in India is not likely to grow less. Gener-
ally therefore it is the opinion of the Chamber that the fixing
of exchange at a point independent of the price of silver is
liable seriously to affect many of India’s exports and
industries, if the rate be fixed unduly high, although owing
to abnormal world prices this effect might not be evident for
some time.” ‘

The Chamber, however, is in reality looking from
the point of view of producers, and is at the same time
referring to  short period * effects of the raising of
exchange. In the long period, i.e. when things have
settled down, and prices have adjusted themselves,
a 2s. rate will neither check exports nor encourage
imports.  On the other hand it is sometimes urged—

. . . that either the exchange value of the rupee must be con-
siderably raised or the mercantile community must be prepared
to do without large drawings of Council Bills at times when the
price of silver is high. Nor can we really believe that a rise
of the exchange would be anything but beneficial to India,
although it would, perhaps, involve temporary hardships in
~ certain cases. We believe that its effects on the level of prices
would be most beneficial. Every one knows how severely the i
rise of pricés has been felt, and that the only class that has
materially benefited has been the middleman. A rise in the
exchange would go some way to check the rise in prices. It
would tend to reduce the prices not only of articles imported

1 (f, Chapter V. p. 149 on the stimulus of a falling exchange.
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" from other countries bub also of those exported to other
. countries ; and this would lead to a sympathetic fall in the

case of those articles which are neither exported nor imported.
When we reflect on the level of prices in Europe and the cost
of labour there, we are disposed to believe that the fears of
competition with Indian industries are largely without
reason ; and that, if India is to retain the advantage of cheap
and contented labour, lower prices in India are essential.
In short, from the point of view of foreign competition it
is likely that the gradual raising of the exchange to 2s.
would be neutral. On the other hand, by its operation on
the level of prices we believe it would tend to the peace and
prosperity of the country at large.!

If silver receded from, or even remained at, 1’05
present level, the difference between the silver content
and circulating value would be great at the 2s. rate.
The resulting disadvantage, eg. the chance of
counterfeiting, need only be mentioned. Against this,
however, has to be set the advantage of placmg the
rupee beyond the reach of interference by any increase
in the gold price of silver since it is highly improbable
that silver could soar to oyer 60d. While avoiding
a large jump in exchange like that which 2s. would
involve, one must avoid too small a jump, since this
may result in less permanence. There are other
factors of great importance, viz. (1) India’s future
demand for silver. A high American authority has
estimated the demand for the present year as
follows: India 150,000,000 ounces; the arts 75,000,000
ounces; subsidiary coinage 60,000,000 ounces; Africa,
25,000,000 ounces; China, ete., 40,000,000 ounces.
Total, 350,000,000 ounces. Production, 180,000,000
ounces. Shortage, 170,000,000 ounces. It is assumed
in this estimate that gold will not be exported to India

! Vide Madras Mail of the 16th July 1919,
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and that silver will have to assist in filling the void.
 India has so far taken no less than 28 per cent of the
total world’s production of silyer. In the last three
years the two Indian Mints at Caleutta and Bombay
have issued a net coinage of 103 crores of rupees, the
equivalent of the coinage of the eleven preceding
years. These were, of course, exceptional coinages.
 India’s demand for silver will, of course, be affected
by the policy to be pursued with regard to gold. The
gold production of the world is now largely in the
hands of the British Empire and the United States.
Both these countries are creditor countries and,
therefore, are able to restrict the exportation of gold.
1f the free distribution of gold is not permitted, silver
will be substituted if it can be produced. A second
factor is that the probable demand for silver in other
countries will have to be considered. Thirdly,
increased production is an important factor, and there
seems, on the authority of American producers, to be
abundant room for an increase in production. Lastly,
there is the operation of the Act of Congress of 23rd
April, 1918. The Director of the Mint is compelled
under the Pittman Act to replace the silver dollars
 with an equivalent amount of American silver to that
contained in the dollars that have been sold under
the Act. 'The Director of the Mint is algn required
to purchase at $1 per ounce all the silver offered, and
since it is only the surplus not required for coinage
or commercial purposes that will be offered, it is
unlikely that the Director will be able to complete
the purchases required by the Act for some years.
Senator Pittman is reported to have said regarding
the price of silver: “1 do not believe that it will
advance much above $1.25 for immediately the
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established parity of the silver dollars is threatened,
as it would be, if the price tended to go beyond $1.29,
the Government would again interfere and renew the
embargo on the export of silver. We may, therefore,
expect the price of silver to range somewhat between
the extreme limits of $1 and $1.29 for perhaps a
period of twenty years.” This, however, is a prophecy
and one cannot refute a prophecy. One can only
believe or disbelieve it.

(3) (Temporary) Inconvertibility of the Note Issue—
the Alternative to Stability
In view of the important position India holds as a

buyer in the silver market, it is sometimes suggested
that power should be taken by Government to declare

~ the inconvertibility of the note issue or at least the

inconvertibility of certain denominations of the notes,
Such inconvertibility would be only temporary. If
prices are so high that silver could not be purchased
and coined into rupees without raising its sterling
value, then it is said to be preferable to face incon-
vertibility and not to purchase silver for coinage.
Such a declaration, or the mere possession of the power
of declaring inconvertibility, would keep, it is alleged,
silver prices from soaring to levels which might make
stability of exchange out of the question. Thig
proposal merits careful consideration.

1t is usually held that an inconvertible note issue,
because of its tendency to depreciate, is an imperfect
and dangerous form of circulating medium. De-
preciation, however, is not a necessary consequence
of inconvertibility. “The whole charge for paper
money,”’ said Ricardo, “may be considered as
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seigniorage. Though it has no intrinsic value, yet by
limiting its quantity its value in exchange is as great
as an equal denomination of coin, or of bullion in that
coin. Tt is not necessary that paper money should be
_ payable in specie to secure its valae ; it is only neces-
 sary that its quantity should be regulated according
to the value of the metal which is declared to be the
standard.” It is, however, possible to count on the
fingers of one hand the cases of an inconvertible issue
that did not result in depreciation. The classic
instance is France in the War of 187071, when the
notes of the Bank of France were to all intents and
purposes inconvertible paper currency. A slight
 discount existed for a time only owing to the caution
of the Bank of France. No serious consequences
followed from this issue. The Government of India
could create a demand even for inconvertible paper,
and could concentrate the demand for this form of
paper so as to compel people to employ it as the only
alternative of going without a medium of exchange.
The issue, if on a most limited scale and under the
strictest of regulations, could be maintained. It
should in this case form only a small proportion of
the total circulation, leaving a large vacuum for rupees.
An inconvertible note issue is a special case of
monopoly value. On account of the fact that the
notes are legal tender and that banks and merchants
require legal tender for everyday purposes for loans
and till money a demand will be created.  Business
conditions,” one writer puts it, “ remaining unchanged,
the limit of possible issue without depreciation is the
number of units in circulation before the paper money
was issued, the saturation point of full weight and
full value coins. Because Governments generally

& el
%7\‘71[‘:“1?\“ y
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have not stopped at that pomt Tanar goney has ‘
_ depreciated.” o

Inconvertible notes usually by the operation of
Giresham’s Law displace metallic money, such as
rupees, which would tend to be driven into hoards,
or at any rate out of circulation. The notes would
ordinarily be thrown into circulation, people being
unwilling to keep them for any length of time through
fear of their possible depreciation. Monetary history
shows that both in France and in the United States
coins disappeared from circulation, especially when
the depreciation or discount on the notes was great.
In India the rupee and other forms of metallic currency
are deeply rooted, and there is the danger of incon-
vertible notes becoming either discredited or rela-
tively over-issued. By ‘ over-issued’ is meant
the issue beyond the point where prices remain the
same as under a specie regime. There is also the
‘difficulty of the reverse process of over-issue, some-
times far from easy, however partial may be the
inconvertibility, viz. the return to specie payments,
whether by a redemption of the paper at its face
value or at its market value. The greatest defect
of making notes temporarily inconvertible is certainly
their effect upon prices. Suppose a large amount of
Council drafts were sold in London and paid in India
not in notes and rupees but in inconvertible notes.
The Secretary of State would no longer be compelled
to regulate such sales in the light of rupee balances
in India and future purchases of silver. As a matter
of administrative practice the sales would oertamly
be limited. The Government of India would, in turn,
also no longer have to watch sedulously their rupee
balances. The results of an increase of inconvertible



8L

paper on prices, unle.ss most carefully memaged, are
~ not, very difficult to imagine: The mercantile com-
- munity and others exhilarated by rising prices demand
- more and more notes to meet the higher and higher
price level. All the consequences of such a rise
begin to appear, and are too well known to be set
out in detail. Creditors lose; debtors gain ; trade is
rendered uncertain and spccula,twe Not infrequently
‘men’s minds become unsettled, and the most ele-
mentary lessons on the nature and effects of money
bave to be retaught often in the teeth of the most
violent opposition. It becomes extremely difficult
to maintain the level of the paper at its declared
value in coin, and the only means of doing so is in
~ direct redemption in specie.

The main argument in favour of facing temporary
inconvertibility is that it would be an alternative
to ‘stability of exchange. Another argument is that
paper is a cheap medium and there is thus a qavmg
of many crores which would otherwise be spent in
buying silver at high prices. Assuming that the

~ notes will not be rejected, there is nothing to interfere
 with their fitting in to the gold exchange standard.
Notes will be paid out in India to meet Council drafts,
and notes will be received by Government in India
for gold bills on London. Before the printing press
is made to produce an inconvertible paper currency
it has to be decided whether on balance the purchase
of silver is really or supposedly impossible and
whether the possible rise in exchange is the less of
two evils. There are very real arguments against
the introduction of an inconvertible note issue, even
if it is only temporary and only for certain denomina-
~ tions of notes, in a country where ninety-four per cent
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of the population is still illiterate, where the people

~ have not become habituated to the use of paper to a
large extent, and where the rupee has for hundreds
of years been not only the chief circulative medium
but a, one may even say “the,”’ store of value. In
the history of the Government Paper Currency in
India there has on no occasion been an inconvertible
note issue. Custom and habit count for more in
India than in a western country, and with the popu-
lation constituted as it is any sigus of inconvertibility
may discredit the note issue. Notes will thus fall to
a discount, and the absence of metallic currency
affected by Gresham’s Law may cause not only
inconvenience but loss to the poorer classes. The
element of possible discredit must be carefully con-
gidered, but never to the exclusion of the quantity of
such notes which is the chief, if not the only, safe-
guard against depreciation. There is, as the orisis
of 1918 proved, always an army of rogues who will
take advantage of the ignorance of their fellows and
levy toll from those who desire metallic currency for
notes. There is also the danger of irredeemable
paper affecting (overnment’s financial prestige not
merely in India but in the international money market,
London. ' Financial prestige is a very delicate piece
of furniture, and we cannot attack the cobwebs on it
with a Turk’s-head mop.

There are not a few who hold that fixity of exchange
may be purchased at too high a price and should only
be entered upon in some great exigency of national
life. Among supporters of this wview is General
Francis Walker, who firmly believed that the issue
of inconvertible paper was never a sound measure of
finance, no matter how hedged in the proposals are,
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' no matter what the stress of the national ex1gen.cy
may be. _ ,

| 1b s o my mind,” he writes in a well-known chapter
on inconvertible paper in bis Political Economy, * the highest
" proof ever afforded of the supreme intellectual greatness of
. Napoleon, that during twenty years of continuous war, often
single-handed against half the powers of Burope, he never
‘was once driven to this desperate and delusive resort. I
hold any man to be something less than a statesman, in the
full sense of that word, who, under any stress of fiscal exigency,
supports or submits to a measure for the issue of paper money
not convertible at the instant, on demand, without conditions,
into coined money of its full denominative value. The
political arguments by which such measures are always
supported, on the outbreak of war, seem to me the veriest
trash, due half to ignorance and half to cowardice.”

To sum up. Inconvertibility of a more or less
permanent nature is altogether outside practical
‘politics in India. It would lead not only to great
currency difficulties but, as the Bengal Chamber of
Commerce points out, to ‘‘ grievous political unrest
and disturbance as to be also beyond the limits of
consideration.” As regards a temporary flirtation
with inconvertibility (quod avertat Deus), the view of
the Chamber is that the dangers to such a procedure
are great, but they would be prepared to face this
possibility of a resort temporarily to inconvertibility
rather than to see exchange fixed at so high a figure
‘as seriously to damage the export and industry of
India. To lessen the disastrous effects of temporary
inconvertibility they suggest (1) a great increase in
the metallic portion of the Paper Currency Reserve.
(They do not say how the silver is to be got to do this.)
“ Government could then announce that while, owing
to the high price of silver, it was temporarily impossible
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for them to encash all notes submitted, they still had
very large silver reserves and would continue to pay
the salaries of their small salaried staff in rupees,

would provide silver for payment of labour, would
receive payment in notes for land revenue and all
taxes, and as soon as possible would resume silver
payment in full.” We doubt the feasibility of this,
and the risks are greater than at first meet the eye ;
(2) an ample supply of R. 1 notes; and (3) large
stocks of nickel coins ready for issue. * If power so
to refuse were given to the Secretary of State (of
declamng 1noonvert1b111ty) to be used only when the
price of silver in the rupee rose and remained above
the exchange value, he would be enabled to stand
out of the silver market. The result would be a duel
between the silver producers and merchants on the
one side and India on the other; and in view of the
enormous share of the world’s silver supply which
India consumes, the issue would not, in the opinion
of the Chamber, be long in doubt.” Under certain
conditions Government could maintain temporarily,
without any great dramatic effect, an inconvertible
paper currency. This issue should form only a small
proportion of the total circulation. History, however,
shows that the first issue of a temporary inconvertible
paper currency has been made always reluctantly
and under solemn assurances that it would not be
increased. A new emergency arises, and the previous
pledges become, as Shakespeare would say, ‘‘ false
as dicers’ oaths.” The dangers in an illiterate country
like India are the rigk of an inconvertible note issue
being discredited in the mofussil,' the temptation to
issue notes beyond saturation point, perhaps even
1 Up-country, away from large towns.



G

CURRENCY SYSTEM IN WAR TIME 179

i
&
Wl ol

without adequate provision for an early redemption,
- and the consequent risk of a depreciated and de-
 preciatory paper currency. , ;

(4) Economy wn the Use of Gold

It is of interest to see on the one hand the steps
taken to economise gold, and on the other its use
m 1917 and 1918 to assist the overstrained rupee
balances. In fact, gold was at such a premium that
1t was driven out of circulation under Gresham’s Law

a8 soon as it made its appearance. It was hardly
currency at all but an emergency ration. Since June
1917 private imports of gold were acquired under the
Gold (Import) Ordinance, No. ITI, dated 29th June
1917, which was superseded by the Gold (Import)
Act XXII of 1917. The gold so acquired passed
_into the Paper Currency Reserve, an equivalent
amount of notes being issued to the importers from
whom it was obtained. By this means gold holdings
were greatly increased. On 31st March 1919 the gold
holdings had risen to £11,580,000 in the Indian
branch of the Paper Currency Reserve as compared
with £82,000 in the London branch. An analogous
transaction which also strengthened India’s gold hold-
ings was the arrangement arrived at in 1917-18
between the Home Government, J apan, and the
Government of India, under which the Government
of India were to receive part of the Bank of England’s
gold held in Bombay. This gold was gold from the
Indian mines and from South Africa, which, to avoid
the risk of submarines, had been assayed and ware-
housed in Bombay on the Bank’s behalf. The amount
received was placed in the Paper Currency Reserve,
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and an eqmvalent amount of notes issued to the
nominees of the Japanese Government. On the other
hand, Government were on certain occasions (e.g. in
1918 and 1919) forced to issue gold coin in the hope
- of relieving the strain on their silver balances. In
1918 what may be called the relief issue of sovereigns
amounted to about £5,000,000, the chief portion of
which was used in Northern India for the purchase of
wheat on behalf of the Royal Wheat Commission.
Another means of relieving the strain on silver was
the sale of a portion of the raw gold held in Bombay
on behalf of the Bank of England, the gold bullion
 taken over in India by Government being paid for
by sovereigns from the Reserve in London. Between
18th January and 26th April 1918 over £4,000,000 of
bullion was sold in this way. A third means of
relieving the strain on the silver balances was by the
coinage of gold. In view of the acquisitions under
the Gold Import Act, the question of a gold mint for
India was raised (not for the first or second time).
A considerable portion of the gold acquired was not
in the form of sovereigns but in foreign gold coin and
gold bars, and therefore not avallable for currency.

Before the establishment of a branch of the Royal
Mint, gold mohurs (ﬁfteen-rupee pieces) were coined
in 1918 as a war measure owing to the del&y in the
shipment to India of the dies for the sovereign coinage,
and to meet an emergency caused by the drain on
the silver balances. On 16th August 1918 a branch
of the Royal Mint commenced the coinage of sove-
reigns. It was established to assist in meeting the
demand for currency. These questions are dealt
with at greater length in the chapter on a gold cur-
rency and a gold mint, It is intended also to coin
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: unrefined as well as refined gold. Yet another means
of relieving the strain on rupees by gold was the
coinage of gold in Australia on behalf of the Govern-
‘ment of India. By Section 6 of Act XIX. of 1917
(the Indian Paper Currency Amendment Act), which
18 to continue until six months after the war, pro-
vision was made that part of the Currency Reserve
gold may be held in any part of His Majesty’s
Dominions or in transit therefrom, and notes issued
against such gold in India.

(6) The Growth of the Paper Curren(;y :

Next as to Paper Currency. As far as possible
the requirements of currency in circulation and in
bank reserves were met by notes. The total increase
of 58 per cent since in the active note circulation,
and the issue of small notes of R. 1 and R. 2/8 to the
extent of 12,35 lakhs,! are definite indications of the
gratifying progress made in this direction :

CirovraTion or Norns

" (In croves of rupees,)
/ /
"Notes held
! { in Govern- | Notes held’
March 81 | Gross Notes held Net ment in Pregi-#| Active
in each circula- | in Reserve | circula- | Treasuries | dency Bank | circulas
year. tlon. Treaguries. tion. | other than Head tion.
| } i Reserve Offices.

Treasuries.

TROLR 8l Wi 56 3 8 45
g . 69 13 56 3 6 47
1914 | 66 7 59 3 6 50
1905 62 6 56 3 9 44
19168 . 68 4 64 4 | 7 b3
i 440 86 4 82 3 12 67
1918 L 100 2 98 4 10 84
1919 il a8 3 160 4 12 134

1 At the close of March 1919,
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The gross circulation of one-rupee notes, Whlbh
were first issued on December 1, 1917, increased
from 33 lakhs on March 31, 1918 to 10,51 lakhs on
March 31, 1919. The R. 2/8 denomination was put
into circulation on January 2, 1918. The value
of these motes in circulation, which amounted to
R. 18 lakhs at the end of March 1918, reached R. 1,84
lakhs at the close of March 1919. The circulation
of small notes would have been more satisfactory, .
especially in the jute districts of Hastern Bengal,
had the notes been printed, if possible, on waterproof
paper. In India notes are very liable (especially in
Bengal with its vast rivers) to damage by water, and
- also to destruction by white ants and rats.

- The increase in the gross circulation of paper
currency in India at the end of December 1918, as
compared with the pre-war level, was 109 per cent.
. Omitting Russia, the home of Bolshevik finance, where
the paper currency has increased from £163,000,000
to £17,900,000,000, the growth in the following seven
countries—the United Kingdom, India, Canada,
United States of America, France, Japan, and Ger-
many-—is £3,409,000,000, or 323 per cent.

It is imperative in a country like India, where the
cheque is not likely to be a popular form of currency
up-country, to encourage the use of notes as a medium
of exchange. In 1918 the bulk of the jute crop was
financed for the first time by notes in place of rupees.
In 1918 the Bank of Bengal remitted to Dacca,
Naraingunge, and Chandpur in the busy season,
August to October, for the moving of the ]ute Crop,
R. 5,67 lakhs in notes and only 52 lakhs in rupees.
In the corresponding period of 1913, R. 6,78 lakhs
were remitted in rupees and only R. 2 lakhs ‘in notes.
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 Similarly the cotton crop was almost entirely financed
by notes. A further illustration of the extended use

of notes is given in Calcutta, where one of the largest

exchange banks in March 1914 received 867 per cent
of its total receipts in notes ; in March 1919 this had
risen to 96:27 per cent, leaving only a paltry 373
per cent in rupees. In the earlier part of the period
efforts were continued to popularise the note issue by
increasing its convertibility at treasuries. In 1918
these measures had to be, temporarily it is hoped,
‘suspended. The rapid extension of the paper cur-
rency, especially in the crisis of 1918, led (1) to an
increased demand for subsidiary coins, as the pheno-
menal absorption of small coin in 1918-19 on p. 57
shows ; and (2) to a graver consequence, the notes
changing hands in many places at a discount. This
latter question is a defect hardly removable except
by the renewal of encashment of the notes at every
treasury in India. This is, as the Finance Member
gaid in the Legislative Council in March 1919, “a
consummation devoutly to be wished for, but at
present somewhat distant. Happily, however, signs
are not wanting that the people, as personal experi-
ence tells them that notes are accepted by Govern-
ment at their face value, are acquiring greater
confidence in resisting improper attempts to exact
commission. It would be idle to pretend that paper
can ever be viewed by the ordinary villager with
the same assurance as metallic currency ; the whole
conditions of his life make that impossible ; but it is
legitimate to hope that, for the daily transactions of
the market, our paper currency will steadily grow in
popularity. Gratifying confirmation of this hope is
found in the unexpected readiness with which our
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new low value notes have been accepted by the‘

public.”
 In addition to the increase in the circulation of :
paper currency, we must add another of its charac-
teristics in war time. We refer to the process of
increasing the fiduciary portion of the Paper Currency
Reserve (sometimes known, especially with regard to
the investment of India Treasury bills, as the water-
ing of the currency), which has proceeded apace since
1917. It is a somewhat depressing indication of the
great financial needs of a world at war which requires
a huge creation of buying power. How far the invest-
ments in the Pa.per Currency Reserve were increased
will be seen in the following table (in £ millions
sterling) :

Paper CurrENcy REsprve INVESTMENTS AS ON MarcH 31

1914. | 1015, [ 1916. | 1917, | 1918. | 1919,
 Investments—
In rupee securities: *
(1) 3% per cent loan of 1842-43 , | b 5 5 il 5 5
(2) 3 per cent loan of 1896-97 . 1 1 1 1 1 1
(3) Indian Treasury bills i 4
Xotal (ndia) L vl 6 6 6 6 6 110
In sterling securities :
(1) 24 per cent Congols = . .| 3 3 3 3 2 ¥
(2) British Treasury bills i 4 123 1321 ok
Total (London) . . .11 3 3 70026 0 841160
Grand total . | 9 9 118 (32 |40 | 66

* Rupee figures converted at the rate of £1=R. 15.

The rise noticed as early as 1916 was due to the
internal currency position, which has given rise to
considerable anxiety owing to the persistent hoarding
of rupees, the disappearance of gold from circulation,
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‘and the continuous heavy military payments, as well
as large advances to cultivators in the tracts afflicted
with scarcity. Borrowing from the Paper Currency
Reserve in order to meet the expenses of the war is
never a wholesome exercise. It was a means of
producing currency by the printing press, and once
begun was very apt to continue. In India it has been
pursued on a relatively modest scale, as compared
with countries nearer to the scene of action, where the
material loss which fell upon the world in these four
years has been very great. Of all the forms of in-
creasing our currency investment that of purchasing
our own Treasury bills is the least desirable, and now
thati the tide has turned this method of making
additional currency will be discontinued. Some con-
traction will perhaps be possible. In 1918 India
Treasury bills were placed in the Reserve. This was
done by the Controller of Currency (who is also Head
Commissioner of Paper Currency) causing to be filled
in Treasury bills in favour of the Head Commissioner
of Paper Currency to the amount of the investment.
Notes to that amount were then issued. This re-
sulted in an increase in the circulation of notes and
in the invested portion of the Paper Currency Reserve.
There was simply an increase in the floating debt
of Government, notes being set free to the extent of
the paper cost of the Treasury bills. When British
Treasury bills were purchased by the Secretary of
State and placed in the London branch of the Paper
Currency Reserve, a corresponding increase in the
circulating medium of notes was, as we have seen,
made in India. | |
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(6) C'ownml Dmfts

In the first period, the period of uncertainty,
which ended in the autumn of 1915, reverse drafts
were sold in comparatively large quantities. In
191415 reverse drafts and transfers were sold to the
extent of £8,707,000, bills at 1s. 333d. per rupee,
transfers at 1s. 3}3d. and 1s. 83%d. In 1915-16,
£4,893,000 deferred transfers were sold at Is. 333d.
In 1918-19 reverse drafts were sold to the extent of
£5,315,000 at 1s. 655d. for bills and 1s. 534d. for
immediate telegraphic transfers.* With the revival
of trade and confidence in the latter part of 1915-16
the demand in London for Council drafts recom-
menced, The sales and average rate of exchange
were as follows :

1915-16, | 191617, |/ 1917-18, | 191819,

Sales of Council bills and tele-
graphio transfers (in crores

of rupees) . 30 49 51 29
Average rate of exchanoe
(pence per rupeey .. . | 16:087 | 16:148 16-532 | 17544

For those who wish to see at a glance the fixed rates
for these drafts when exchange was raised, a table has
been inserted on p. 306.

We sometimes hear that the Indian gold standard
has broken down because our foreign exchanges have
not kept to their pre-war limits. Such a statement
is both misleading and incorrect. The Cunliffe
Committee on “ Currency and Foreign Exchanges
after the War ”” deals with this point in regard to the
English gold standard. It will be observed that
‘ ! Hee Chuptef IXip. 271
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the fall in & number of the foreign exchanges below
the old export specie points which has taken place
 since the early part of 1915 is not by itself a proof
that the gold standard has broken down or ceased to
be effective. During the present war the depreda-
tions of enemy submarines, high freights, and the
refusal of the Government to extend state insurance
to gold cargoes have greatly increased the cost of
sending gold abroad. The actual export specie point
has, therefore, moved a long way from its old position.
In view of our enormous demands for imports, coupled
with the check on our exports due to the war, it was
natural that our exchanges with neutrals should move
towards the export specie point. Consequently, the
fall in the export specie point could by itself account
for a large fall in our exchange rates. Such a fall
must have taken place in the circumstances, even
though all the conditions of an effective gold standard
bad been fully maintained.” Mutatis mutandis the
game is true of the Indian standard. During this war
period there were (1) large exports of munitions of war,
(2) greatly curtailed imports, and (3) cataclysmic
changes in the movement and in the cost of remitting
treasure. The fulecrum of the whole system, the gold
. standard reserve, is undoubtedly strong, and the
standard is operating to-day in the way that it did
before the war. The machinery is the same. Only
the exchange value of the rupee has moved away
from 1s. 4d. to a higher level, because it was impossible
to turn out rupees at a loss, and to place a permanent
premium on the melting and export of rupees.

In very few other countries has sterling exchange
been regulated, certainly up to the autumn of 1917,
with such advantage to trade. If exchange had not
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been controlled, and if instead of being pegged it had

been left to find its own level under the normal laws
 of supply and demand, it would have soared to a much
~ higher level, and, what is particularly undesirable, it
would have fluctuated at frequent intervals. So far
from breaking down in the strain and stress of war
the Indian currency system has shown that it possesses
the two attributes of an ideal currency, security and
elasticity. Greater security, it is true, is still mostly
desirable, as the war has indicated, in regard to the
rupee reserves in India and the gold holdings abroad.
The elasticity of the system is seen in various ways.
It is also seen in the issue of notes. Since the out-
break of war, when the ear-marking of gold in London
was no longer possible as in pre-war days, notes have
been issued against British Treasury bills and also
against gold deposited (usually by Exchange Banks
or their agents) in Australia and elsewhere in the
Dominions. Increased facilities have been made for
the conversion of notes at district treasuries and at
certain branches of the Presidency Banks, and not
merely, as the law requires, at special currency centres.
Elasticity is also evident in the issue of funds, since
Government maintain a separate treasury system as
in the United States. The transfer of balances from
one part of the country to another for Government’s
own purposes or for banks or firms need not again be
described. These transfers are frequently on a large
scale, and Government, by their commanding position
in this respect and also in the sale of Council drafts .
drawn by the Secretary of State in Calcutta, Bombay,
and Madras, render very great assistance to trade in
the making of remittances. Lastly, the elasticity of
the currency system was improved during war time
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a8 a resulf of the large digsbursements that had to be
made in the money market. It was necessary to
‘avoid anything in the nature of an excessivestringency,
especmlly in the raising of loans. It was equally
' necessary to attempt the solution of an old question
—the holding of large balances by Government in the
‘busy season at a time when the demand for currency
is at its greatest. It was decided, therefore, to grant
temporary loans from these balances to the Presidency
Banks during the busy season. By granting loans
 through these central banking institutions these re-
sources were made available at times of stringency
in the most effective possible manner. The locking
up of funds in the Reserve treasuries was also reduced
to a minimum., The decrease in recent years in the
holdings in Reserve treasuries is very noticeable. The
balances of Government at the Presidency Banks
were kept much above, sometimes very much above,
previous standards. The policy was also further
extended by leaving the proceeds of public loans with
the banks until actually required. The chief problem
in the future will be to perfect this elasticity and to
make the system still more flexible to trade require-
ments. With a greater development of banking
habits this will be brought about. An improved
banking system possessing a network of branch banks
up and down the country-side--in which a Central or
State Bank or a Board like the Federal Reserve Board
of the United States would have a directing influence
—would no doubt lead to the management of the
treasury balances and the paper currency by such a
bank with still greater elasticity to the currency
system.

; [
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IV "
SUMMARY—1914 TO 1919

Among the lessons that we have learnt and are
learning as a result of the experience gained during
the war, the most fruitful on after-war currency policy
are (1) the value of liquid gold in reserves; (2) the
importance of imports of treasure, especially gold, in
the liquidation of the balance of trade in favour of
India ; and (3) the necessity of large rupee balances
ready to meet abnormal strain. The first period
repeated the lesson of the exchange crisis of 1907-8,
the necessity of adequate and liquid reserves of gold
to prevent a weakening of exchange. The second
period gave birth to new ideas on the high importance
_ of silver in the Indian currency system, and also to a
condition of things that the Chamberlain Commission
~did not envisage. In paragraph 79 of their Report
the Commission said, with reference to the Gold
~ Standard Reserve, that it is ‘ only to provide a reserve
sufficient to convert into sterling such amount of
rupees as may at any moment seek export ; in other
words, such amount as the owners require to exchange
for sterling in order to ettle debts due in sterling.”
It was not always realised before the war that the
excess of exports over imports of commodities was
liquidated to the extent of 46 per cent by the import
of treasure on private account (i.e. excluding trans-
actions which do not enter into the balance of trade),
and of this 37 per cent was in gold. It was the
reduction in this percentage of treasure to 2 per cent
in 1916-17, 25 per cent in 1917-18, and 0'1 per cent
in 1918-19that drew public attention to this important
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fact. It inevitably produced a strain on rupee
_balances, and this forced Government to purchase .
silver to keep up its balance to a working minimum.
The excess of exports over imports of commodities
- was liquidated to the extent of 50 per cent by the
import of treasure (excluding transactions not enter-
ing into the balance of trade), both on private and on
Grovernment account in the five pre-war years. In
1916-17 this percentage was 25 ; in 191718, 50, and
in 1918-19, 75 It was Bagehot who said that “ one
of the greatest pains is the pain of a new idea.” India
cannot be denied a share of the world’s gold without
_grave consequences to her rupee exchange, and hence
_to her commerce and industry. The legislation of
April 23, 1918, in America, the most important
legislation of its kind in any country for over a quarter
of a century, was indeed a crowning mercy. It is
unlikely that a similar stroke of good fortune will
again present itself to enable the Finance Depart-
ment of the Government of India to shovel out
rupees with such persistency and skill as in 1918-19.
More education and better education to remove the
appalling illiteracy, and therefore distrust, will take
time, but it is one of the many of our Indian problems
that is so well worth the doing.

Silver, it seems, will always try to habilitate itself
in India, especially if gold is hoarded in the reserves
of other countries. We can economise by a careful
use of convertible notes and by an extended use of
nickel, perhaps also of German silver, for subsidiary
coinage, such as four- and eight-, perhaps even
twelve-, anna pieces. But subsidiary coinage is small

1 These percentages, which are high compared with those on private
account, are due to the large imports of gilver by Government.
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Sin cornpamson Wlth rupee coinage. The one-anna |
. nickel plece introduced in 1907 and the two-anna nickel
| pisce In 1918 have, as we have seen, proved to. beg :
popular.
Signs of improvement have dawned in fhe ﬁnancml !

sky in 1919, but the refurbishing of our currency

armoury and the removal of the cobwebs were not
to be delayed. That the Indian Currency Committee
have set out to do in very difficult circumstances, and
it will call for the exercise of the greatest gkill and
' ingenuity.



CHAPTER IV

INDIAN CURRENCY IN THE NINETEENTH CENTURY

I
Tar Four CurrENcY PrrIiODS

TreRE is an almost Euclidian precision about the
main events in Indian currency during the nineteenth
century, We have, therefore, no reason, since the
main events stand out in great clearness, to be repelled
by the details which are to be found, one might even
say in bales, in the archives of Government. With
a little of the art of selection one can pick out from
these papers the facts which will tell most. The
century divides itself conveniently into four periods.
There is in the first place the period up to the passing
~ of Act XVII. of 1835, the year in which one uniform
silver rupee was declared to be the standard coin
for the whole of British India. The second period
comprises nearly forty years following the passing of
the Act of 1835. It extends up to the Resolution
by the Government  of India, dated May 7, 1874.

This was the period in avhich efforts were made to
introduce a gold currency, and proposals for a gold
standard were put forward in more than one quarter.

The third period extends from 1874 to 1893. It was
93

LS
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‘the period of a falling and unsta,ble ‘exchange with
all its attendant woes. This was, too, the period of
agitation for currency reform. The fourth and last
‘period, from 1893 to 1900, saw the closing of the
Mints to the free coinage of silver and the switching
on of India to the gold standard, the standard in
vogue in all the chief countries of the world except
China. In these seven eventful years, eventful from
a financial and currency point of view, there were
 two Committees on Indian Currency—the Herschell
Committee which reported in May 1893, and the
Fowler Committee which submitted its valuable
report in July 1899. ‘

1
Tae Fmst PerIoD (TO 1835)

In the first of these four periods there are very
many events of interest to the numismatist, but of
much less importance to the student of currency.
We must, therefore, be studiously careful not to be
‘beguiled into looking at the trees in place of the
wood. Our sources are entirely official despatches,
regulations, House of Commons papers, and the work
of a very remarkable man, James Prinsep, F.R.S,,
whose  Useful tables illustrative of the coins,
weights, and measures of British India * is almost the
locus classicus of this period. Prinsep?® (1799-1840)
arrived in Calcutta in 1819 as Assistant Assay Master.
at the Calcutta Mint. In 1832 he succeeded Dr.
Wilson (afterwards Boden professor of Sanskrit in
Oxford) as Assay Master and Secretary to the Mint

1 The famous Prinsep’s Ghat (or landing-place), Calcutta, on the lefb
bank of the Hooghly is a memorial to him.
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- Committee, Calcutta. He was, his biographer tells
us, the author of the reform of a uniform coinage,
under which the Company’s rupee was substituted
_in 1835 for the various coinages then existing. This
. measure was, as we shall see, successful, and by the
_ coinage of fifty million pieces in one year, the old
sicca ! currency of Bengal proper was entirely replaced.
The main feature of this period is that the system
. of currency was gradually improved and unified for
the whole of British India. The currency system
was based upon that of the Mogul Empire. By the
end of the eighteenth century there were so much
inconvenience and loss from the circulation of so
many denominations of gold and silver coins of
different values in different districts ? that the Court
of Directors desired the adoption of one general
system for the whole of the Company’s possessions
in Asia, This was forcibly brought out in a Despatch
from the Court of Directors to the Madras Govern-
ment dated April 25, 1806. This Despatch resulted
in a prolonged discussion with that Government as
to the standard coins, and at length in 1818 a pro-
clamation was issued at Madras declaring that the
silver rupee was, in future, to constitute the standard
coin of the Presidency and was to contain 165 grains
of pure silver and 15 graing of alloy. In the Despatch
of 1806 the Directors considered that ‘‘ the money
or coin which is to be the principal measure of
property ought to be of one metal only,” and they
' 1 From the Arabic silka, & coining die; 116 current rupees (chaldni)
were equal to 100 sicea rupedy, or 106§ Company’s rupees. . In the bompany s
reports to Parliament accounts were usually in ‘ current rupees,” which
were converted into sterling at the rate of 2s.
* Seotion 14 of Bengal Regulation XXXV, of 1793 gives twenty-seven

varieties of rupees * current in the several districts * to which the Regula-
tion was to apply.
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4d no doubt that in India such coin must be of silver.
The standard weight of the coin, they considered :

~ should be 180 grains, of which 165 grains or iths ‘
should be fine silver, and 15 grains or Ysth alloy of i

copper.

Although we are fully satisfied of the propriety of the
silver rupee being the principal measure of value and the
money of account, yet we are by no means desirous of check-
ing the circulation of gold, but of esbabhshmg a gold coin on
a principle fitted for general use. This coin, in our opinion,
should be called a gold rupee, and be made of the same
gtandard as the silver rupee, viz. 180 troy grains gross weight,
and 165 troy grains fine gold, also divided into halves and

quarters, that the coins of both gold and silver should be of

the same denomination, weight, and fineness.

In the proclamation of 1818 the public accounts of
Madras were to be converted from the star pagoda
into the Madras rupee, at the exchange of 350 rupees
for 100 pagodas. The coinage of the pagoda was
discontinued, “ but, for the convenience of the public
a coinage of gold rupees will be issued, and will be
paid and received by all public officers, at such rate
as may be determined by the proclamation of Govern-
ment. The present rate, until altered by proclama-
tion, will be that of one gold rupee for 15 silver
 rupees.” In 1829 the currency of Bombay was
equalised with that of Madras, by the adoption of
the 180 grain rupee and mohur (gold rupee). Pre-
vious to the Madras Government proclamation of
January 7, 1818 the standard coin of Madras
was the gold star pagoda of 5256 grains, 193
carats fine, while in other parts of India the coin in
most common use was the rupee. In the words
of the Bengal Regulation XXXV, of 1793, silver

4
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was the genera] ‘measure of value throughout the
‘ country
‘ Aocordmg to Pmnsep, the unit of the old Hlndu
system of coinage was gold, 60 or 120 grains weight
showing a connection with the Greek drachma and
_didrachma of gold; and Mohammedan rule never
having gained complete ascendency in Southern
India, the Mogul system of coinage of Northern India,
with its characterlsblc coins, the rupee and mohur,
~ was not in common use.

i1 The sllver rupee was introduced, according to Abw’l-fazl,
by Sher Shah, who usurped the throne of Delhi from Huméayun

in the year 1542, Previous to his time, the Arabic dirham

(silver drachma), the gold dinir (denarius auri), and the
copper fallis (follis) formed the currency of the Moghul

dominions. . . . We may assume the original weight of the

rupee from Abw'l-fazl’s statement to have boen eleven and =

quarter mashag. 1

Thus the rupee has been in existence for 380 years.
. ' The first English rupee was coined nearly 250 years
ago in Bombay,? but it was not till 1758, when
British rule was established, that British _Tupee
coinage was seriously undertaken. In Mogul times
the emperors up to the time of Mohammed Shah
coined rupees of 175 grains pure. Gold was allowed
to be coined on]y in Agra, Ahmedabad, Kabul, and
in Bengal, while in ten other places silver mlght be
coined, including Allahabad, Surat, Delhi, Patna,
Lahore, Multan, Tanda, and Kashmir. In twenty-
Y Prinsep’s Tables, p. 19 (1858 edition). If the rupiya (or silver piece)
was 111 mashas, and if the Delhi roasha is 1556 grains, this coin was 17825
. graing of what was considered pure silver. Chalmers (Colonial Currency,
P. 886) is not quite correct in giving the weight as 176 grains.
.} The Queen Elizabeth * porteullis. pieces of eight” were coined in
1600 for import into and cireulation in India. ‘‘ The rupee of Bombaim ™

of 1677 weighed 1678 grains.
H
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elght minor towns in addition to the former, copper

i comage could be undertaken. |

. 'But to return from this dlgre%smn In 1833 a
b Regulatmn (No. VII. of 1838) in which the hand of
Prinsep is clearly evident was published. The pre-
amble shows how uniformity was steadlly being
attained. It runs thus:

By a Resolution of the Governor-General in Council,
‘dated the 10th of September 1824, the Furruckabad rupee
was ordered to be coined of 180 grains, 166 fine and 15 alloy,
and was declared the legal currency of the Saugor and Ner-
budda territories. It is considered expedient to adopt this
weight and standard for the Furruckabad rupee at the
Caleutta as well as at the Saugor mint, instead of that described
in Section V. Regulation X1. 1819, from which it differs very
glightly, and to make the Furruckabad currency correspond
in weight and intrinsic value with the new currency of the
Madras and Bombay Presidencies. It is likewise convenient
to make a trifling alteration in the weight of the Calcutta sicca
4| rapee, as prescmbcd by Clause 1, Section I. Regulation XIV.
1818, It is further convenient to introduce the weight of
the Furruckabad rupee as the unit of a general system of
weights for Government transactions throughout India under
the native and well-known denomination of the tola.

The tola was made equal to 180 grains troy.
The weight and standard of the sicca and Furrucka-

bad rupees were as follows : .
Welght Fine Alloy

graing. graing, graing.
Caleutta sicoa rupee . 192 176 16
Furruckabad tupee | . 180 166 15

and their fractions in proportion, being {4ths pure
and th alloy.

From an examination of the Calcutta Mint Com-
mittee’s Proceedings, 1833-1835, we find that the
first proposal for a uniform coinage of rupees emanated
from Prinsep in a letter dated April 12, 1833. The
-
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“ q._(}overnor-General in (‘ounul approved the proposals |

I to make (1) the Furruckabad rupee struck at the

~ Calcutta Mint 180 grains troy instead of 180234 as
provided by Regulation XI. of 1819, and (2) the
Caleutta sicca rupee 192 grains instead of 191'916

~ as provided by Regulation XIV. 1818 (Sectién I.).

Regulation No. VIIL. was accordmgly issued in 1833.
~ Steps continued to be taken to improve and to unify
the rupee. In the Mint Proceedings of December
1834 a letter dated December 25 and signed by
‘ Slr H. Thoby Prinsep runs thus : ‘

‘ The Right Hon’ble the Governor-General of India in
Council is prepared to take immediate steps . . . to confine
the coinage to rupees of 180 grains of the staandald current
in the Madras, Bombay, and Agra Presidencies and in the
new temtory of the Bengal Presidency in discontinuance
of the issue of Calcutta sicca rupees of the 19th Sun of Shah
Alum.? Tt will be necessary for the Mint Committee to make
preparation for this 1mporta.nt change, and His Lordship in
Council will expect to receive any suggestion on the subject
that the Committee may think it necessary or proper to
oﬂer

On. May 27, 1835, a Resolution of the Finance
Department was published to the effect that It has
 been determined by the Governor-General in Council
to establish one uniform rupee corresponding in
~ value, weight, and standard with the present Fur-
- ruckabad, Madras, and Bombay rupees, but of new
device, and to declare and make the same current
in all the presidencies and possessions of the British
Nation in India.”? The following Act (Act XVII.)

! These were ““ 19 Sin Sikkah ” because struck in the nineteenth year
. of Shah Alam, the last of the Moguls. San or Sun is a year. Like Samvat

it is also applied to the years of an era as above. |

? Quoted in the June Proceedings (1835) of the Caleutta Mint Committee.
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was passed on August 17, 1835, and came mto
foree. with effect from September 1 of that year :

1. That from the first day of September 1835, the under-
‘mentioned silver coins only shall be coined at the mints
. within the territories of the Fast India Company-—a rupee,
to be determined by the Company’s rupee—a half-rupee—
a quarter-rupee—and a double rupee, and the weight of the
said rupee shall be 180 grains troy, and the standard shall be
a8 follows :

¥ 3’ or 165 gra.ms of pure silver,

+5 or 15 grains of alloy,
and the other coins shall be of proportionate weight and of
the same standard.

IV. That the said rupee shall be received as equivalent
to the Bombay, Madras, Furruckabad, and Sonat rupees, and
to fifteen-sixteenths of the Calcutta sicca rupee.

V. That the Company’s quarter-rupee shall be a legal
tender only in payment of the fraction of a rupee.

VII. That the under-mentioned gold coins only shall
henceforth be coined at the mints within the territories of
the East India Company. [The coins were the gold mohur
or R. 15 piece of the weight of 180 grains troy }iths
fine, a five-, ten-, and thirty-rupee piece, and these three
coins were to be of the same standard as the gold mohur.]

IX. That no gold coin shall henceforth be a legal tender
of payment in any of the territories of the East India
Company.

From the passing of this Act to the present time
the weight and fineness of the rupee has remained
unchanged. This Act also made this rupee the sole
standard of value throughout British India. It is
from this year, too, that complete returns of the
imports, exports, and coinage are available.
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‘ I
- Tue SecoNp Periop (1835-1874)

~ The second of the four periods covers nearly forty
years. By Section IX. of Act XVII. of 1835 no gold
was henceforth to be legal tender in the Company’s
territories in India. From time to timé, however,
efforts were made to introduce gold into circulation.
By a proclamation issued on January 13, 1841,
treastiry officers were authorised freely to receive
gold coins struck in accordance with the Act of 1835
at the rates indicated by the denomination of the
pieces until these should have exceeded the limits
of lightness prescribed in that proclamation. Gold
coins were thus accepted in payment of public dues,
but they were not popular. Indeed in 1847 we are
. told that gold formed ‘ no part of currency.” With
the influx of gold, consequent on the Californian
and Australian gold discoveries, the value of gold
relative to silver began to dechne. In a Finance
Department notification dated December 22, 1852,
the proclamation of 1841, so far as it authorised the
receipt of gold coins into the public treasuries, was
cancelled with effect from January 1, 1853, and gold
was no longer received in settlement of Government
dues at the treasuries. Gold continued to be re-
ceived at the Mints for coinage under the Act of 1835,
but Mint certificates for gold coins were discharged
“in gold only, and no certificate for gold was accepted
in payments to Government. The main fact that
emerges from a study of these official pronouncements
following 1852, espécially those of the ’sixties, is that
gold did not depreciate in the way that was antici-
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pated. Attempts, therefore, were made from 1859
until the end of thls period to extend the use of gold
coins. ‘
. In 1859 a Financial Member of Council was for
‘the first time appointed, an event which is of great
. importance in the history of this period. For the
first time the nettle of currency and finance was
grappled. Before this the financial work of Govern-
ment had been done by the Governor-General and his
Council collectively, and prior to Lord Canning’s
viceroyalty there was little or no distribution of .
business among the members. The disordered state
- of the finances after the military and political con-
vulsion of the period rendered it essential that an
expert should be appointed upon whom would de-
volve the charge of the finances, the Governor-General
retaining his supreme control, the other Members of
Council remaining generally responsible for finance
as for all other branches of administration. It was
decided to obtain a financier from England. The
choice fell on the Right Hon. James Wilson, a dis-
tinguished Scotch economist, who had formerly been
Under-Secretary of State to the Board of Control
for India, then Financial Secretary to the Treasury,
and at the time of his appointment Vice-President
of the Board of Trade. As Bagehot, then editor of -
the Economaust and Wilson’s son-in-law (for ‘e married
the eldest of Wilson’s six daughters), Wroﬁe

There was a general impression that some one with an
English training and English habits of business would have
a better chance of overcoming the most pressing difficulty
of India than any one on the spot. And there was.an equally
* general impression that if any one were to be sent from
_ England to India with such an object, Mr. Wilson was the
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| nght person. He united high financial reputation, consider-
_able knowledge of India acquired at the Board of Conttol,
tried habits of business, and long experience at the English
Treasury, to the sagacious readiness in dealing with new
ksltuatlons which self-made men commonly have, but which
is commonly wanting in others. On personal grounds Mr.
Wilson was disinclined to accept the office.*

. An oak, it is said, should not be transplanted at
fifty, but this did not apply to Wilson, who, when
he arrived in Calcutta at the end of November 1859,
was fifty-four. He was gifted with an abundant
stock of freshness and variety. According to the
late Lord Welby, Wilson was not only greatly in-
terested in currency questions, taking the side opposed
to Peel, Overstone, and Sir Charles Wood, but was
also perhaps the most vigorous and efficient Financial
Secretary which the Treasury ever had, superior even
to Huskisson as an administrator. In the short
space of eight eventful months in India (for Wilson
died in Calcutta from dysentery in August 1860) he
‘made an extended tour from Calcutta to Lahore and
back, which much impressed on him the undeveloped
regources of the country. In regard to currency he
introduced a (overnment paper currency scheme
which, with modifications, became law in the regime
of his successor. He also examined the question
of a gold currency. In a despatch dated May 26,
1860, Sir Charles Wood approved of the general pro-
posal to introduce a paper currency, and, ‘ without
entering into the reasons contained in Mr. Wilson’s
minute,” said that Her Majesty’s Government concur
that it is not ‘‘ advisable at present to take measures

1 Memoir of the Right Hon. James Wilson (Supplement to the Economist,
1860y,
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- for introducing a gold currency into India, as they
‘believe that the wants of the community will be better
- met by means of a paper currency.” The details
of Wilson’s scheme for a paper currency must be
postponed to a subsequent chapter. For the first
time in India the budget introduced in the Legisla-
_ tive Council in February 1860 was framed on the
English model. A system for an effective audit was
- also begun. He brought forward a scheme of new
taxation, including an income tax, that was success-
fully carried into effect. Wilson stimulated the work
of the Military Finance Commission over the entire
range of army expenditure, secured the appointment
of a Commission to review the numerous branches
of civil expenditure, and made arrangements for re-
organising the police throughout India. He checked
extravagance, but saw that a wise economy could
be attained only in combination with efficiency. In
the words of his immediate successor, Mr. Laing;
“a Government to be well served and generally
respected must never do a sharp, mean, or illiberal
act, for depend upon it the paltry saving of to-day
will come back with tenfold expense and a hundred-
fold discredit on the morrow.” The other Finance
Members of this period—DMr. Laing (1861-1862), Sir
Charles Trevelyan (1863-1865), Mr. Massey (1865—
1868), and Sir Richard Temple (1868-1874)—continued
the policy of financial reconstruction which Wilson
had begun with such verve, vigour, and life—and, one

might even add, enjoyment.

With the exception of Mr. Wilson every Finance
Minister during this period supported a gold currency.
In 1864 the Chambers of Commerce of Calcutta,
Madras, and Bombay, the Bombay Association
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1rapfesentmg the Indian mercantile. commumty, and
the Indian merchants and bankers of Calcutta
memorialised the Government of India for a gold
currency. There was general agreement that a gold
currency should be introduced. A perusal of the
correspondence will show that the arguments for its
introduction were not convincing. Nor was there
put forward any very definite method as to how
such a currency might be introduced. The Bengal
Chamber in its memorial counselled caution as they
were “ opposed to any sudden change being at-
tempted, fearing that any such attempt would prove
unsuccessful, and be likely to cause great derange-
ment in the commerce and finance of India, and
probably also in the money markets of Europe, if
a large quantity of gold were suddenly required to
carry out such a change.”” Sir Charles Trevelyan,! the
Finance Member of Council, proposed in an elaborate
‘minute, dated June 20, 1864, that °sovereigns
and half-sovereigns, according to the British and
Australian standard, }iths fine and £3:17:10}
an ounce, coined at any properly authorised Roya,l
Mint in England, Australia, or India, should be
declared legal tender in India at the rate of one
sovereign for 10 rupees; and that the Indian Mints
should be open to the receipt of gold bullion on the
above-mentioned terms to be redelivered in coin
at a charge merely sufficient to cover the cost of

! Sir Charles Trevelyan (1807-1886), Governor of Madras, was recalled
to England after a year of office in February 1860, on account of the publica-
tion of his views against Wilson’s taxation proposals. He succeeded
Laing in 1863 as Finance Member, returning to England in 1865. @ He
married in 1834 Lord Macaulay’s sister when Macaulay was a member of
the Supreme Council and one of his greatest friends, He was Deputy‘
Secretary in the Political Department of the Government of India in 1831,
and for nmet.een years (from 1840) Assistant Secretary to the Treasury.
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manufacture, which is much below the present charge
of 1 per cent. The Mint charge on silver should be

maintained at the existing rate of 2 per cent. The
Government currency notes would be payable either
In rupees, or in sovereigns at the rate of 10 rupees.
No bullion, either in gold or silver, should be received
in exchange for notes.” After the proposals had been
placed before the then Secretary of State (Six Charles
Wood), it was decided not to make sovereigns or half-
sovereigns legal tender. It was, however, notified
by the Government of India in the Finance Depart-
ment in November 1864 that “sovereigns and half-
sovereigns coined at any authorised Royal Mint in
England or Australia of current weight, shall, until
turther notice, be received in all the Treasuries of
British India and its dependencies in payment of sums
due to the Government, as the equivalent of 10 and
5 rupees respectively; and that such sovereigns
and half-sovereigns shall, whenever available at any
Government Treasury, be paid at the same rates to
any person willing to receive them in payment of
claims against the Government.” A notification of
the same date authorised the issue of notes in ex-
change for sovereigns or half-sovereigns at these rates
to an extent not exceeding one-fourth of the total
amount of issues represented by coin, or by coin
and bullion in each circle. In March 1865 the Bank
of Bengal addressed the Government of India regard-
ing the practical Working of these notifications,
pointing out that sovereigns would neither be held
in large quantities nor enter into general circulation
so long as an uncertain value attaches to them.
“ With the experience of the past three months
before them, the Directors ” thought that ¢ the time
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has come when sovereigns and half- -sovereigns of full
weight may, with safety and advantage, be declared
legal tender at the respective rates of 10 and 5
‘tupees ; and that the introduction of the sovereigns
into the currency of India will be generally welcomed
as a great public boon.” The Secretary of State
(Sir Charles Wood), in replymg in May 1865 to the
Government of India, who forwarded the letter, did
‘not believe that the time had arrived for taking any
further steps. This year, it will be remembered,

marked the signing of the first Latin Union Treaty
when France, Belgium, Italy, and Switzerland agreed
 to a uniform and mterohangeable coinage of gold
and silver, all the gold coins and the silver 5-franc

pieces being made legal tender in the states of the
Union. There was, in other words, a considerable
movement in currency matters in regard to which
 India could not be a disinterested spectator, especially
in the following period (1874-1893), when the vagaries
of silver were very marked.

' The Bengal Chamber at the beginning of 1866 -
‘again urged the adoption of a gold currency. The
Government of India decided to appoint a Com-
mission under the presidency of Lieutenant-General
Sir William Mansfield to report upon the operation of
the Paper Currency Act, and any arrangements for
rendering it more effective, and *‘ upon any extension
~ of the monetary system which the increasing commerce
and prosperity of the country may seem to require.’

. Mr. Massey, the Financial Member of Council, con-
sidered ‘‘ that the Commission may desire to pursue
their inquiry into the expediency of giving a further
development to the experiment which has been
partially tried of introducing gold as part of the
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circulating medium ; that nothing short of the recog-
nition of the sovereign, or some other denomination
of gold coin, as a legal tender, will suffice; and
secondly, that the result of this recognition must be
sooner or later the establishment of the more precious
metal as the ruling standard.” The Commission
reported in October 1866 ‘ that gold coins of 15, 10,
and 5 rupees respectively would find more favour in
the eyes of the people than notes of like value ; that
the introduction of gold would facilitate the establish-
ment of the currency notes, outlying treasuries being
assisted by such a measure towards the convertibility
of the notes ; and that the opinion is general, almost
unanimous, that the currency should consist of gold,
gilver, and paper. With such evidence of the general
wish of the country before them the Commission
cannot hesitate to express a hope that the Government
of India will persevere in the policy which was recom-
. mended for the approval of the Secretary of State two
years ago, viz., to cause a legal tender of gold to be
a part of the currency arrangements of India, that
which is believed to have been erroneous in the original
proposal being modified so that the rupee price of
the sovereign would be correctly adjusted. The
fact is clearly shown that the real par of the sovereign
is somewhat above 10 rupees. If this be admitted,
and the evidence is such that no doubt can be enter-
tained with regard to the fact, the Commission may
perhaps be excused for believing that the Government
of India had not the advantage of exact information
when it adopted the views imparted to the Secretary
of State in 1864.” ‘ ‘

It is important to note that in the following
year (1867) the first of the four great conferences on
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‘currency problems, known as International Monetary

 Conferences, par excellence, was held in Paris between

the representatives of eighteen of the principal

countries of Europe and the United States. There
~ were few indications of the absorhing topics of the
subsequent conferences, viz., the future of silver and
bimetallism. At thisfconference gold was declared
to be the only standard suited to international money,
and a single gold standard, with the consequent *
scramble for gold, now received almost official recog-
nition. A scarcity of gold was anticipated by the
Conference, and a resolution was adopted that *in
countries that have had the silver standard up to this
time, as well as in those of the double standard, the
relation between the value of gold and silver should
not be established at a rate too low to permit the
serious introduction of gold.”” These facts are mgmﬁ~
cant, and their importance will be evident in the
difficulties that India had to meet in the third period
of her currency history..

On the retirement of Mr. Massey in 1868, Sir
Richard Temple was appointed. Unlike Mr. Massey
he possessed abundant energy and, on assuming charge
in April 1868, proceeded to examine currency questions
with great zeal and assiduity. In a minute dated
June 1868, he showed that the Notification issued in
November 1864 to encourage the circulation of the
sovereign had remained moperatlve ten rupees not
being sufficient to attract sovereigns, as the rate was
somewhat below the average market value of the
sovereign. This view, Sir Richard Temple said, was
further enforced in the Mansfield Currency Com-
misgion’s report, and 1t was desirable to consider the
question of raising the rate somewhat above ten
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In October 1868, therefore, a no’mﬁcatlon
 was issued modifying that of November 1864, so that
the rate for receipt of sovereigns and half-sovereigns
at public treasuries was raised from R.10and R. 5
to R. 10-8 and R. 5-4 respectively. The gold pieces -
in Section 7 of Act XVIL. of 1835, quoted above, were
also henceforth to be received a.ocording to the values
stated in that Act, é.e. at the rate of 15 rupees to the
mohur. ‘
In 1870 previous leglslatlon on coinage was con-
solidated and amended, and passed into law as the .
Indian Coinage Act, No. XXIIL. of 1870. ‘
The two chief currency events during the last four
years of this period were (1) the fall in the gold value
of the rupee, and (2) further efforts to introduce gold
into circulation. In 1870-71 the gold price of silver
and the Indian exchange on London fell steadily.
This resulted in serious disturbances to Indian trade,
and by 1873 we see the beginning of an agitation that
lasted until the closing of the Mints to the free coinage
of silver. In 1872 Sir Richard Temple laid before the
(Government of India a comprehensive memorandum,
together with .;Lppendxceﬁ on the subject of a gold
currency. His views were briefly that a gold currency
was wanted in India ; that a gold coinage (represent-
ing 15, 10, and 5 rupees) was already in existence,
but these coins were not legal tender ; that Govern-
ment should decide that a legal tender gold currency
was required ; that a Commission should be appointed
in order to ascertain definitely what should be the
rating or the relative value of gold and silver ; that
in the meantime certain subsidiary measures should
be taken in order to attract gold in greater quantities
to thp treasury in India. The Finance Member for-
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j‘;“ ~ warded a series of notes by Mr. (. Dickson, Secretary
 to the Bank of Bengal, who recommended (1) the

receipt of Hnglish and Australian sovereigns into all
the G‘-ovemment treasuries of India, without restriction,
and whether tendered in payment of Government dues
or in exchange for silver ; (2) in conformity with the
provisions of the Currency Act the issue of currency
 notes should be similarly authorised in exchange for
gold bullion tendered at the Mint for coinage into
Indian gold sovereigns at the rate of 10 rupees for
120 grains of gold of standard fineness, less seigniorage.
Itis interesting to note how these proposals anticipated
later events. We shall have again to refer to Mr.
' Dickson in connection with his memorandum of 1867
on a proposal to amalgamate the three Premdency ‘
Banks. Mr. Dickson, it may be mentioned, was in
the service of the Bank of Bengal from February 1860
until his resignationin September 1872, and his services
. as a non-official adviser in financial affairs in this
period were unmistakably great. Before joining the
service of the Bank of Bengal he was Secretary and
Inspector of the  Caledonian Banking Company,
Inverness, where his practical ideas on currency and
banking were obtained. In July 1878 Sir Richard
Temple again put forward his views in a memorandum,
but the Council of the Governor-General was not
_ unanimous, as there were some who deprecated any

immediate steps being taken by Government. The
upshot finally was that on May 7, 1874, the

Government of India issued a Resolution Whlch
. clearly defined their attitude. It ran as follows:
. “ The expediency of introducing a gold currency
_having been considered, the Governor- General in
- Council is not at present prepared to take any
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step for the recogmtlon of gold as a legal standard
of value in India.”

This closes the second of the four periods into
which the currency history of the nineteenth century
divides itself. From 1859 it was a period of financial
reconstruction begun by the great Wilson and carried
on by his worthy suceessors. It is sometimes difficult
to realise how chaotic was Indian finance after the
convulgion of 1857. We have, however, only to turn
to the official papers of the period. In his first speech
to the Legislative Council, February 18, 1860, for
example, the Finance Member incidentally remarked :
“ Very recently it was discovered that, in furnishing
the accounts from Bombay of the military expenditure,
an error had been made of nearly £600,000, and in
those from Madras an unexpected increase in the
Commissariat Department took place to the extent
of £300,000. In the Public Works Department also
an unexpected increagse of a considerable amount has
taken place. Then again, the September account was
furnished without any reference to Railway advances
for interest on the one hand, or receipts from traffic
on the other, which makes a difference of £833,300.”
It is unnecessary to give other examples. But one
thing ig certain, and it is this: that India owes an
incalculable debt of gratitude to this Scotsman whose
inexhaustible vigour, marvellous memory, and re-
markably even judgement were invaluable in this
financially critical period. Like Bagehot and the late
Sir Inglis Palgrave he knew his Adam Smith through
and through, and he approached the whole subject of
economics, especially that part of it, finance, from the
practical and realistic standpoint. In his minutes
and in his speeches the influence of the teaching of

fitk



. Adam Smith is clearly discernible, and he does not
. fail to quote him to bring home his arguments, as, for
~ example, in the speech introducing the Paper Currency
' Bill, March 3, 1860: “ Adam Smith, I think, it is
who compares the economy (of using paper currency)
to a discovery by which all your locomotion could
be conducted without roads, and by which you were
_enabled, therefore, to add the existing roads to the
portion of the land under reproductive cultivation.”
He was, however, the exact antithesis of Adam Smith
that  awkward Scotch professor, apparently choked
with books and absorbed in abstraction. [ He (Adam
Smith) was never engaged in any sort of trade, and
would probably never have made sixpence by any it
he had been. His absence of mind was amazing, On
one occasion, having to sign his name to an official
document, he produced not his own signature, but an
elaborate imitation of the signature of the person who
~ signed before him.”* How different was Wilson, the
pre-eminent Financial Member of Council during the
period of the building up of India’s finances, |

v
Tae TrrD PERIOD (1874--1893)

The Struggle for Bimetallism

No period of our currency history is so rich in
literature as is the third period, 1874-1893. The
ink used in official despatches, minutes, House of
Commons papers, the procés-verbaux of the monetary

¢ Adam Smith as a Person,” vol. vii. The Works and Lifs of Waiter

Bagehot, Mrs. Russell Barrington.
I

i
i
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- Conferences of 1878, 1881, and 1892, not to mention
the reports of the CGlold and Bilver Commission, and
the Herschell Committee on Indian Currency, was suffi-
cient to float almost a dreadnought. A perusal of the
official papers that have been published prompts one
to the belief that in regard to this important question
Grovernment, like the general public, wrote much and
almost did nothing but write. Although the link
between gold and silver was broken by 1874 nothing
was done until nineteen years later, in June 1893,
when the Indian Mints were closed to the free coinage
of silver. A cynic might say that we practised a
different economy from that which prevails in the
farmyard, and sat contentedly upon eggs that had long
since been addled ; that, in other words, the currency
machine was the master of the man, not the man of
the machine. It must be remembered, however, that
despite the action of the Latin Union and the failure
of the monetary Conferences of 1878 and 1881, bi-
metallism was still a practical question provided an
‘intarnational agreement could be reached, and it was
‘only after the failure of the Brussels Conference in
1892, and the desire of the Home Government to keep
to the monometallic standard for the United Kingdom
that bimetallism was no longer a feasible one for
India. ‘ :

The year 1874 is a convenient landmark. It was,
as we have seen, the year in which the Government of
India came to a definite conclusion in regard to the
recognition of gold as a legal standard of value. It
was, too, the year which had the painful honour of
bowing out Sir Richard Temple, and of ushering in a
permanent succegsor in Sir William Muir, then Lieu-
tenant-Governor of the North-Western Provinces and
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. afterwards a member of the Secretary of State’s

Council until his resignation on appointment to the

 Principalship of Edinburgh University. The year

1874 was also the real beginning of the most significant

 faet of the currency history of the century, the great
change in the monetary status of silver. This was a
question of profound importance to India, and the
. popular question at the time of this long and exciting
disoussion was, “ Are you a bimetallist or a mono-
metallist 2 1In December 1871 Germany began to
abandon her silver standard, and her example was
followed by Denmark, Sweden, Norway, and later
by Holland. In January 1874, the Latin Union—
T'rance, Belgium, Italy, and Switzerland—suspended
the free coinage of silver. Gold and silver for the
first time since the French law of the 7th Germinal,
An, X1J. (1803) (which enabled one metal to take the
place of the other as an unlimited legal tender) were
used as a circulating medium without, as it were, any
connecting pipe between the reservoirs of gold and
silver. The precious metals becare in relation to one
another simply commodities. There was none of what
Jevons would have called equilibratory action which
distributed an excessive supply or demand over both.
 From this year bimetallism very slowly and im-
perceptibly and with great difficulty began to move
off the stage of practical politics, notwithstanding that
there were many in India and elsewhere who believed
it to be possible by international agreement. Bimetal-
lism was, of course, a system by which the Mints were
open to coin any quantity of either gold or silver that
was brought to them, and debtors could discharge
their liabilities at their option in either gold or silver
at a ratio fixed by law.
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- The perid‘d 1874 to 1893 is then the period of the

. fallin the gold price of silver. It is sometimes known

 as the period of the depreciation in the price of silver,
although this is open to objection, since it contains the
suggestion that it was silver that had changed while
gold had not. As the Report of the Gold and Silver
(Commission, 1888, reminds us, this is a debatable
point. Looking back ‘over this period .we see that
with the fall in/the gold price of silver there was. a
general fall in the gold price of commodities due,among
other causes, to the increased demand for gold in gold-
uging countries.” The change in this respect in Hurope
is seen in the following statistical table :

S'm'ms UNDER A GoLp STANDARD.

i 1871, 1881,
Population | L0 41y 36,000,000 140,000,000
. Foreign trade . . . £625,000,000 £1,850,000,000

The annual average production of silver in 1881-85
exceeded that of 1866-70 by 100 per cent in quantity,
and nearly 70 per cent in value; that of gold fell
during the same period by nearly 21 per cent. For
forty years preceding 1873 there was a difference of
only 2% between the highest and lowest annual average
price of bar silver in London ; between 1873 and 1887
the difference was 143d. The Gold and Silver Com-
mission was unanimously-of opinion that while gold
had been much more in demand for currency, in
Grermany, the United States, and other countries, it
seemed doubtful whether there had been, on the whole,
any great diminution in the use of silver for currency
purposes. It was in the opinion of the Commission
impossible to conclude that the circumstances con-
nected with the supply of the two metals sufficiently
accounted for the altered conditions in the relative




v fralue since 1873, Up to 1878 the agitation for reform
in India was directed chiefly to the olosmg of the Mints

 tothe free coinage of silver and the adoption ultimately

. of agold standard. From 1878 to 1893 was the period
~in which strenuous attempts were made for inter-

- national bimetallism. This was, too, the heyday of

. those aimless discussions on bimetallism based on
international agreement, a system of currency which
was only discarded by the Government of India when
the Brussels Conference definitely showed that all
hope of international agreement had gone for

LieVer

In consequence of the steady fall in the gold price
. of silver and in the Indian Exchange on London since
. 1871, the Bengal Chamber of Commerce passed a
resolution in July 1876 * that Clause 19 of Act XXIII,
of 1870, making it obligatory on the Mints in India to
receive all silver tendered for coinage, and also Section
11, Clause (b), of Act III. of 1871, makmg it obligatory
on the Currency Department to 1ssue notes against
gilver bullion sent in, be temporarily suspended at
the discretion of Government; and that during such
suspension, or till further notme, it be not lawful to
~import coined rupees from any foreign port.” The
object was not to prohibit coinage altogether, for that
would be likely to bring about a collapse of credit,
but to place all coinage in the hands of Government,
to be exercised at their discretion. A proposition
recommending the adoption of a gold standard was
put before the meeting, but temporarily withdrawn in
deference to the feeling apparent among members
present. In August of the same year, the Calcutta
Trades’ Association supported ‘‘a temporary sus-
pensmn of the compulsory coinage of silver.” In



September 1876, Government published a Resolu-
tion on the injury to Government and to the public
_ arising from the depression of silver relatively to gold.
_ Restriction could not be put on the coinage of silver,
 without its ceasing “ ¢pso facto, to be the standard of
value,” which would then be * the monopoly value
of the existing stock of rupees, tempered by any
additions made to it, either by the Government or in
an illicit manner.” Huropean countries which had
abandoned the silver standard had simultaneously
adopted a gold standard. Government held that
there was, in spite of the anxieties and inconveniences
of the silver standard, no reason to adopt a measure
s0 costly as a gold standard of which all the requisite
conditions were then so uncertain. Their conclusions
were (1) that the divergence of the values of gold and
silver was not necessarily attributable only to a
diminution in the value of silver; that there were
strong reasons for believing that gold had increased
as well as that silver had decreased in value ; and that
 this consideration must have an important bearing
 on the action of Government in reference to currency
difficulties ; (2) that, although it was most desirable,
in the interests of trade, that the standard of value in
India should be the same as the standard of value in
the chief countries with which India interchanges
commodities, yet trade would not be permanently
injured by a fall in the value of the rupee measured in
gold, provided only that a fresh stable equilibrium of
the precious metals was attained ; (3) that there was
no sufficient ground for interfering with the standard
of value. In forwarding the papers to the Secretary
of State, the Government of India urged the advantage
of ©“ some concerted action between France and India,
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: ﬁQ;ﬁh_iCH other countries might perhaps become
. parties,” and suggested that France should be in-

 formed that, failing this, the adoption of a gold
- standard in India might be necessary. The Secretary

o of State did not reply to this letter.

~ In various essays written in 1876, 1877, and 1878,
Colonel J. T. Smith, formerly Mint Master at Madras,
suggested the closing of the Mints to the free coinage
of silver; that silver rupees should continue to be

legal tender ; that Government should receive gold
bullion at the rate of Rs. 38/14 per standard ounce,
and coin sovereigns (or 10-rupee pieces) and half-
sovereigns (or 5-rupee pieces) which should be with
rupees legal tender but not demandable; the Secretary
of State should undertake to deliver bills at a fixed
rate to all comers, and should send to India, for
coinage on behalf of Government, any silver in excess
of the requirements of the Home Treasury; the
imports and circulation of foreign silver coins must be
discouraged. -The Secretary of State on the suspension
of silver coinage should sell bills in excess of his re-
quirements, as there is always a demand for remittances
to India greatly in excess of the Home charges to the
- extent of 14 millions in three months, or, if he wished
to operate more rapidly, he should give notice that
the rate would be raised a farthing per rupee for every
gsix weeks up to 2s., and undertake to grant bills at
those rates to all applicants ; when the rate should
have risen to 2s. he should sell bills to all comers in
future at that rate. When the rate of 2s. was nearly
attained, gold would flow to India for coinage; in

! Silver and the Indian Bxchanges; a Remedy for its Depreciation,
in Seven Wssays, by Colonel J. T. Smith, F.R.S. (Effingham Wilson,
FLondon).
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due course the gold coins would be made demandable, |
and the payments in silver would be restricted. The
rupees would not be exported, as outside India they
~ would have only a token value, and, as they would
within India retain their full local value, they would
not be demonetised, and no other currency need be
substituted. Prices not having yet been affected by
the fall in the value of silver, there would be no
_embarrassment from giving the rupees a monopoly
, value; the change to a gold standard would take
place quite insensibly, while there would be no double
standard, as either metal would have, on delivery, to
,_ be measured by the gold standard. Colonel Smith
believed that the abnormal stimulus given to the
export trade would be checked; but the currency
would be automatically regulated by the constant
expansion of commerce. By slightly altering the
price of bills or the Mint regulations, silver or gold
could be attracted to India from time to time, as
required. ‘

It was in 1876 that Mr. A. M. Lindsay first
suggested that Ricardo’s scheme for a sound currency
be adopted in India. Mr. Lindsay, like Mr. Dickson,
belonged to the Bank of Bengal, which he joined in
1869, having for two or three years been employed
in a mercantile firm in Calcutta. He retired in 1904.
The details of this scheme will be examined in
Chapter V. where the gold exchange standard is
discussed. |
~ In August 1878 the second international monetary
Conference took place in Paris. Since 1867 inter-
national bimetallism as a remedy for currency maladies
had become more popular, and the President of the
United States was directed by Congress in February
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1878 to invite the G‘rovernment% oi FEurope to join in
. a % Conference to adopt a common ratio between gold
v ,a,nd silver for the purpose of establishing internation-

 ally the use of bimetallic money, and securmg fixity

. of relative value between those two metals.” The
 Conference,at which twelve countries were represented,
excluding Germany, recognised that it was necessary
o maintain the monetary functions of silver as of gold,
but declined to fetter the discretion of the partlcular
states. The legislature of the United States in the
same year (February 1878) made a strenuous effort
in the direction of bimetallism by passing the Bland-
Allison Act, which required the Government of that
. country to purchase not less than 24,000,000 and
not more than 48,000,000 dollars’ worth of silver
per annum, which would be equal to a consumption
varying from 20,625,000 to 41,250,000 ounces per
annum. Under the authority of that Act the United
~ States Government purchased yearly the minimum
amount required, but the price of silver continued
to fall.
These events abroad were, of course, not without
their effect on the price of silver and on Indian
.exchange. The improvement that took place for a
time in the value of silver in 1877 favoured inaction ;
 but after the close of the Paris Conference it was
evident, when a fresh fall brought down the rupee to
a value only slightly above that of July 1876, that
inaction could no longer continue.

[TaBLE
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Goup PRICE oF SILYER AND THE AVERAGE RATE oF ExcHANGE

Wear ondad Average price of Average rate of

March 31, (Pencg‘:m on) (Penec’(‘acpgl?ggime.)
1874 | i ‘ 594 22:351
1875 . b i 585 122921
1876 . i i H6 21645
1817 4 i 524 20491
1878 . ! . bHa44 20:790
L&79 i 524% 194761
1880 . i g 51% 19:961

In a long despatch extending tono less than seventy-
five paragraphs dated November 8, 1878, the Govern-
ment of India pointed out the serious difficulties in
which India was placed through the fall in the price
of silver, and the heavy loss involved in effecting the
necessary remittances to London. They pressed for
the establishment of a gold standard in order to
protect themselves from the very real and serious
dangers of the present system. British or British-
Indian gold was to be received in payment for any
demands of Government, at rates to be fixed by
Government from time to time until exchange settled
itself suﬁ?men’rly to enable the rupee to be fixed per-
manently in relation to the £ sterling at 2s. Simul-
taneously, the seigniorage on silver coinage would be
raised so that the cost of a rupee to persons importing
bullion would be equal to the value given to the rupee
in comparison with these gold coins. Under this
system silver would be admitted for coinage, at the
fixed gold rate, as the demands of trade necessitated,
while a certain limited scope would be given for the
introduction of gold coin, so far as it was found
convenient or profitable. To relieve the Currency
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epartment of the liability to give notes in exchange
for silver bullion, and to provide for the issue of notes
for gold, the paper currency law would be altered.
This would mean that notes may be discharged in
‘gold or silver. The import of coined silver would be
prohibited. Provision was also made for Government
to terminate, if necessary, the operation of the pro-
posed law by an executive order and also to prevent
~ hardship to holders of bullion bought or contracted
for before the proposed announcement of the raising
of the rate of seigniorage and the stopping of the issue
of notes in exchange for silver bullion. Government
considered it inexpedient to interfere with the British
Indian gold coins, although they aimed at the eventual
adoption of British gold coins. The accumulation of
a certain proportion of British gold coin in the paper
currency reserve would, it was believed, be useful in
meeting any sudden fall of exchange. They did not
advise the immediate recognition of gold coin as legal
tender, as this would be a departure from the existing
condition of things, and it might tend to stimulate
the process of framsition from a silver to a gold
currency, which it should be the object of Government
to check at the outset. The acceptance by Govern-
ment of gold coins in payment of its demands would
secure for the present the needful facilities for the
import of gold. At a later period it might be necessary
to throw open the Mints for the coinage of sovereigns
and half-sovereigns as in Australia. When this took
place the old British Indian coinage should cease, as
it had no legal status, and its disappearance would
not have any effect on the currency. The Secretary
of State referred the matter to His Majesty’s Treasury,

and it wag subbequently referred for specm] con-" e

‘,)P
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 sideration to certain officers of the Imperial Govern-
. ment and of the India Office. On this Committee of
| seven were Welby, Farrer, and Giffen. The Com-
mittee unanimously reported against the proposals
_ of the Government of India and the Secretary of
 State accepted their report. In December 1879 the
. SBecretary of State forwarded the views of the Lords
. Commuissioners of Her Majesty’s Treasury, received
. only in November 1879, and he repeated that Her
Majesty’s Government could not authorise the pro-
posed change in the currency system of India. The
English Treasury considered that the Government of
India had not proved that the prospective risks were
imminent, and with reference to the Government of
 India’s remark that the responsibility in urging action
_in the matter is only apparently greater than that
involved in doing nothing, it dryly remarked: * Nor
can my Lords admit that the responsibility for doing
nothing is as great as that for doing something, The
present evils are not (immediately, at all events) the
results of any Governmental action, while the responsi-
bility of the proposed scheme would rest wholly with
the Government. Of one thing my Lords are sure,
that 1t is better to sit still, than to have recourse, under
the influence of panic, to crude legislation, the result
of which cannot be foretold and the effect of which
cannot be measured.” '

From this time onwards until 1892, the Government
of India gave to bimetallism their most careful
attention. In reply to the Secretary of State’s

 despatch of December 1879, they forwarded a Memor-
andum by their Financial Secretary (Mr. Chapman).
This Memorandum was written to show that the
bimetallic standard was the best system ot v Jrrency ;

W
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“that this could be obtained by international agreement |
between the United States, France, Germany, and
India, or even the United States, France, and India ;
and that the ratio between gold and silver should be
that prescribed by the French Monetary Law of
1803, namely, 1:15%. Both the Viceroy (Lord
- Liytton) and the Finance Member of Council, Sir John
Strachey, emphasised the ¢ unquestionable and quite
| incalculable” financial benefit to India from inter-
national bimetallism. On the resignation of Sir John
Strachey (who had held the financial portfolio from
December 1876 to December 1880) the same policy was
pursued by Lord Cromer (then Major Evelyn Baring),
Finance Member from December 1880 to August
1883, and also by Sir Auckland Colvin (1883-1887).
 The gold price of silver and the average rate of
exchange during this period were as follows :

0 L
Isaid o Average grice of Avera:gca rate of
March 31, (Pen?;‘ggr' 02) (In p&xc(éhﬁ‘gf :ﬁpee.)

ABRO i { 514 19:961
117 4 ¥ 524 19956
1882 \ ¥ 5134 19°895
1883 . 3 § 518 ‘ . 19-525
1884 | y d 50 4% 19:636
1886 . 3§ \ 50§ 19-308
1886 . 4 4 48% 18:264
1887 . i § 458 17441

In June 1881 Government suggested to the
Secretary of State, who inquired as to their views in
the event of its being proposed that India should
become a member of a Union based on principles of
bimetallism for a limited number of years, that, as
they never knew what their loss or gain in exchange
was to be, silver having failed to fulfil the chief
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tunction required of a standard of value, they would
be ready to keep the Mints open to the free coinage

~ of silver, not merely for ten years, but for the period
dunng which the conventlon of other nations might
remain in force, and ** other nations will be assured
that in the event of their taking measures the result
of which will be the rehabilitation of silver, India will
be under an obligation not to take advantage of those
measures in order to adopt a single gold standard.”
From this despatch, as shown in the published corre-
spondence,* the Viceroy (Lord Ripon) dissented. His
Excellency, while willing to consider any measures to
promote the re-establishment of the value of silver,
did not favour bimetallism, and no information he
considered had been furnished to show what would

‘be the effect in India itself of the introduction of a
legal tender gold coinage. In July 1881 the third
international monetary Conference was convened by
the joint action of the French and American Govern-

 ments “to examine and adopt, for the purpose of
submitting the same to the Governments represented,

_a plan and a system for the establishment of the use

~of gold and silver as bimetallic money according to a
setitled relative value between those metals.”” Nine-
teen countries were represented. The proposals of
the French and American Governments met with
opposition and the Conference adjourned after
thirteen sittings, never to be re-convened.

In the early months of 1886, on account of the
fall in silver, illustrated in the table above, the
Government of India telegraphed and subsequently
wrote to the Secretary of State that a determined
effort should be made to settle the silver question

* House of Comamons Paper 449 of 1881,
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by an international agreement. The Secretary of
State pressed on the English Treasury the importance
of making every endeavour towards some settlement
by international agreement as to the revival of the
free coinage of silver and the comparative stability
of the relative value of gold and silver. The Secretary
of State sent a copy of the despatch of the Govern-
ment of India to the Treasury. The Treasury replied
on May 31, that the proposition of the Govern-
ment of India that the establishment of a fixed ratio
between gold and silver was not beyond the possi-
bility of human control was ‘“one offj:he most dis-
~ putable and disputed points in Economic Science >’ ;
that the representatives of Her Majesty’s Government
at Paris in 1878 had said * that the establishment of
a fixed ratio between gold and silver was utterly
impracticable,”” and that on a previous occasion the
_proposals for a remedy of the evils complained of
were pronounced inadmissible. There was little that
~was new, the Treasury believed, in the present state
of the facts to change this view, but that meanwhile
the whole subject was understood to be under the
consideration of the Royal Commission on the De-
pression of Trade which was appointed in 1885. As
a result of a regommendation of this Commission,
another Royal Commission was appointed in 1886
" to inquire into the recent changes in the relative

. values of the precious metals, shown by the decrease
in the gold price of silver.” Sir David Barbour was
India’s representative. The Commission reported
in 1888, and the re-establishment of bimetallism now
appeared to be impossible except by international
agreement, and that agreement, it was now becoming
obvious, could never be obtained. As one half of the
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Commissioners said with regard to blmetalllsm, iy the

change proposed is tremendous ; and we cannot but

feel that to a great extent it would be a leap in the
dark. The public mind certainly is not prepa,red for
it at present. . . . Under all these circumstances,
whilst fully 1mpresqec1 with the difficulties of the pre-
sent situation, and more especially with those which
affect; the Government of India, we are not prepared
to recommend that this country should proceed to
negotiate with other nations a treaty embodying a
bimetallic arrangement.”’

While the letter from the Government of India
wias under the consideration of the English Treasury, ‘
the Secretary of State forwarded to India in April
1886 a Memorandum by Sir Richard Strachey in
favour of a gold standard, suggesting * measures for
the regulation of the coinage of gilver in India, in
the event of no other means being found to relieve
the Government of India from the effects of any
further fall in the exchange value of the rupee.”
The proposal of closing the Mints to the free coinage
of silver was similar to that of Colonel Smith in 1876
and of Government in 1878, although it differed from
these schemes in some important respects. His first
proposal was to suspend that part of the Indian
Coinage Act of 1870 which required the Mints to coin’
whatever silver was brought to them. Secondly, so
long as the Mints were closed against the unlimited
tender of silver, they should be open to the tender
of gold, a stated maximum number of rupees, say.
18 (s.e. about 18d. to the rupee) * being given in
exchange for the gold contained in a sovereign. The
gold would not be coined and would merely serve
as a medium by which to measure the future cost
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“of the rupee ; so much of it would be sold or ex-
changed for silver bullion,as would supply the quantity
. of silver required for the cmnage of the requisite
' number of rupees to be given in exchange at the fixed

rate, and the residue would be retained by the Mint,

and virtually be a charge of the nature of seigniorage.
Power should be given to revoke the suspension and
then the free coinage of silver on the original basis
would be revived. Consequently the Mint would
always be open either to gold or silver.” Under this
scheme gold would have only been required in small
. quantities, far less than what found its way at that
time to India in the ordinary course of trade. To
 facilitate remittances from England, the Secretary of
State might give  to any one, on payment in London
of the proper gold seigniorage, authority for having
coined in India without further paym-ent of seigniorage,
 specified amounts of silver bullion.” It was further
suggested that to prevent Government coining for
itself, it Imght be thought desirable to declare that
the gold seigniorage received by the Mints should be
sold in India, or remitted to England, and further
that the Mints should not coin for the Government,
80 that any extraordinary Government demand for
silver money would have to be met by borrowing in
India.” Sir Richard Strachey’s scheme was to give
* Indiaa gold standard of value, without discontinuing
 the existing silver coinage or interfering with the
general system of currency, and without introducing
~a gold coinage. His scheme at the same time was
also intended to provide for the afitomatic expansion
. of the currency to meet trade requirements. In July
1886 Government replied to the Secretary of State
- and said that they were opposed to a gold standard

‘ K
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\‘1]1 place of . the silver standard, even though thu;
_ currency should temporarily, at any rate, continue

 to be composed of rupees maintained at an artificial
value by restrictions on the free coinage of silver, In

 the opinion of the Government of India, Sir Richard )
Strachey proposed a currency which could not without

loss be changed into uncoined metal. That was the

first difficulty which the scheme presented to the "i
Government of India. It was, in the second place,

doubtful whether it would be possible to maintain

the rupee at the rate of exchange which might be |

chosen, and it would be a fatal thing to adjust periodi-
cally the standard. If the rupee were raised consider-
ably above its intrinsic value, rupees would come out
from hoards and Indian States, and as a result there
 would not likely be a demand for new coinage, and,
~ as bills must be sold by the Secretary of State in
 London, it may happen, the Government of India
thought, that the fixed rate of exchange accepted by
Government would not be obtained for such bills,
It was also considered that the closing of the Indian
Mints to the free coinage of silver would have a very
injurious effect on the silver market, and this might
itself bring about a wide difference in the accepted
ratio between silver and gold as compared with the
accepted ratio between the rupee and gold. It was
also believed that the true remedy lay in obtaining con-
certed action with England and in the establishment
of an international agreement. With this despatch on
Sir Richard Strachey’s gold standard proposals were
forwarded the opinions of the Presidents of the Cham-

' 1% bers of Commerce at Bombay and Calcutta, the Secre-

tary to the Bank of Bengal, the Comptroller-General,
and the Financial Secretary to the Government of
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~India who adversely erltlmsed the scheme. Those in ‘
o favour of international binietallism won the day.

 Sir David Barbour returned as Financial Member
. of Counml to India in 1888, fresh from his invaluable
. experience of two years as a Member of the Grold and
 Silver Commission. He held the financial tiller for
‘the usual period of five years until his retirement

. from India in 1893. At first glance it may seem
L puzzhng that India should have successfully pressed
in 1892 for a gold standard during the regime of so

. distinguished a bimetallist as Sir David Barbour
. undoubtedly was. It is difficult to call him the fond
. parent of the scheme. During the discussion of

| great public questions the most important truths
. which relate to such questions are “in the air’;
. many see them or almost see them, and it is not an

- easy matter to trace the exact parentage of them.
Sir David Barbour had been always a strong opponent .

 to the introduction of a gold standard in India,

| especmlly at the rate of exchange of 2s. per. rupee,
~and he believed that bimetallism was the best in the
 interest of India. He realised at the same time that

_ the great divergence in the relative value of gold and
silver was, especially in the later ’eighties, a serious
obstacle to his ideal. The injurious effects on India

of the United States probably ceasing to purchase

. silver, as provided under the Sherman Act, combined

~ with the obvious advantages of possessing the same
standard of value as that of the United Kingdom,

_ led to a reconsideration of the whole question with a

. view to a final decision being reached. When events

~ proved to be too strong for the adoption of bimetallism,
and when the Gold and Silver Commission approved

to all intents and purposes the advantages of a gold
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| standard by not iecbmmei;&ing the adoption of bi-
. metallism, Sir David Barbour firmly and frankly
 turned to the gold standard as a solution for India’s

. currency ills, After the lapse of nearly thirty years
~we can see the facts in their correct perspective, and
the Finance Member’s action merits nothing but the

_ very highest praise. All he said at the time was -
- eminently true. It was better to have a late con-
version than to remain unregenerate. It is well .

known, too, that a converted poacher makes a first-rate
gamekeeper; and in regard to the gold standard e

David Barbour was no exception to the rule. He
was anything but financially short-sighted, and he
. possessed in its best development the genius of sound
 common sense. He is the one who stands out big
among the Financial Members of Council during this
third period. The reasons for his conversion are set
out with vigour in the Financial Statement for 1891-92
and in his Stondard of Value. Here he showed a
. readiness to meet criticism, and an anxiety to carry
_conviction that is not, we are told, always to be found
behind an official waistcoat. The position briefly was
that in the three years ending March 1890 Indian

exchange was on the whole comparatively steady. .

The following table illustrates the fluctuations during
the years 1888-03 : ‘ ‘

i ‘ ‘
Year ended verage price of Average rate of
March 3.17 (Peni}ggi ou (P :gf}%ﬁggg‘%w)
1888 . g 4 445 16899
T8BO LCton 42% 16-379
899 e 4244 16566
1808 0 4713 18089
18920 ey 45 : 16733
1k W 3914 ‘ | 14:084
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In 1890, however, the Umted Stat&s' under the '\
Sherman Act decided to purchase annﬁally 10, les% \
than 54 million ounces in lieu of the value : of the -
~ amount required to be purchased under the Bland— o
- Allison Act. This led to furious speculation, and’ by
September-1890 silver had soared to the giddy height
~ of 543d. per ounce with the result that the trade
between India and England became nothing short: of -
a gamble in exchange. The. hlgheqt rate obtained y
by the India Office for bills in the ysar ending
March 31, 1891, was 1s. 8'91d. and the lowest 1s. 5d.,.
the variation“being the high figure of 3:91d.". ‘As the. "
Financial Statement or Budget speech. of that year
_puts it, the fluctuations in exchange weré “ so great -,
as to more than counterbalance the effect of the other " -
elements which the trader has to take into considera-
tion. It has even been said, with some truth; that .
at one time it would have been better for the merehau t
to dismiss his establishment and confine himself to
~ speculations in silver ; his expenses would have been:
less, and his chances of proﬁt quite as good as in his .
legitimate business. The serious disturbance to the
trade and commerce of India which has resulted from
legislation in a foreign conntry shows that in questions
connected with the standard of value no country is
independent of the action of other nations)’’? F’mm :
this date onwards until the closing of ‘the Mints in,
June 1893, the fate of international bimetallism hnng
in the balance. The forecast of the Financial Member =
of Council made in March 1891 jn the L‘églslatwe, it
Council was gradually becoming true. . ¢ I hd,ve o
rlght to commif the Government: of India. %o 8Ny kG
opinion on the subject, but it is my Belief ‘ohat in hase
* Financial Statement for 1891-92, p. 16, ‘ !
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“of necessity the gold standard could be introduged into
this country, and that, if America altogether abandons
 silver, it would probably be best that India should
- change her standard.”* In February 1892, when there
was a prospect of an international conference, the -
Bengal Chamber pointed out that it was impossible
to have confidence in the future value of the rupee,
and trade was greatly hampered. The Chamber
suggested that if international bimetallism were im-
possible ““ the Government of India should take steps
to have the question of the advisability of introducing
a gold standard into India carefully and seriously
¢ considered by competent authorities.” In the follow-
ing month the Government of India forwarded this
correspondence to the Secretary of State and urged
him to support proposals which the United BStates
or any other country might make towards an inter-
national settlement of the silver question. It was
believed that the contingency of the United States
being forced to stop the purchase and coinage of silver,
should an international agreement fail, was not: to
be lightly set aside. The Home Government were
asked to take what measures were essential to protect
Indian interests. The Secretary of State laid copies
before Her Majesty’s Government and informed the
Government of India in June that, on the invikation
of the President of the United States, the British
Government had decided to take part in a conference
at Brussels  to consider by what means, if any, the
use of silver can be increased in the currency system
of the nations.”” In the same month (June 1892) the
(Government of India addressed the Secretary of State.
While learning with satisfaction that an international
! Winancial Statement for 189192, p, 18.
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. conference for the extended use of silver was to take
_ place and that the importance of Indian interests
~ being properly represented was recognised, they did
_ not overlook the strong opposition o the introduction
. of the system of double legal tender into Gireat Britain
. manifested in certain quarters, and they observed
~ with regret that the conference had been summoned
only to consider the question of the more extended
" use of silver as currency, and not the adoption of an
 international agreement for the free coinage of gold
~ and silver, and the making of both gold and silver
 coins legal tender at a definite and uniform ratio.
. The effects of the difficulties of a fluctuating and
 falling exchange on Government, and on all those
* who had to make remittances on a gold basis were
 briefly but tersely set out. The Government of India
recorded their deliberate opinion to be that, if the
. Brussels Conference should fail, or if no agreement
‘could be come to with the United States, (1) the
_ Indian Mints should be closed to the free coinage of
silver ; and (2) arrangements should be made for the
introduction of a gold standard. “In arriving at
 this conclusion,” they said, “we have been mainly
. influenced by a consideration of the fact that the
' abandonment of silver by the United States of America
_ would involve the perpetuation of all the evils from
‘which we have suffered during the last twenty years, .
and possibly their perpetuation in an aggravated form,
unless steps are taken for the establishment in India
of a gold standard. We believe that public opinion
in India is ripe for the adoption of decisive measures,
 that the stoppage of the free coinage of silver would
 be generally approved, and that we might safely
| count on receiving every reasonable assistance from
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the Commerclal and Bankmg clagses in the asbtempt“ e
“ to introduce a gold standard.” Appended to this
! despatch was a minute by the Finance Member
outlining the proposals. 1In July the President of

the Bengal Chamber of Commerce, the Honourable

Mr. J. L. Mackay (now Lord Inchcape) forwarded to
the Finance Department a petition from the Indian
Currency Association containing 12,000 signatures,
of which nearly 5000 were those of Europeans and the
remainder of Indians. The petition recited the serious
disadvantages of a depreciating rupee currency and
requested that everything should be done to ensure
that the Brussels Conference (then about to meet)
should result in a definite agreement. ¢ If, however,
the Conference should fail, like its predecessors, to
arrive at a satisfactory solution of the questions
referred to it, your petitioners pray that the Govern-
ment of India may be fully empowered to take such

' measures as may to it seem fit for the adoptlon of ' :
the only remaining effectual remedy, viz. a gold

standard.” The Association further requested that
as the Conference like its predecessors would probably
come to nothing and silver would fall still lower, the
Government of India may be given the power so that
it could be exercised without delay after the termina-
tion of the Conference. This and similar memorials
from various parts of India were forwarded to the
India Office. By July 1892 the fate of bimetallism
seemed almost sealed., The price of silver had fallen
as lowas 39+%d. notwmhstandmg that the United States
Glovernment were purchasing from 35 to 43 per cent
of the world’s production under the Sherman Act,
and India all the while was mcreasmg her imports
of the white metal. A large increase in the world’s
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| In Ocitobér 1892, before the International Conference
 met, the Secretary of State referred the proposals

- of the Government of India to a Committee of which
. Lord Herschell, the Lord Chancellor, was Chairman.
L The terms of reference were to consider the proposals

. of the Government of India and to advise whether

. it was expedient that these should be carried into
 effect with or without modification.
“were, in addition to the Chairman (Lord Herschell),

_ Sir Thomas (afterwards Lord) Farrer, for many years
the distinguished Seoretary to the Board of Trade,
" Lord Welby, a lion of the Treasury, and an official
of very exceptional expenence, Lord Kilbracken (Sir

The Members

Arthur Godley, the senior permanent official of the

 India Office), Lieutenant-General Sir Richard Strachey
o v(the author of the gold standard ploposa,ls of 1886),
Mx Leonard Courtney, well known as Chairman of
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‘jommxttee of the House of Oommons a,nd then alr;“ ;

| Tecent convert to bimetallism, and Ms.-B. W, Currie.

. In January 1893 the Secretary of State aBked the

 (overnor - (teneral in Council brmﬂy to spemiy m

0 i ";gredfer detail the action proposed in order to establish
the. gold standard after the Mints were closed. A

~ draft bill closing the Mints to the free coinage of silver i
~ was thereupon forwarded to London, and, «J,Sfregards 0

the proposal of opening the Mints to the flen comage |
of gold, it was proposed to take power to issue a
notification declarmg that English gold coins should
 be legal tender in India at a rate of not less than
135 rupees for one sovereign (s.e. 1. 6d. per rupee).
‘ By this means exchange would be prevented from ’
rising above 1s. 6d. per rupee. As some had expressed
the apprehension of a sudden and large rise in exchange
this would allay all fears on this score. It was also
suggested that (1) an interval of time (which could
not be determined beforehand) should elapse between
the closing of the Mints and the 001mng of gold in
India ; and (2) power to admit sovereigns as- legal
tender might be an ad wmlerim measure, not to be put
into force except in case of necessity. Memorials to
the Secretary of State continued to pour in. In a
despatch dated May 3, 1893, no less than 235
memorials were forwarded. Ten days later the em-
barrassing effect of the recent fluctuations of exchange
Wwas again pomted out by the Indian Currency Associa-
tion to the Government of India and communicated
to the Secretary of State. The Herschell Committee,
however, shortly after submitted its report which is
dated May 31, 1893. The Secretary of State sent
a copy of the draft report on May 26, an official
copy on June 2, and a telegraphic summary on






CHAPTER V
INDIAN CURRENCY IN THE NINETEENTH CENTURY
(continued)
N
' Tar Fourta Pmriop (1893-1900)
(1) The Gold Standard

Tue new ship was launched with conspicuous skill
_on June 26, 1893, by Sir David Barbour, who con-
. tinued in office until five months later, retiring in
November of that year. He was ably assisted by his

. colleagues in the Executive Council, at the head of

which was Lord Lansdowne, and also by Lord Inch-

~ cape, the President of the Indian Currency Associa-

tion. Sir David Barbour was succeeded by Sir James
Westland, who for over five troublous years was
 the Chancellor of the Exchequer of the Government
~ of India. Bir James Westland, the | éldest son of
Mr. James Westland, ‘manager of the Town and
County Bank, Aberdeen, and brother of Mr. William
Westland, Deputy Secretary of the Bank of Bengal,
passed, after his education in Aberdeen, first into
- Woolwich in January 1861. . He decided nof to follow
a military career, and pasded first into the Indian

Civil Service in July of that year. Gifted with rare
! 140 | ‘

e
B
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mathematical talent, he did great work, especially as
 a codifier of pension and leave rules, of general
~ financial procedure, and as a converter of the public
 debt, which saved anunually nearly fifty lakbs of rupees
. to the revenues of the State. Asan expertin currency
" he did not rank with James Wilson or Barbour, but
 he had, what was the most essential qualification of a
Winancial Member of Council in this period, a large
_ amount of caution, a distinctively national trait. He
wag not perturbed by those financial storms which
. sometimes arise in the clearest skies. His infinite
; p&tlenoe unruffled serenity, and a craving for more
light in the working of the new standard were great
assets, especially when he was confronted with the
gerious and unexpected difficulties of the next few
years. i
Sir David Barbour realised that practical states-
manghip required the acceptaance of the inevitable,
and making the most of the pm,sent and future. He
‘saw that it was useless crying over spilt milk, and
‘wasting time in vain regrets for what might have
been had infernational bimetallism won the battle of
the Standard. Government were of opinion that it
was impossible to stand aside and leave things to
take care of themselves. There was the increased
burden measured in rupees of the external liabilities
‘of India, payable, of course, in gold ; there were the
effects  of uncertainty that was introduced by the
great fluctuations not only in Government finance
but also in trade finance. The Herschell Report, a
remarkable State document written in a clear scholarly
style, set forth with 1u01d1ty the considerations
which compelled this laap in the dark. The fall in
exchange proved a serious financial difficulty to
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 Government. In 1892-93, with an average rate of

exchange of 14'985d., it required Rs. 26,48 lakhs to
remit 164 million sterling in order to discharge gold
obligations in England, that being Rs. 8,73 lakhs more
than would have been required had exchange stood
at the same point as in 1873. The whole of the
8,78 lakhs could not, the report points out, be re-
garded ag a loss to Government on account of the
fall in exchange. It was certain, however, that India =
had actually to remit in the year 1892-93 upwards of
Rs. 8,70 lakhs more than if exchange had been at its
former point. In the second place, the United States
(Gfovernment was absorbing about 54 million ounces
out of a world’s production of 153 million ounces,
and ¢ it cannot be regarded, then, as otherwise than
within the reasonable bounds of possibility, that a
repeal of the Sherman Act might lead to a fall in the
price of silver of even 6d. per ounce or more, and that
there might be no substantial reaction from the level
thus reached. Such a fall would, it may be said with
practical certainty, reduce the exchange to about 1s.
per rupee, and involve the necessity of raising at least

" RBs. 6,61 lakhs more than would be required by the -
Government of India to effect, even at the rate of
exchange of 1s. 3d. per rupee, a remittance of the
amount drawn last year, namely, £16,530,000.”” The
Committee fully recognised the currency evils which
India had suffered in the period 1874-93, and the
gloomy prospects of the future if the silver standard
were retained. On these grounds, therefore, the
Committee recommended the closing of the Mints
and the adoption of a gold standard as proposed by
the Government of India, subject to the modification
that the announcement of the closing of the Mints
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W o the free coinage of silver should he accompanied
' by a notice to the effect that although closed to the
. public the Mints would be used by Government for
 the coinage of rupees in exchange for gold at a ratio
_ tio be fixed, say 1s. 4d. per rupee, and gold would be
received at Government treasuries in satisfaction of
public dues at the same ratio. Thus the only modi-
fication in the Government of India’s proposals was
the change from 1s. 6d. to 1s. 4d. as the limit to be
placed on the gold value of the rupee. The rate of
. 1s. 4d. was convenient in two ways. It was in the
neighbourhood of the average exchange rate of the
previous two and a half years. It was a fair average
rate, more easily attainable than 1s. 6d., especially |
in view of the fact that the Committee itself was
somewhat uncertain as to the immediate effect on
exchange of the closing of the Mints. Secondly, the
1s. 4d. rate assimilated the Indian with the English
system, an important factor, as not only was the
United Kingdom her best: customer, but London was
 also the central clearing-house of the world. At
16 pence a rupee a sovereign would be the equivalent
of fifteen rupees, the rate at which the gold mohur,
which was demonetised in 1835, exchanged for rupees.
The rupee, moreover, contains sixteen annas, and one
penny was thus the equivalent of one anna.
~ The necessary legislation to close the Mints was
passed at a meeting of the Legislative Council at Simla
on June 26, 1893. Act VIII. of 1893 provided for the
closing of the Indian Mints to the free coinage of silver,
Giovernment retaining power to coin silver on their
own account. Three notifications were issued on the
same date, one that gold coins and gold bullion would
be recexved at the Mmbq in exchange for rupees at
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. the mte of 753344 grains troy of fine gold for one‘ o

0 rupee (-e. 18. 4d. per rupee) ; the second that sove-
_ reignsand };alf sovereigns would be received in pay-

ment, of stinfs due to Government at the equivalent

of fifteen rupees and of seven rupees eight annas
respectively ; the third provision for the issue of

_ currency notes in exchange for British coin or gold
bullion at the rate of 7'53344 grains troy of fine gold
per rupee, sovereigns and half-sovereigns of current
weight being taken. at the rate of fifteen rupees and
of seven rupees and eight annas respectively. It will
be noted that the making of sovereigns and half-
sovereigns legal terder and the fixing of a permanent
rate of exchange between gold and the rupee were to
be provided for by 4nture legislation. ' No action was
taken with regard to Lord Farrer and Lord Welby's
joint recommendation that  the Government, of India
should, in view of-the ultimate adoption of the whole
of their plan be prepared to secure the convertibility
of their token silver currency, and should, with that
object, accumulate a sufficient reserve of gold.”

As soon as the Mints were closed exchange leaped
up from a rate about 143d. to 16d. It was, however,
immediately apparent that the advance was purely
speculative and could not be maintained. The rupee
currency, owing to the large C;pecmla‘rlve imports of
gilver and the correspondingly large issues from the
Mints of rupees immediately before and after the
closure of the Mints, was sufficient to meet the re-
quirements of the next few years. The imports of
gilver were even larger than the record imports of 1890~
1891. In the eight months July 1893 to February 1894
the imports of silver were 41 million standard ounces,
as against 28 million ounces, being the average of the
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‘?correSpondmg elght months of the prekus five years.
 Nobody dreamt that in liquidating the favourable

b‘alanoe of trade silver would be imported in this
way, and leash of all the Secretary of State, who, at
| ‘end of a cable to the Vlcewy dated July 4,
 said,  Though silver will no longer compete with
‘ f‘bﬂls on India, gold may compete.”

L TABI:E or ImporTs AND Prion or bmvmn AN.'D THE AVERAGE |
| ‘ RaATE on Excmmn

‘ ) N Average prl ‘3& 1
i Year ending | ‘N%Lilénﬂggts ;ﬁ:ﬁ%grp{m? og?zl;zﬁfugaé:
L R e e e il
o e
i 0z. (000) i i
fhaw 45,624 301y 14985
gsadi o 54,829 BRR0 14546
iliesgs L A0 L 981 ' 134100
NI T 27,018 20% | 13638 i
AT D 26,929 | 80F00 1 144450
1808 . L (44285 Pl 16408
1 el R 23,165 Lzl B9
10001 ety 18,646 2016087

% The figtwes‘ in thia coluran relate ‘0 the calendar year,

These heavy imports of silver took the place of
. Oouncil drafts in this period and were, of course,
used in the main for jewellery and similar purposes,
as the Mints were now closed to the free coinage of
silver. 'The value of the rupee (which weighs a tola)
was after the closing of the Mints worth more than a
tola of uncomed silver, and the man in the street was
unable to see that it was not necessarily a profitable
tramsaction to buy a tola of silver for 15 annas
in what was practically a falling market. This
occurred at a time when the Becretary of State
unfortunately suspended his Council sales, and this
n L
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“;,smmulated the purchase of silver, The closmg of:
. the Mints was launched under two inauspicious

events—the unfortunate curtailment in the sale of
- Council drafts cmd the large fall in the gold pmce of o
‘sxlver

In some quarters the closmg of the Mmts to the
 unlimited coinage of silver was thought to be sufficient
to raise the exohange immediately to 1s. 4d. per rupee
and to ““peg” it there. The Herschell Committee
and the Financial Member of Council both emphasised
the uncertainty as to the immediate effect of the
closing of the Mints. It may be,” said Sir David
Barbour when introducing the Bill, *‘ that the gold
standard can be made effective from the first, although
it will not be secured unfil there is a considerable
amount of gold in our treasuries and banks. Or it
may be that the making of the gold standard effective
will involve a long cmd arduous struggle, and neces-
gitate heavy sacrifices.”” There were protests to
(tovernment when the Secretary of State sold his bills
. below 16d., and the Government of India telegraphed
on June 30, 1893, that apprehension and uneasiness
had been caused in commercial circles by the sales at
a lower rate than 1s. 4d. the rupee. 1In that telegram
it was suggested that if it was inexpedient to fix
a minimum, a moderate amount only should be offered
weekly, extra allotments being refused altogether or
granted only on such terms as would make their cost
equivalent to what would be incurred by exporting
gold to be exchanged for rupees at the Indian Mints.
The Secretary of State rightly held it to be inexpedient
to fix a minimum rate for exchange, and proposed
reducing drawings while still meeting Home Treasury
requirements. ]n August the Bombay Chamber of
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*‘Oommeme deprecated the sale of bills at 1s. 34d.

per rupee as  the sale has shaken confidence in the

- power of Government to effect the object of recent
currency legislation, and, in the opinion of the Com-

| .mittee, has been made at an inopportune moment,
_ before the Indian export season has opened, and
_ therefore before Government’s policy has had a fair

~ trial.”  The President of the Indian Currency Associa-
. tion, the secretary of the Bank of Bengal, and others
. brought to the notice of Government the feeling
i commeroxai circles. Government informed the
‘ Secretary of State, and on August 25 pointed out
 that the existing uncertainty caused the mercantile
‘community heavy loss, hampered trade, and thereby
reduced the demand for Council drafts. The Secre-
tary of State did curtail his sales. His sales from
July to December 1893 were only £746,000, as com-
. pared with £6,335,000 in the corresponding period of
the previous three years. On January 20, 1894 a
forced value for Councils was abandoned, and on
‘ January 31 a considerable allotment of drafts took
‘place at 14:375d. The lesson of this was that it is
 impossible to force exchange to a level that is not
_ justified by market conditions. The Secretary of
State should, in other Words, sell freely when the
demand is great and wvice versa. These small sales
were accompanied by considerable uneasiness, especi-
ally in the export trade, a large accumulation of
treasury balances~~the treasury balances on January
. 81, 1894 were R. 23, 80 lakhs, or 81 per cent
higher than the average of the five previous
years,—and also by a considerable import of silver,
as we have seen above. ' The following table
- shows the monthly rate of exchange and the Secre-
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| tary of State's dramngs from June 1893 t0 Apml

: 1894
Secretary of Rate of
| State’s “exchange.
drawings (Pence %er
£(000). rupee,
June 898 oy HIA G Sy 15039
July D898 ol / 26 15974
August 1893 KRl 8 15:243
September 1893 . . ., T 16:350
Octiober 1893y 0L g 5 15:334
November 1893 . AL 617 15:251
December 1893 . ., 14 15-242
Januvary 1804 L0 98 14-408
Kebraary 1894 .\ .0l 1,028 13-787
March 1894 i 1,915 13.870
Aprsl LROL 1,368 13-626

The tumble in the price of silver at the closing of
the Mints was the second of the two inauspicious
 events referred to above. The fall in silver was no
less than 8}d. in June 1893. On June 24, when

rumours of the closing of the Mints took place, silver

. was in London 374d., on the 26th, 36d., and on the
 last day of that month it fell to 304d. In the United
States there was a considerable opinion against the
Sherman Act, the repeal of which had always been
antwlpated by the Government of India. A special
session of Congress took place on August 7, and the
purchase clause of that Act was repealed after lengthy
discussion on November 1, 1898. This was antici-
pated by the Government of India and it was one of
the most important factors that led to the closing of
the Indian Mints. . In the month in which the Mints
were closed there was widespread panic in the United
States, and there was the same apprehension felt
there as here. We asked ourselyes what would
happen to silver if the Sherman Act was suspended
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‘and no Iess than 37 per cent of the Worlcl s annual '
«f}';productmn were dumped on the market, and the
. United States asked themselves what would happen
if India ceased importing silver as she had heen
~ doing, having imported 33 per cent of the world’s
- production during the years fhe Sherman Act was in
force.

(2) The Stimulus of a Falling Ewchdnge

During this period there was a belief that the fall
~in exchange stimulated exports from India and was
beneficial to the country as a whole. ‘Exporters were
‘asked to give evidence on this, and asserted from
practical experience that they obtained an increasing
number of rupees against given quantities of their
exports. No one disputes that if an exporter sells
goods In a fore1gn market; and the price be taken as
 fixed, a fall in the value of his own currency as com-
\pared with that of the country in which he sells,
increases his currency receipts by the equivalent of
 the depreciation in his own currency relatively to
that of the foreign country, and may, often does,
increase his profits even in a Iarger proportion. There
is nothing new about that. It is simply a question
of common sense and ordinary arithmetic. But the
theory of a stimulus to trade by a falling exchange
- during this period was widely held in India, and the
. Japanese Commission of 1896 and the Mexican Com-
‘mission of 1903 on monetary matters both held that
a falling exchange stimulates exports in silver standard
countries. There was in this period a danger of the
theory passing into a * catchword,” and becoming
one of what Bacon called the “idols of the market-
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interesting book on Modern Currency Reforms quoted

o place It is clear- that muddhng was at the top of‘ ) /
it form in regard to it. Professor Kemmerer in his.

 the report of the British Consul-General at Hakodate,.

. Japan, which shows that a fall of exchange is not

necessarily a good thing for trade between countries.

* Like many other stimulants it is irregular, and in this

case checked imports. In 1892 Hakodate imported .
1500 tons of water-pipes at 4 guineas a ton or (at the
rate of exchange) 28 silver dollars. Tn 1894 Hako-
date again advertised for 1500 tons to complete her
~ water-supply system. The same firm tendered at
£4 per ton, but exchange had fallen so much that it
required 40 dollars to buy four sovereigns. In these
circumstances Hakodate refused all tenders, erected
her own works, and when last heard from was ex-

. porting pipes to China and to India. Professor
~ Kemmerer also points out, in dealing with the Mexican

Currency Reform, 1903-8, that the argument in favour

of a continuance of the silver standard in Mexico
because of the encouragement to the export trade
from a decline in the gold value of silver was weaker
for Mexico than for most countries, because approxi-
- mately half of Mexico’s exports consisted of depreci-
ating silver, and secondly because Mexico wag lmgely’ :
dependent on foreign countries for supplies of mining
machinery, chemicals such as quicksilver, and railway
materials, whose peso cost was greatly increased by
the decline in silver. The untenable delusion of a
falling exchange being beneficial to trade may be
partially exposed by asking the question as to what
are the ultimate limits of a beneficial fall. The
Fowler Committee failed to discover at what precige
point, if at all, the advocates of this view would say

!
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(s et

ment for 1891-92 said: ° Things-are not always as

 they seem to be, and though we can all see the sun - 1

. rige in the east and set in the west, we do not in the .
_present day believe that the sun revolves round the

. earth once in every period of twenty-four hours. -

' Trade between different countries is essentially a
 barter of goods for goods, and its extent and nature
 are determined, in the long run, not by the standard
' of value in use in either country, but by the com-

parative cost of production of commodities in these .
countries. . . . That trade between different countries -

ebbs and flows in accordance with the fluctuations in

exchange is a fact which falls within our daily ex-~

»

‘perience, and is wholly in accordance with theory,
but I have yet to learn that the total quantity of

~ water discharged into the sea by a river is dependent -

on the tides at its mouth, and that the greater the
 strength of the tides the larger the total average
 volume of discharge. The current may run into
| greater velocity when the tide is falling, byb the
additional volume of water poured into the jsea is
‘only the same as the volume which was forced back
when the tide flowed the other way.” In short, it
is the comparative cost in production that affects the
trade between countries, i.e. the relative cost of pro-
ducing commodities in one country as compared with
the relative cost of producing the same commodities

in another country. This is often forgotten, especi- ‘

ally at the present time when the possibilities of a
further rise in exchange are discussed. Our jute and
tea industries depend not on the relative value of the
rupee to the sovereign, but on the. fact that our

N{NRTEENTH CENTURY CURRENCY 151
. that the alleged advantage céased. The Financial
. Member of Council in introducing the Financial State-

o
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‘customers cannot produce jute and tea as we can,

‘and they require these commodities, and are willing

. to give piece-goods and iron and steel in exchange

;  for them. Any change in the relative value of ‘the |
rupee to the sovereign does not in the long run _

weaken their demand or reduce the amount of goods

which they are prepared to give in exchauge, and,
therefore, it does not affect the production of these
articles in India. By a falling exchange in this period
India did not, all things considered, gain in its inter-
‘national trade, since the extra price received for its |
exports was halanced by the extra price paid for its
1mports, ‘ ‘ i o
As will be seen from the following summary table,
silver prices of exports increased in greater propor-
tion than their gold prices, while the gold price of
‘l Inpray Prioms, 1890-1900 |

Index numbers (average of the figures for the five years ending L
i 1894 being taken as 100). e

| 1890, 1891.| 1802, 180, 1894.) 1805,/1896,%/1807.% 1808,/ 1800, /1000.%]

I Txporte— | |
u‘ﬁlver brices | 97 | 96| 101 | 104 102 (1081 109 1116 | /95 | 98 15
Gold prices | 118 | 104 | 98| 98 | 786 | ‘91| 102 114 1981 a8 {119
Ing}oﬂm« . | 1
ilver prices | 106 1 97 | 971 108 | 97 | 101 100 4100 Fiag o ol
Goldprices t | 128 | 106| 94| "97. | 82| '8y 102 991196 | 106 | 114
Greneral  avers i i
Y nges— | |
Silver prices | 109 | 97 101 | 104 | 101 | 103 108 FO1aL 4 9810 08 1 114
Gold prices. | 116 | 105 | 98 | "08 | 85 | ‘o 101 L1430 | 98 | 90| 118
(teneval aver- e i .
age of wages j f
in India t | 98 {199 | 100 ! 101 | 1021 105 | 108 110/| 112 1161119
Rate | of  ox- !
change § . (117 [ 108 | 97| 94 | 84'f 88| o8 09 | 103 | 104 /| 108
‘| Price_of silver | | !
In London v | 121 | 114 | 101 90 | 73 | 6L 8 700 68170 2

* Txceptional years on account of famine Jfollowing a deficient mongoon.
I All commodities, 39 articles (Department of Statistics Index Number), |
Report on the enquity into the Rise of Prices in India published by the Super-
intendent, Government Printing, Calcutta, | i
. § Kinance and Revenue Accounts (Government of India).

1 (1) Herschell Cormmittee Report, para. 27 (C. 7060, 1893). (2) Do
Alfred Marshall's evidence before the Fowler Committee (see Q. 11,792,
1899). ' (3) Barbour, The Standard of Value, chapter xv. i it
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el G | ‘ ,
the rupee declined. Wages and other expenses of |
production rose steadily, as did silver prices of ex-
- ports. Exporters and producers, therefore, received
on the whole increasing rupee prices. D
It 15 a steady exchange that a country requires
and not a fluctuating exchange which leads, especially
in regard to future contracts, to much uncertainty,
gambling, and depression of longer or shorter duration.
During the period 1874 to J893, for example, when
the question of the exchange value of the rupee was
the one financial question dominating all others in
India, the uncertainty as to the course of exchange
from day to day, week to week, and month to month,
made it imposgible to put through a business trans-
action without either accepting a peculiar risk or
insuring against it. From the point of view of the
. Government of India an uncertain fluctuation in
~ exchange had two serious disadvantages. It led to
additional taxation to meet an uncertain fall in
_exchange. It also made the framing of a budget
_impossible, if accuracy in forecasting is to be taken ag
the criterion of budget-making. At the best of times
this is never an easy task in India, for we have
to contend with the unknown factor of the year’s
monsoon.

(3) The Ruise vn Rupee E’accﬁavnge'

Exchange depends on trade conditions, on the
relation between our exports and our imports. That
18 a platitude. It must not, however, be forgotten .
that the volume of currency as influencing rupee

_prices is an important factor. The relation, on the
one hand, between the volume of the currency offering



‘111 the maxkets and, on the- other hand the Work th&t i
the currency has to do, is very important, not only in
 regard to rupee prices in the country itself, but a8
 regards exchange through the influence of rupee prices
on exchange. The volume of currency, in other words,
 ag influencing rupee prices was'an important factor
i e}schange dmmg this period. The question arises

then in reviewing the currency policy of the peuod.
whether there was a comparative decrease in the
volume of the currency as compared with the number
of transactions. Was there not merely an actual
decrease but a relative decrease as compared with
the beginning of this period ? Did the law of supply
and demand apply to currency in this period ¢ Did
the monetary demand increase more ra,pldlv than the
supply ¢ The Government of India in their despatch
dated March 3, 1898, which led to the appoint-
. ment of the Fowler Committee, said that their ex-
perience since 1893 had undoubtedly proved that a
contraction in the volume of the rupee currency,
with reference to the demands of trade, had the
 direct effect of ralsmg its exchangeable value in
~ relation to gold.

After the closing of the Mmts exchan ge advanced
from a rate of about 141d. to 16d., a spcoulative rate,
as we have seen, that could not be maintained. The
exchange value was much less than 16d. and the rate
fell. 1In 1894 it continued to fall, but in 1895 steadily
recovered until it reached 16d. in 1898. The chart
below brings out the movement in exchange durmor ‘
t;hls period. ;
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THE SECRETARY 0OF STATE FOR Inoin awo  vHE Pmct oF Suvm
N Lanoon " sm:u vEaR rmm 1891 ro 1800, |

The datu of the chart are :-

Price of Silver on 26 June 1893 .

1896 1897  iB9B 1899

‘ @ ez 1vey (804 1895 (896 1387 1898 1898 1800
| NDEX ‘ | imoEx
MRS NOMBERS
136 1386
| 2w 128
L i
120 \ 120
" \ 1"z
i ,.,-—45-...
\\ ‘ o s 107
104 A AN 104
‘ W b
b4 R |
i ‘\\ ¢ °‘ "‘l
96 w4 2
8 JG’/
» 4
\\ - /
a8 P a8y
a0 \ 80
Neerg o SILIER .0 78
fims i
T ai ‘ 72
189 882 1893 1894 895 1900

88 d token as 100,

Rerte of Exchange on the 3™ week of June 1895 19906 o taken a5 oo,

The chart is based on the following data :

’ 1803, ’ 1804 r 1805, | 1896. ‘ 1807, | 1898, | 1890, | 1900,
e Bar i 4 syt L IR
| | ]
Average rato of
exchange . | 14:546 | 18100 | 13:638 | 144450 | 15406 | 156078 | 16.067 | 156973 n
Price of silver i i
(pence . per
standard oz) | 358 | 2816 | 274 | S0 [ 278 | ooig | o9g | o8y

Immedxately after June 1893 there was a con-
mdemble absorption of rupees, and, as Sir Clinton



‘Dawkms later pomted out i in 1900, it is not rash to
assume that at the closing of the Mints the silver
currency was redundant. Itis an 1mportant quesblon
 which has a close bearing on the rise of exchange in
this period. A predecessor of ours, Mr. J. E. O’Conor,
Director-General of Statistics, pointed out in one of
the Annual Reviews of Trade that if the fall in the
imports of silver after the closing of the Mints were
‘taken as not very much in excess oa‘ ordma,ry require- -
ments, then the inference might be drawn that more
than half of the yearly additions to the currency
before the closing of the Mints went into the melting-
pot for conversion into ornaments or into the earth
‘as hoards. The net imports (imports menus exports)
of silver tend to confirm this. These were in the year
endmg March 31 : :

1891 . . 51,000,000 ounces. | 1896 . . 27,000,000 qunces,
L8 0 082,000,000 1, 18970 26,000,000 "
1893 . . 46,000,000 1898 0 44,000,000 '

1894 ., 54,000,000 ,, 1899 28.000,0000 (g

1895 v 27,000,000 000 1900 o T8000.000

These ﬁgures represent net 1mportq on, Government
as well as on private account. The absorption of
rupees decreased when the value of the rupee in
exchange was above its content value as is 1llustrated'

by the following data :

(In crores of tolas.)*

Vear ended March 81. g ‘})‘;i‘ggfggn Bullion, Total, j
, :
1894 G g 11 21 |
1808 o 8 13
| 1806 Lg 8 0
SOV e 3 14
e e 13 1w
1899 3 8 11 ]
1900 L 5 e

* A tola, the weight of a rupee, 180 grains, is the equivalent of & oz, The details
of this table are given on page 142 of the Prices Enquiry Committee’s Report, volume
i, Superintendent, Government Printing, India, Caleutta. 1 Famine year,



Governmenﬁ added, it will be remembered, to the

currency by taking over from the banks a considerable
stock of silver held or in transit at the time of the
~ closing of the Mints which, when coined, amounted
to nearly two crores of rupees. In 1896 the maximum
of the invested portion of the Paper Currency Reserve
was reached. While there were additions to the
currency there was less coinage than hitherto,
especmlly between 1895 and 1899. From the figures
of coinage it may be argued that even allowing for the
reappearance of rupees from hoards after 1893 (which
did not oceur except in 1898) there would appear
to be a distinct contraction in the circulation. The
~ coinage of rupees was :
‘ Corvaen oF Ruppns*

(In lakhs of rupees.)

Year'ended March, 31. coﬁgge. co&xgge‘ ‘ coiIgg‘Z;e. (..om%%gaper

‘ il ' Re A @
Decennial average, 1876-1885, 6,49 25 6,24 |10 4]
Do. 1886--1895. 779 26 7.68 1O 44

Do. s LB 8,60 19 8,36 100 anaA

Do. 1893 12,69 18 J 470574 Gt 0 el i |

Do, WG 2 R 4,81 20 4,61 10 .2 '8

Do, G o e 9 6 SEEQ @k

Do. 189G, 10l 29 29 QihOi S

Do. 1 R0 g 87 64 e ] L (R

Do. L e L G 99 61 s Ll S L

Do. 18890 70 33 BEO 00

Do. RGO | 228 91 ;b o B

. * See Table No. 14, + Includes half rupees and small silver coing.

It is sometimes said in view of this, that as soon as
circumstances called for an increased demand for
- rupees, the net additions being curtailed, the exchange
value of the rupee was bound to rise. The data are
insufficient to show whether there was in reality a
relative contraction of the currency. We have, there-
fore, to turn to further statistics.
L8
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‘ In the first place we may turn to puces and also
0 ;.ﬁo discount rates. We shall then examine the active

_ rupee circulation of each year and the growth of
business in order to see to what extent this contraction,
if at all, ocourred. Apart from a slight rise in 1892-93
prices were steady from 1890 to 1895. In 1896 and
1897 the general price level rose, due entirely to the
- nise in the prices of food grains and oil:seeds, the
. result of the failure of the monsoon in several parts
of India. In the two succeeding years prices fell
greatly on the return of favourable agricultural con-
ditions. In 1899, the year before the famine of 1900,
prices were actually between 6 per cent (weighted
average) and 9 per cent (unweighted average) below
the level of 1893. 'The index numbers given elsewhere
may be briefly summarised : ;

Inprx Numsrrs or WaHorLnsare (Rueeg) Prious
(Average of 1890-94==100.)

! ’ Unweighted, |/ Weighted.

| | it

| | \

| 1890 | 99 04

i e 97 . 97

ABOS 101 106

1898 (0 L 104 104

e 101 98

1895 | 103 97 ;
1806 | 108 106 |
1897 | 111 123

ot B 95 101
w8090 95 98

1900 . f 114 115

The period of this rise in exchange belongs to the first
of the two periods into which the history of the Indian
price levels divided itself, ¢.e. the period up to 1904
when internal conditions were the principal factors
determining prices. In the second period, from 1905



jomva,:t'ds Indlan price leve]s enter on a new phase the
causes determining the rise being c}neﬂy world-wide.

Owing to the intense famines durmg 1896, 1897, and
1899 the general movement in prices is so upset
as not to warrant definite conclusmns regarding the
contraction of the currency. Discount, rates show a
noticeable increase between 1895 and 1899. These
rates are the Premdency Bank Rates, d.e. the rates
charged for demand loans, the rates charged. day by
day for loans advanced on such security as Govern-
ment Paper. These rates (which seldom differ =
among the three Presidency Banks by more than one.
per cent) afford an index for measuring the supply
and demand of money. The published bank rate in
India is, as explained in a later portion of this
_ book, not the same as the Lnghsh Bank rate which
18 in normal times the official minimum rate at which

the Bank of England will discount bills. For loans’

- and advances the Bank of England charges half per
cent more than for discounting bills, Sir James
Meston in his evidence before the Chamberlain Com-
mission pointed out ““ that the test of the bank rate
ought not to be pressed to the same extent that it
is in England, because it means very often a very
different thing. A high bank rate may simply be a
device of the Premden(‘y Bank in a given area to
prevent certain forms of trading, to check over-trading,

~and to check speculation. We often see that, when
the money market in reality is not tight and when
you can get local loans, shroffs’ loans, as they are
commonly called, at rates very much below the official

‘bank rate.”* The bank rates are influenced largely

1 Mmutes of evxdence, Chamberlain Commission on Indian Finance and
Curremy, volume ii, (Cd. 7287, 1914, Q. 9220).



