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My own belief is that what we should aim at is, by taking the fullest aivant- 
age of the present fall in silver, to force upon English experience the convic
tion that the maintenance of a single gold standard owing to the economical 
results attending its progressive appreciation, must in English interests he 
abandoned; and that the commerce of this country and of England cannot be 
carried on with advantage to either, so long as the metal which forms the 
standard of the currency of one country is regarded by .the other in the light 
of a commodity only. The present condition of silver, injurious as it is to up, 
is full also of danger to English and European industries. I halievo, there
fore, in spite of' the assurances to the contrary which for the present ws 
receive from official sources in England, that our wisest course lies in taking 
full advantage of the low price of silver to increase our exports,, a policy with 
which the measure put before us is inconsistent, rather than in the adoption 
of artificial methods of maintaining the gold value of the rupee, the conse
quences of which to many English interests would bo rather favourable than 
otherwise, and to ourselves might prove extremely prejudicial. do not wish
to be understood thereby to contend that the present state of silver, because 
it enables us to increase our exports, is favourable to Indian commerce. The 
extracts which I have given show what are the views of some of the most ex
perienced of those who are interested in our commerce. Whatever advantage 
may be gained by the existence of a higher range of prices in India than 
would otherwise obtain may he put to the credit of the present condition of 
silver, But the uncertainty which surrounds all commerce between India and 
Europe must be placed in the other scale. That uncertainty must, !  believe, 
increase so long as the relations between gold and silver are left to the chances 
of the market. What I am anxious to point out is that,, while both we aud 
England stiller from this uncertainty, the result on the whole of cheap 
silver is peculiarly prejudicial to England, because it enables India to depress 
prices of English' agricultural produce and places increasing obstacles in the 
way of the export of English manufactures. Therefore as I believe that our 
true remedy lies in obtaining concerted action with Eng land, I would take no 
measure of which the result would he to obstruct the increase of our exports, 
or to diminish the disabilities of the English importer. In the protection of 
its own manufacturing and agricultural interests, the Government of England, 
if we persist in this policy, will, I believe, should gold, continue to appreciate, 
he compelled, in concert with us, to take measures to regulate the ratio of 
the standards through the medium of which the common trade of the two 
Countries is carried on. I see nothing in out present financial position, as I 
have*endeavoured in the earlier part of this Note to explain, which should 
hinder us from continuing to persevere in seeking this solution of the silver 
difficulty.

460
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Despatch prom  thei Government o p  India, to thi Secretary op State iron 
I ndia, N o. 68, (Iated 23rd March, 189a.

We have the honour to forward, for Your Lordship's information, a copy 
of the correspondence,* noted on the annexed schedule, with, the Bengal Cham
ber of Commerce, in which the Chamber enquires what we propose to do 
with reference to the heavy fall in the value of the rupee which has followed 
on the fall iu the price of silver in the United States,

2, Your Lordship is aware of the anxiety with which we regard this 
question, and of its high importance in our estimation as affecting the inter
ests o f India. We have, at various times, for instance in our letters No, 45 of 
the 2nd February 1886 and N o. 277 of the 4th September 1886, fu lly  expres
sed our views on the subject, and it is unnecessary to repeat them here. Hut 
we desire to say that the violent oscillations in the price of silver since 1890 
and its rapid decline during the last year to the lowest point yet reached cause 
us, as they have caused the mercantile community, the gravest anxiety for the 
future.

8, We are desirous, as we have always been, of aiding in the settlement 
o f the silver question by International agreement, and if proposals should be 
made by th^ United States or by any other Government for the holding of an 
International Conference, we trust that Your Lordship will lend those propo- 
sals your strongest support.

4. In  our opinion it is not open to question that, i f  International agree* 
ment is not arrived at, the United States Government will sooner o r  later be 
driven either to the adoption of a silver standard or to abandonment of its 
purchases o f silver. I t  is certain that the cessation of the purchases o f silver 
by the United States could not fail to depress still further the price of that 
metal, and the policy to be followed by India in that event deserves the f 
most serious consideration on an early date.

L  Tbe stoppage of the coinage of silver by the United States will prob
ably, i f  it should come,'come suddenly, and if we defer until it has taken place 
the consideration of the measures which in that event it may be expedient to 
adopt, we shall find ourselves unprepared and left with no time for due con
sideration.

6. W e are, therefore, of opinion that the subject should be considered in 
all its bearings beforehand, and we recommend that, in view of the possible 
action o f the United States in tbe future, Her Majesty's Government: should, 
now take into consideration the question whether any, and if so what, measures 
can be adopted for the protection o f Indian interest' against the further de
cline in the gold value of the rupee to which, for the reasons which we have 
given, we may be at any moment exposed, and the violent fluctuations in the 
relative value of gold and silver to which, under preseut circumstances, we 
Cannot assign any limit either in time or in amount!

* Not printed in this volume.
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XLIX.
Despatch from the Government op India, to the Secretary of State 

for India,, N o* 160 , dated 21st J une, 1892,

In our I'lnatjclal Despatch No. 68, dated 2<kd M arch 1892, we requested 
your Lordship to lend your support to any proposals that might be made by 
the United States o f America, or by any other country, for the settlement 
of the silver question by International Agreement. A t the same time we 
called attention to the probability that, failing an International Agreement, 
the United States would fee forced to stop the purchase and coinage o f 
sdver, and we requested that Her -M ajesty's Government, in view o f this 
contingency, should now take into consideration whether any, and, i f  so, 
what, measures could be adopted for the protection of Indian interests.

2. Since that Despatch was written we have learnt with satisfaction that 
Her M ajesty’s Government have accepted the invitation o f the United States 
to take part in an International Conference to consider measures having for 
their object the more extended use of silver as currency, and that Your Lord* 
ship agrees with us? in. the importance of Indian interests being properly 
represented,.

At the same time we cannot overlook the strong opposition to the introduce 
lion of the system of double legal tender into Great .Britain that has been 
manifested in certain quarters, and we observe with regret that the Con
ference Iras been summoned to consider the question of the more extended use 
o f  silver as currency, and not for the purpose of considering the adoption o f 
an International Agreement for  the free coinage of gold and silver, and the 
making o f both gold and silver coins legal tender at a definite and uniform 
ratio,

6. We fear that a refusal on the part of Great Britain to adopt the 
system of double legal tender may be fatal to an International Agreement for 
the free coinage of both gold and silver, on a sufficiently wide basis, and we 
believe that a limited increase of the quantity of silver used as currency will 
exercise a very trifling influence (if any) in raising, or preventing a fall in, 
the gold price o f silver, while if will be wholly without effect in the far more 
important m atter-of preventing; fl'ot nations in the relative value o f the two 
metals. W e greatly regret tbi . Hte o f affairs, both because we believe that 
no other country is so deeply interested in, or would benefit so greatly by, a 
uniform standard of value thr uncut the civilised world as Great Britain, 
with her vast system of Lade and. the great extent of her finance, and because 
the final rejection of an International Agreement for free coinage o f both 
gold and silver will leave f l i s  country face to face with a problem of the 
greatest difficulty.

4 . I f the forthcoming ateinational Conference fails to arrive at a 'satis
factory decision regarding the silver question, we apprehend that it will, very 
soon be necessary for ute -funded States to decide either to accept a silver 
standard, or to abandon t:U* purchase and coinage of silver on a scale in excess 
of what is required to keep ’ a the necessary subsidiary coinage.

If.the Dni ted •States abandon the attempt-to maintain the use of silver 
as standard money, thei rust be an immediate and very great fall in the
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price o f silver,, which would re-apt on. the Indian exchanges and increase 
in d e fin ite ly 'the .rupee burden of our sterling obligations,

Tho recent fall in the rate of exchange has already imposed upon out 
finances a burden which we Bhall 'have some difficulty it* meeting, and ;w«' 
cannot contemplate without dismay, the prospect of another fall o f indefinite 
amount, attended-no doubt with great and sudden fluctuation-sin the gold 
price o f silver, and to be followed possibly by further falls in the future.

It. must also be remembered that, if the present conditions continue the 
•pecuniary difficulties o f the Government of India will not be limited to the 
loss by -exchange, The -fail in silver causes distress to a very large number 
of our European officers of all services, but especially of the army,_ who have 
to remit money- to their families in England. This distress is rapidly becom
ing- acute. It has been borne hitherto with great patience. But, in the case 
we have just supposed, w-e shall, unless the efficiency of the service is to 
suffer, -find it necessary to satisfy, in a reasonable manner, claims involving 
compensation to a large amount.

5, W e  have carefully reviewed all the circumstances of' the case and we 
desire to place on record for Your Lordship's information our deliberate 
opinion that if it becomes evident that the International Conference is unlike
ly to arrive at a satisfactory conclusion, and if a direct agieement between 
India and the United States is found to be unattainable, the Government of 
India should at once close its Mints to the free coinage of silver, and make 
arrangements for the introduction of a gold standard.

In arriving at this conclusion we have been mainly influenced by a consi
deration 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.

W-e believe that .public opinion in India is ripe for the adoption of deci
sive measures* that the stoppage of the free coinage of silver would be gen
erally approved, and that we might safely count on receiving every reason
able assistance 'from the commercial and banking classes in the attempt to 
introduce a gold standard,

0. We forward as an enclosure to this Despatch a Minute by our Honour
able Colleague Sir David Barbour, which gives an outline of the me: bod he 
would propose to adopt for the introduction of a gold standard into India if 
such a measure should become necessary. It will be seen that he does not 
support the proposal to stop the free coinage of silver i f  the Conference fails 
and a direct 'agreement'between Iudia and-the United States is found to be 
unattainable, but that be would adopt that measure as soon, as it is evident 
that the United States will not adopt the free coinage of silver,

7, Our Honourable Colleague Sir A. Miller fears that if all action be 
deferred until-it is known to what conclusion the Conference will probably 
come, the effect of such knowledge on the silver market will be such as to 
make it then too late to act with effect, failure on the part of the Confer
ence to arive at a satisfactory conclusion will find the Government of India 
in a very much WGi-se position for introducing a gold standard, if  it has not 
in the meantime taken steps to prepare the way by an alteration in the terms 
on which it coins silver for the public, than it is at the present moment:. 
He thinks that measures ought to be taken at once which would enable the

*



Government of India-to close its Mints against silver at any moment, and to 
introduce a gold standard if and whenever, from the course of proceedings 
at the Conference or otherwise, they may deem it desirable to do so.

* . . . We desire to call Your , 8. I t  may, perhaps, be desirable to make
Lordship’* attention to paragraph known at some stage of the proceedings of 
133 of Part II of the Final Report the Conference onr views regarding the 
of the Gold and Bitm Commission introduction o f a gold standard into India.
tensUo’S ^ ^ C  Z  this question as woil as the question
possible for India, and the United otthe expediency o f  India n e g o t ia t in g  directly 
States to come to a direct agree- with the United States o f  A m erica , as suggest- 
ment as to coinage of _ sil ver . . e(j jn 0ur telegram M o f  I 9fch May, may stand 

. Wo are of opinion tuat the over until the Conference has assembled and
Hon of the problem is past, and the Representatives of India are in a pom- 
urge that a determined effort be lion to report what the prospects are of a 
made to settle the question by the satisfactory solution being attained, 
adoption of practical measures.

1,1 1 * ' ■ ■ , ■  . ,,■■■
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M inute be the H©nousable Sib David Babbour, K.C.S.I., dated 21st

J une 18953*

In dealing’ with the currency of British India it is necessary to draw a 
distinction between the motive rupee circulation and the total number of
rupees, in  existence, A large proportion of the rupees issued from the Mints 
add not melted down are kept as permanent hoards and fulfil none of the 
functions o f money. .This distinction cannot,-however, be sharply drawn, as, 
rupees are always liable to pass from boards into the active circulation ami 
versd, What I oail the active rupee circulation may be held to include all 
the rupees which at some period of each year are used as money.

The total active rupee circulation has recently been estimated at 
E x. 115,000,000,

"Without accepting these figures as more than an approximation to the 
truth, they are sufficient to show -that a gold standard with a purely go id., % 
currency is impossible in India. To establish a gold standard in India with 
a full legal tender currency composed entirely of gold it would be necessary 
to withdraw from circulation about 1,150 millions o f rupees, to melt then?, 
down and sell them for what they would letch as silver bullion, and then to 
replace them by about '£77,000,000 worth o f gold.

In the present conditions o f India and of the silver and gold markets this 
would be an impossible operation.

Moreover, a gold standard with a purely gold currency o f full legal tender 
coins would not suit India (even if it were possible to introduce it), because 
the gold coins would in practice be of too great value to suit the vast majority 
of Indian transactions.

It follows from what has been stated in the preceding paragraph, that 
if we arc to have a gold standard in India, a large proportion of the circula
tion must consist of silver coins, and these coins must be a legal tender to 
any amount. The example o f France and other countries shows that it is 
possible to have a gold standard although a large -percentage of the circulation 
consists of overvalued silver coins which are legal tender to any amount.

In order that the gold standard may be effective a limit must, however, • 
be placed to the number of such coins and they must be convertible into gold 
coins, either without payment of premium or on payment o f a trifling pre
mium, whenever any person wishes for gold coins in exchange for silver coins.

So long as the silver coins are freely exchangeable for gold coins in 
accordance With their face values the gold standard is effectively maintained,

8. 1 have no doubt that even with a gold standard the people o f India 
would in almost all their transactions prefer to employ silver rupees. It is 
improbable that a gold coin o f less than II10 in value would be issued in 
India, and such a coin would be quite unsuited for ordinary Indian trans
actions. Rupees 10 represents, generally, much more than a cooly’s wages for 
a month, and if a cooly received his wages in the form of a single com, he 
would immediately exchange it for smaller coins. We could not pay our 
soldiers or police in gold coins. Payments to the opium cultivators could not 
be made in gold neither could the ryots pay their rents in gold.

There would, also, be a not unreasonable dread among the common people 
that gold coins might be of light weight, they would generally he unwilling 
'th accept them, and for'monetary purposes in ordinary life gold coins would 
hardly be used. This would be the case, I believe, even if gold coins of the 
value o f only R 5  each were issued. $$ £



, tttken for Sauted that with a gold standard the great
■ uik oi the Indian currency must continue to be silver rupees, and that for 

monetary purposes, there would ordinarily be no considerable demand forgold  
coins in exchange for silver. On the contrary, the demand for monetary 
purposes would rather be tor silver coins in exchange for gold coins.' Gold 
coins would only, as rule,he required in exchange for silver-coins, when 
g-tda was required for boarding, for export, or to be melted down for orna
ments.

It follows that with a gold standard India would require, and would use, 
a very large amount of silver rupees; and would neither require por use a 
large number of go id. coins.

Any gold coins that were put into circulation, and were not melted down 
or hoarded, would very quickly find their way into the hands- of Bankers and 
d<uikvs in bullion, into the Government Treasuries, and into the Paper 
Cun eney deserve.

<i, i ov the purpose of introducing a gold standard into India we might 
stop the free coinage of silver, adopt measures for accumulating a store of 
g< Id, a d when what was considered a sufficient stock of gold had been ob
tained, }ve might open the Mints to the free coinage of gold, make gold coins 
a legal tcirner, and guarantee by means, o f our accumulated stock of gold* (he 
exchangeability of silver for gold coins accoiding to their face values, I do 
n»t recommend this plan ; the accumulation o f a sufficient store of gold would 
be a measure too expensive for a country situated as India is, and when it had 
been accumulated and the exchangeability of the silver coins for gold coins 
had been guaranteed by means of it, there would he a very great risk of the 
whole stock o f gold being drawn away in exchange for silver rupees. I f  this 
should happen, and I think it would happen unless our stock of gold was very 
large indeed, the gold standard would cease to exist, and we should find 
ourselves exactly where we started,

, G The. only measures for the introduction of a gold standard into India 
which seem to me feasible are the following

( i )  The first measure would be the stoppage of the free coinage of 
siivth Government would retain the right of purchasing silver, 
and coining it into rupees.

(*) The next measure would be to open the Mints to the free coinage 
of gold, A it y man bringing gold to the Mints would be entitled 
to have it coined into gold coins which would he legal tender to 

• any a.nount. It would be desirable to stop the free coinage of
silver some time before opening the Mints to the free coinage of 
gold. It would be a valuable guide to us iu subsequent proceed
ings to k now exactly what effect the stoppage of the free coinage 
of silver had on the gold value of the rupee.

The new gold coins might be a 10-rupee piece and a 20-rupee piece,
?. The weight and fineness of the gold coins to "be issued from the Mint 

would be such that the par of exchange between them and the sovereign 
would be the exchange which it was desired to establish between India and 
England. "

For example, if we wished the rupee to he worth 1$. id., the ten-rupee 
coil) would contain as much gold as was worth (U..4rf.) X 10 -  160 pence.

The quantity of fine gold in the 10 rupee piece would be T}§& tbs or frds 
of the quantity contained in the sovereign.

4 i6 6  SL
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8. The-questiott of the ratio at Which we should change from the silver to  

'lie goM standard would require careful consideration,-
W e ought not to think o f going back to the old ratio of 1 to 15 L Neither 

* ought we to adopt the veiy lowest price to which silver nay have fallen at
any time, or to consider ourselves bound-to.accept the market ratio- of the very 
moment at which the change was made. A  ratio based on the average price 
of silver during a limited period before the introduction of the gold standard 
would probably be both the safest and the most equitable.

9. We may be quite sure that, on the introduction of the gold standard, 
Bankers arid: bullion dealers a Way from the Presidency towns, and, perhaps, iff 
the Presidency towns, would charge something for changing silver coins for 
gold cues. 4the;general public, however, would very seldom require to make 
such exchanges, and if all-Government Treasuries were required to. give gold 
coins for silver coins whenever it was possible for them to do so, there could 
not be any considerable premium on. gold coins so long as there were such 
coins in the public Treasuries or in the Paper Currency Reserve, and the gold 
standard would, subject ..o the above condition, be effectively maintained.

10. After the above measures had been carried out, it might happen, 
that no gold was brought to the. Mints to be coined and put into circulation, 
and ibat the rupee fell in value below Is. 4d,

Or, it might-happen that though gold was brought to the Mints for a 
time and the rupee was worth Is. 4d., yet subsequently gold Ceased to be 
brought.to the Mints, the gold coins disappeared from circulation, and the 
rupee fell below is. 4d,

I f  gold were not brought to the Mint to be coined and put into circula
tion, or if gold coins disappeared and gold ceased to be brought to the Mints, 
it would be a sign that the rupee currency Was redundant, or, in other words, 
that there were too many silver rupees in circulation, that consequently their 
value had fallen below Is. 4d, each, that gold coins Lad be n driven out o f 
circulation, and that the gold standard was no longer effectively maintained.

The remedy in such case would he to contract, the rupee currency, and to 
adopt any feasible measures for improving the general financial position of 
the country. An improvement in the general iimineral position would give 
increased confidence, and the reduction of the rupee currency, if carried far 
enough, must ultimately restore the value of that coin,

i t .  The greatest danger from the cause just indicated would arise 
immediately after the first introduction of the gold standard, and would be 
brought about by silver rupees being returned into India from foreign 
countries, and by their being thrown into the active circulation from Indian 
boards. I tlviuk that Indian rupees would certainly be returned to India 
from abroad when their value in India, became greater than their bullion 
value, but I now doubt very much if Indian rupees would be largely brought 
out o f hoards. I t  is more likely that, existing hoards of rupees would practi
cally remain unaffected. I formerly held a different opinion on this point 
and believed that rupees would be largely brought out of boards when they 
were given a value exceeding that of the metal contained in them,

tiv  The reduction of the rupee currency in the manner just indicated, if 
it became necessary, might or might not prove a very expensive measure. .It 
could of course be.spread over a number of years, but until it had been carried 
out to a sufficient, extent the gold standard would not be effectively main* 
tained. ‘When the rupee currency had once been sufficiently reduced, I should 
not expect any serious difficulty in the future, % I. &



Lending- to the increase of population it* India, to the" rapid opening out 
o f toe country, and to the comparatively small, part which credit plays in 
.Indian trale, it may fairly be held that- even with a gold standard an increase 
of the rupee currency won Id be required every year, and that increase I place 
ttt l\ot ieSfS ::’na’;i &*. 1,<H)0,00U yearly. I t  might be Considerably more, twice 
01 «tui66 tiroes as much. When the coiu&jje o f rupees was stopped any 
redundancy. <>* the silver currency would be diminished yearly by this amount 
without any action on our part, Tfc is also not. impossible that rupees would 
continue to be withdrawn from the., active circulation to be hoarded as at 
present $ they would certainly be hoarded by persons whose savings were 
small. This cause would still further reduce any temporary redundancy of 
lb® silver currency at first starting. O f course while the reduction of the 
rupee currency was in progress we would not have an effective gold standard, 
but even during that period .of uncertainty I should expect the exchange with 
England to remain much steadier than it has been during the last few* years. 
It would cease to be blown up and down by every breath of speculation, and if 
we could establish confidence in our measures, the late of exchange would tend 
strongly towards the rate we had decided to maintain, and would only 
diverge from it under the pressure of real economic forces.

A  nation that possessed a fairly satisfactory standard of value might well 
hesitate to expose itself even temporarily to the evils of an inconvertible 
standard, but no such argument, applies iu the case o f  India. W o already 
labour under difficulties which are quite as great as those to which an incon * 
vertible paper standard would expose us. The prospect of being unable for 
»  ti*»e to effectively establish the gold, standard need not, therefore, deter ns 
from the attempt to do so if we see a prospect of success in the future,

13. It is .also possible that under certain conditions of trade there might 
be more gold brought to the Mint and put into circulation than was required 
for ordinary use as currency.

In that case the public would get rid of the gold coins by paying them 
into the Government Treasuries. Gold might accumulate in these Treasuries 
and the Government could npt, in practice, relieve the Treasuries by forcing 
gold coins on persons who preferred to receive payment in silver.

T.he_proper remedy for any such accumulation* of gold would be for the 
Treasuries to pass the gold coins into the Paper Currency Reserve which, could 
ai sorb several millions without difficulty, and the Paper Currency Reserve 
could he relieved, when necessary, by remitting the gold to England in pay
ment of debts, its place being taken by silver rupees. 1 * J

b o  serious difficulty arising from an over-supply of gold coins need 
therefore, be feared. J *

14- It is important to consider what the additional demand for gold would 
be, owing to the establishment o f a gold standard in India.

Taking the active circulation at Rx, 115,000,000, ! think that gold coins 
to the value o f one-fifth o f  that amount would be an ample proportion of the 
active circulation for the purpose of maintaining the gold standard. This 
would be R x . 28,000,000 worth of gold, or, say, £15,000,000 sterling. / believe 
that the gold standard would be muntbioed-effectively with a smaller amount 
of gold, and that gold in excess of £15,000,000 in the active circulation would 
be unnecessary and might be a source o f positive inconvenience. When we 
bad arrived at normal conditions the yearly additions of gold required for the 
active currency would be small, and would probably not exceed £200,000 
yearly.



15, I t  is more than' probable, however, that the substitution of a gold 
standard for a silver standard, would lead to an increased use of gold instead 
o f silver for hoarding On the question of the extent to which this substi
tution of gold for silver would ultimately be carried I am unable to offer any 
opinion.

►Silver is at present used for hoarding (as a store o f value), and for 
ornament. When it ceased to be the- monetary standard o f India it would be 
less suitable for hoarding,, but it might continue to be largely hoarded in the 
form of rupees, and on the other hand, silver bullion would fall considerably 
in value and price, and its greater cheapness would tend to increase ite use 
for purposes of* ornament, It  must be uncertain to what extent gold would 
begin to take the place o f silver for hoarding and ornaments after the estab
lishment of a gold standard, but in the first instance, at any rate, the extent 
o f the change Would probably not be considerable.

I t  is held by some that if a gold standard were established in India a 
great deal o f the gold that is now hoarded or held in the form of ornaments 
Would he brought to the Mints, coined and put into circulation, I have never 
been able to accept this theory. W hy should a Native of India give up his 
habit o f hoarding, or an Indian lady cease to take a.pleasure in the wearing 
or possession o f gold ornaments, merely because the Government of India had 
established a gold standard ?

There is, however, a large amount of gold Imported into this country 
every year, aud there roust always be a considerable amount of gold iu the 
hands of bullion dealers. I  think that if we had an effective gold standard 
it is very likely that all this gold, which is, as it were, waiting tilt the time 
for absorption arrives, would be coined and. become part of the circulation for 

* the time. To facilitate this result I  would propose not to charge any seignior-
age on gold coins.

16,  ̂ In this paper 1 have dealt with the question of a gold standard for 
India from a practical point o f view. Many - objections, founded on consider- 
addons not of sin immediately practical nature, may be raised to the introduc
tion of a gold standard into India. Some of these objections appear to me to 
possess weight, others I believe to be imaginary. I  have no hesitation in 
saying that an international agreement for the free coinage o f both silver and 
gold and for the making of them full legal tender at a fixed ratio would be far 
better for India and all other countries than the establishment of the single 
gold standard, even if the latter course be possible.

Under the former system the worst result that could happen would fee the 
disappearance o f one of the metals from circulation, but this would only 
happen by the other metal taking its place and gradually'll riving it out, and 
under such circumstances all countries would have the same standard.

The general adoption of the system of double legal tender would be 
a perfectly safe measure and would be a final settlement o f the question. 
The attempt to establish a general gold standard is not free from risk. 
H istory affords instances of the establishment of a gold standard in one or 
more countries, but sooner or later the standard was changed. It may, how
ever, be that the conditions of gold mining have so greatly changed that a 
gold  standard can now be maintained for an indefinite period.

17, With regard to the question of the expediency o f attempting to 
introduce a gold standard into India, I do not go further than saying that if 
a general agreement for the free coinage of both silver and gold at a ratio 
cannot be obtained, and if the United States does not adopt free coinage o f
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silver, I think an attempt should he made to establish a gold standard in this
country. •

X believe that; a perpetuation of the difference of monetary; standards 
'between England and Her Indian Empire would be a source of incalculable 
mischief to both England and India, and that such a state of things should 
■not be accepted until it has been proved by actual experiment to bo absolutely 
unavoidable.

I ! \ ti i  j n . lu ',1"'* i  * i|  ̂ > "i /  11* 0 i  „ * 1 1 « w §§im |
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N o t if ic a t io n  by  the  Go v e r n m e n t  of I n d i a , F in a n c e  an d  C ommerce, 
D epartm en t , N o. 2662, dated  26 th  J ijee 1896.

The Governor General in Council hereby announces that until further 
orders gold coins and gold bullion will be received by the Mint Master*? of 
the Calcutta and Bombay Mints respectively in exchange for Government 
rupees, at the rate of 7*58644 grains troy of fine gold for one rupee, on the 
following conditions

'(1) Such coin-or bullion must be fit. for coinage.
(2) The quantity tendered at one time must not be less than 50 touts.
(6) A  charge of oho fourth per mille Will be made on alt gold coin or 

bullion which • is melted or c ut so as to render the same lit 
for receipt into the mint.

(I) The Mint Master, on receipt of gold coin or bullion into the 
Mint, shall grant to the proprietor a receipt which shali  ̂entxue 
him to a certificate from the Mint and Assay Masters for the 
amount of rupees to be given in exchange fur such coin or 
bullion payable at the General (Reserve)'Treasury, Calcutta or 
Both bay. Such certificates shall be payable at the General 
Treasury after such lapse of time from the issue thereof as the 
Comptroller General may fix from time to time.

N o tific a tio n  b y  t h e  G o vern m en t  of In d ia , F in a n c e  an d  C om m erce  
D epartm en t , N o. 2 6 6 8 , dated  2 6 th  J une 1893 ,

In supersession of the Notification by the Government of India in the 
Financial Department, > o .  8287, dated' the %Hh October 1868, which is 
hereby cancelled, the Governor General in Council is pleaded to direct that, 
from and after the date of this Notification, Sovereigns and Half-sovereigns 
of current weight coined at any authorized Royal Mint in England or 
Australia, shall be received in all the Treasuries of British India and its 
dependencies, in payment of sums due to the Government, as the equivalent 
of fifteen rupees and of seven rupees and eight annas respectively.

*

N o tific a tio n  b y  the  G o vern m en t  of I n d ia , F in a n c e  and C ommence  
D epartm ent , N o. 2661 , d ated  2 6 th J une 1893.

In exercise o f the powers conferred by the Indian Paper Currency Act,
1882, as amended by the Indian Coinage and Paper Currency Act, 1893, 
and of All other powers enabling- him in this behalf, the Governor General 
in Council is pleased to direct that currency notes shall be issued by the 
Bead Commissioner of Paper Currency, Calcutta, and by- the Commissioner 
o f P a p er  Currency, Bombay, on the requisition § f the Comptroller General/ 
in exchange for'gold  coin or gold bullion at the rate of one Government, 
rupee for T’58844 grains troy of fine gold. Sovereigns and. Half-sovereigns 
o£ current w eigh t coined at any authorized Royal Mint in England nr 
Australia shall be taken as the equivalent of fifteen rupees and o f seven rupees 
aud eight annas respectively,
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Extract 'from a. M inute by the Honourable Sir D avid Barbour, K.C.SH,,
dated I 6th October. 180S.

«  . *  «  *  *  *  *  *  *  *

5, W hile !  am of opinion that the Government of India rnig*ht> under ordi
nary circumstances, undertake to make a grant o f BOO lakhs yearly fo r  
Hallways and Irrigation, the question of the amount of money that the 
Government of India can undertake to find during the coming year must 
he specially considered with reference to the present financial position and 
the prospects o f exchange.

The Budget ‘Estimates o f the current year showed a deficit o f 
E x, 1,595,100, Since the Estimates were prepared allowances have been 
sanctioned for European and Eurasian officers not domiciled in India to 
compensate them in some degree for the fall in the rata of exchange, and we 
have undertaken to pay furlough allowances at the rate; of Is. 6d. per rupee. 
These concessions add materially to the expenditure so long as the rate 
of exchange with England is below la, 6d„

On the other hand, no steps have been taken to secure financial equili
brium except the stoppage o f the free coinage of silver with the intention o f 
ultimately introducing a gold standard into India, and in the hope that 
the permanent rate of exchange might be fixed at not less than 1 a, 4id.

6. I f  the stoppage of the free coinage o f silver had resulted in raising 
the rate of exchange to 1#, 4d,, our most pressing financial difficulties would 
have been relieved.

The rate of exchange has not, however, risen to l.t. 4<f„, and though 
the Secretary o f State lias practically ceased to draw bills for three months, 
the demand rate of to-day in Calcutta does not materially exceed If. fid. 
It is impossible to say what the course of exchange will be during the next 
few years i; but I  have no hope that the Secretary of State will get an 
average rate o f 1a. 4d. during the remainder of the present year, and the 
future is so uncertain that it. is impossible to base our action on the assump
tion that the average rate o f exchange will rise as high as Is. 4rf. during the 
financial year 1894-95,

* * * * * * * * * *
9. W e have taken the preliminary steps towards introducing a gold 

standard into India, and it is o f vital importance that our policy should be 
carried to a successful issue. Before the Indian mints were closed to the 
free coinage of silver, it was possible to hope that that measure would of itself 
lead to the rise of the rate o f exchange to Is. 4d>, that we should only have 
to wait while a gold reserve accumulated under trade influences, and that 
the gold standard could be introduced into India with but little trouble. It 
seems impossible any longer to entertain the hope that the mere closing of the 
Indian mints to silver will lead to the accumulation of a gold reserve, and 
bring about the effective establishment of a gold standard without its being 
necessary for us to take any further steps in the matter.

According to present appearances the establishment o f a gold standard 
will be a work o f time and labour, involving sacrifice# so heavy that they 
may tax our resources to the utmost,



10, On the Other hand, the speedy es'tabiiriiment o f the gold standard 
is most desirable. W e have now neither a gold standard nor a silver slant ®*d ; 
our- trade with China suffers severely and our trade with gold standard 
countries has not so far been appreciably facilitated. The measures taken 
to improve the position of the European services (the grant of exchange 
compensation allowance and o f favourable rates- for the payment in England 
of rupee pensions and furlough allowances) have in round f i g ™ ,  converted 
a ^ p U  liability of Ex. 4,880,000 into a sterling liability o f £8,312 0<i0. Ihis 
con v ers ion , .at favourable rates, of rupee liabilities into sterling liabilities has 
nddedrmaterially, to our rupee expenditure, and the additional exjpemlituie 
will increase with every fall in the exchange value of the, rupee, and must 
aggravate our financial difficulties so long as we are unable to effectively
establish the gold standard. , , • .

11, The establishment of the gold standard m India has been undertaken
under specially unfavourable conditions.

In the first place, the drawings of the Secretary o f  State are very great 
in proportion to the magnitude of India’ s trade and of her total revenue, 
and, as I have already shown, these drawings do not constitute the whole 
of the burden of this nature which falls on that trade.

In  the next place, we are attempting to introduce, or hoping that we 
may be able to introduce, a gold standard at a higher rate of: exchange 
than that which prevailed when the Indian mints were dosed to the t ree 
coinage of silver— a task the magnitude of which it is impossible for us to
measure. , , c

In the third place, we are trying the experiment when our nuances are
.seriously embarrassed, and when expenditure materially exceeds revenue.

Considering* the magnitude of the interests at stake, and the oiincuities 
we have to meet, we ought not to throw away a single chance, or to do any
thing which might delay success by a single month. The longer the delay in 
establishing the gold standard, the weaker will be the confidence o f the 
general public in our ability to make the gold standard effective; anu the 
greater our loss of credit, the more difficult will our task become. _

12. Various devices have been put forward under the impiesmon that 
they would solve the difficulty, such as a refusal by the Secretary o f State 
to sell drafts at a lower rate than Is. 4<tf., or the imposition of an import duty 
on silver. The former proposal appears to me a most dangerous one. the 
Secretary o f State possesses no power to regulate the rate of exchange on 
India by manipulating the sale o f his drafts. He has certain sterling pay
ments to make in London, and he must draw bills to an amount sufficient 
to enable him to do so, mid he cannot sell the necessary amount of bills
unless he is prepared to let them go at the rate at which the market wu»
take them. I f exchange will of itself rise to Ir. 4<£., we need not interfere 
to fix a minimum of b .  4rf. j if  it will not rise to that rats undei ordinary 
market influences, the only result of withholding bills will be to give a 
temporary stimulus to exchange, with the result o f causing a more than 
proportionate reaction at a subsequent period. A n import duty on silver 
would now have no more direct effect in raising exchange than an import 
duty on piece-goods or any other commodity, perhaps not so much, and 
it would be attended w ith '’evils which would seriously counterbalance any 
advantage that coaid be expected from such a measure. There is, in tact, no 
royal road to the eatablishtinent of a gold standard m  India, and specially to 
the establishment of it at a higher rate of exchange than that which prevailed 
when the Indian mints were closed.

• $  4 7 3
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15. The only sound and certain method of establishing the gold standard 

is to be found in the necessary reduction of the rupee currency. We know • 
that there' arc* many coined rupees in existence which may be poured into that 
currency., and we eau neither say what the total amount may be, or what 
bngth of time it may take to make the necessary reduction. ‘ Nevertheless 
the difficulty must be faced, and the sooner it is faced the better, 'there can 
bo no real redact; >n of the currency until we possess a surplus of revenue over 
expenditure which may He devoted to this purpose, and in my opinion the 
primary duty of the Government of India is to re-establish financial 
equilibrium either by reducing expenditure or by imposing additional 
taxation. Any surplus that would then be available should be devoted to 
the'withdrawal of the. redundant currency.. The process maybe tedious, and 
difficult, and involve a heavy sacrifice, but 'if we persevere 'in this course we 
may hope that the gold standard will ultimately be established, and by no 
other process can we make certain of arriving at the desired result.

14, The task of establishing a gold standard will be. facilitated if, at the 
somae time, we can succeed in reducing the total amount of the remittances 
to England, and in any case we ought' scrupulously to avoid increasing them.
However beneficial the construction of new Railways may be, we must 
recollect that a heavy expenditure from borrowed money on Railways would 
not only involve, for a time at least, an increase of net expenditure and thus 
render it more difficult to establish financial equilibrium, but would add 
permanently to the amount that has to be remitted to England, and thus 
directly tend to depress exchange, and counteract any efforts we may make 
towards the establishment of the gold standard.

The measures which the Government of India should adopt are, in 
my opinion, as follows :—

(1) The immediate establishment of financial equilibrium, whatever 
the cost may be,

( -5 The devotion of any surplus that may be obtained to the reduc
tion of the number of coined rupees in circulation, such 
reduction of the currency to be carried as far as may be 
found necessary to produce the desired result.

(3) The reduction of, or at least the avoidance of any increase to, 
the Home charges and the total remittances to England—a 
process which necessarily involves the application o f a strict 
littr't to the construction of Railways and Canals from bor
rowed money, and which, if the Famine Grant is suspended, 
will necessitate a-contraction of the present Public Works 
programme.

Objections may be raised to the stringent proposals which I have just 
stated, and especially to the proposal co restrict the expenditure o f borrowed 
money on Railways, but we can no longer postpone with safety the task 
of facing the position before as in the hope that something may turn up 
which will enable us to avoid fulfilling an unpleasant duty; and the Govern
ment of India fail to take steps to place the finances in a sound condition, , 
and shrink from adopting the only means which can be depended on for 
effectively establishing the gold standard, I  apprehend that consequences 
will follow which may be of the most serious nature.
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MiKDTF, DATIiD HIE 17TH OCTOBBU 1 89 6 , BY THE HONOURABLE SlR .TaMES
WBEfLAND, DISCUSSING THE' PBOBRYRTX .Of ALTERING THE 1UTI.I) AT WHICH
SOLD .SHOULD BE'TAKEN IN EXCHANGE BOR RUPEES? FROM Is. 4d. TO
Is. So.

In my Financial note upon the proposals relating* to Hail way construction 
which are now before the Government- of India* 1 have shewn that the direct 
consequence of the transactions, which will pass through the Accounts of 
Government, will be the reduction of the Secretary of State's drawings from 
their present figure, about I? millions sterling, to 14 or 14| million's, and I  have 
alluded to the possible evil consequences of that reduction upon trade and 
commerce. I regret to say that since I  wrote -that note, the probabilities of 
heavy famine expenditure ha ve greatly increased, and there is nbw:, more than 
ever, reason to say that this'estimate of 14 or millions of drawings for next 
year in the highest we can make,

2, I intentionally avoided entering upon a difficult and obscure subject 
closely bearing upon this'question, viz., whether in the coming year the scar
city which is impending over India would have any considerable effect in 
reducing or increasing the balance of trade; or whether it would so alter that 
balance as to fit it more nearly to the new restriction of the amount of Council 
Bills. There .is no doubt, that India will have less available produce under one 
or two of its chief articles of export, but, on the other hand, the means avail
able to the people for expenditure on imports (for example on Manchester 
goods) will be less, and imports also will for this reason be restricted. This 
was the view T  took, but considering the obscurity of the details of these 
.operations,. I  thought it Wisest to avoid speculations on the -subject; and 'to 
assume no- alteration either m the. way, of. decrease .or m the way off increase 
io the balance of trade.

3. There is, however, one aspect of the new programme which will intensify 
the effect of the restriction of Council .drawings. Over and above the trans
actions connected with Railway construction, which pass through our accounts, 
there is the .following anticipated outlay during the next three years

000 Ex.
1. Oonatniotion of Branch Line Companies . . 7,78,75
2. Construction of Assisted Companies . ., . . 2,41,00
3. God a very Talley Railway . . . .  8,07,25

18,27,00
4. By Native States . . . .  .  . . , 2,91,90

Total , 16,1.8,90 
*

Now, even if we assume that the whole o f this last item will be found out 
of capital existing in India, yet the bulk of the first three items, that is, four 
■or four-aud-a-hal! mores a year, will be practically European capital invested 
in Railways in this country, I say <f practically," because for purposes of 
remittance the same effect is produced by the diversion towards investment in 
this country, of money (say the savings of Europeans) which would otherwise 
be sent out of India for investment in England or elsewhere, as is produced



by the remittance from England, for investment here, of capital acoamulated 
in England,

4. All these transactions are on a much larger scale than anything of 
which we have had recent experience, and they all create a demand for remit
tance from England to India (that is, for Council Bills). So tLhfc we may 
anticipate that not only will the amount of Council Bills have to he greatly ' 
reduced in respect of one portion of the programme, hut at the same time, 
an enlarged demand for them will be created by another part of it.

5. lit the note to which I have referred, I drew'attention"to the evil effects 
upon trade of a demand for remittance, which might have a sudden and consi
derable effect in the way o f raising the. exchange value of the topee. It  will 
be seen that that effect is enhanced by the. considerations now set forth. I  
desire therefore to suggest, as a measure.for the prevention o f  these anticipated 
strains, a revision of that portion of our currency measures undertaken upon 
26th June 1993, which fixed at fifteen rupees the rate at which sovereigns were 
to be received m our Treasuries and in our Currency Department, 1 would 
change it now to Its. 16, being an exchange of 1#. 3d. instead of Is, 4(1.

6, The introduction of a rate for exchange of sovereigns had a two-fold 
object. I t  was first of all intended to set a limit upon any .excessive rise in 
the' exchange value of the rupee, and in the second place/ it was intended to 
Jay the gradual foundation o f a gold currency.

7, The first aspect o f the matter was dealt with 'in paragraphs 147 to IS!) 
o f the Herschell Committee's report:

w 147, It appears to be desirable that any .such scheme should afford security against any
sadden and considerable rise of exchange. I f  the closing o f the 

Provision iprainst » sudden joints ware thought likely to lead to such a rise, the opposition 
i'w .rue n « cm n g , to the measure would, no doubt, be greatly augmented. In all
probability the cessation of free coinage'of silver, would be immediately followed by a fall in 
the pries o f  that metal. I f  at. the same time exchange rose considerably, the divergence 
between the rupee and its intrinsic value would become at once very marked. The difficulty 
of maintaining the rupee at its higher exchange'value might be increased, and the appro* * 
lidm-iions o f  disaster which are entertained, even if they be 'exaggerated, or unreal, would he 
intensified.

“ 148, Moreover, the rise in exchange would be calculated to lead to a fall in the price of 
Indian produco. And, if this were seen to follow, and believed to be canned by the action 
o f the Government, public opinion might be disturbed and the situation might become 
critical. The view has been expressed that, even though the native producers might not be 
likely to be actively hostile to a scheme which left prices unaffected, they wpuld be far from 
indifferent, and the state o f things might become dangerous if prices began to fall very 
sensibly.

«  149, What, then, would bo the effect of the scheme' suggested by the Government of 
India P Closing the mints, even i f  the Government o f India were to issue the proposed 
notification that gold coins would be made legal tender at a rate o f 13§ rupees to the sover
eign, might bring about a rise in exchange to the level thus indicated, viz ̂  Is, 6r2. per 
rupee, .ft is true that those who think that exchange would not frr  a considerable time 
vise at ail, and that even the existing ratio might not be maintained, may be right in their 
anticipations. But it must be admitted that on such a point no one can predict with cer
tainty , exchange might rise suddenly and considerably, unless the Government were to 
interfere actively to prevent ifc; and tlm public would not fed  any certainty as to the course 
thev would take, * .

“  150, The scheme might, however, b« so modified that the exenange could not immedi
ately rise much above its present level. It might he 

u ^ r i ! ! ! 811 of r<,p8eB on 1011301,0 provided that the mints should be closed to the public
for the coinage of silver, but. should be used by the 

Government for the coinage o f rupees if required by the public in exchange for gold, at a 
ratio to be fixed in the first instance not much above that, now prevailing, say is. 4cl, tha . 
rupee, Any fear of a considerable rise would thus be allayed, and any evil effects of such a 
rise would be prevented. Moreover, even if silver foil, the divergence between the nominal



and the inlrirwe value o f .tie  rupee would not- be so great sa i f  exchange at the same time 
rose. There would'be these additional advantage# : 'first-, th* currency would not cease to bo 
automatic uexfc, it would be a less violent step than dosing the mints altogether. They 
would practically remain open, subject to certain conditions. It. would be tbs smallest depart 
tufft frfirn the status quo which- could accomplish the -object the Government- o f India have 
in view. Besides these advantages there would be the further gain, than it would still 
leave the volume o f the rupee coinage dependent on the wants o f the people o f  India, and 
the fact th a t ' rupees m ight continue to  be coined would tend to prevent; silver falling as 
much as would he the case if  it wove supposed that the coinage o f  rupees was to cease..' alto
gether" - i l l

8. In paragraph 156 the Committee made the recommeiidotion that gold
-should be received u at a ratio to be fixed, say, Is. id. per rupee ”  :

“  156. But we eoosidef that the.following modifications of these proposals are advisable. 
The closing of the mints against, the free coinage ©t silver should be accompanied by an 
announcement that, though closed to the public, they will be nsed by Government for the 
coinage of rupees in exchange for gold at a ratio to be then fixed,_ sity^ls. id . per • rupee, 
and that at the Government treasuries gold will be received in satisfaction o f public-does at 
the t-anie ratio.9*

P, This recommendation was adopted, and it-will be sufficient to quote 
the follow ing from the speech o f the Marquis- of Latisdowne on the passing
of the Bill for oai rying out the measures.:—

“  The step recommended-by the Comxaitteo will not produce any violent disturbance ©t 
values. I t  will, to use the words of Messrs. Farrcr and Wolby, ‘ not mateiially alter the. 
..present relations between debtor and creditor, but, on the contrary, prevent those relations 
'being altered in the future, by a further fa ll/

“  It has also this further advantage, that it provides «a automatic means whereby it wm 
be possible to prevent the closing o f the mints from leading to a v-dten. and violent disturb* 
ar.ee in the rate of exchange. I  refer o f course to the provision tbwnMiy person may here- 

• after bring gold to the mints and .obtain for it rupees at the rate o f  Is. 4d. per rupee, and 
that gold may be tendered in payment o f  Government dues at the fame rate, which is equal 
to one sovereign .for Rs, 15. I need scarcely explain that the effect o f  this wili be that, 
should exchange show a tendency to rise in the open market be.vohd the rate originally fixed ; 
should it, for oaample, rise to a  ratio giving; let us Ray, la. 4 H - 'as the equivalent ot the 
rupee, or something less than Bs 15 for the sovereign, it will at once become advantageous 
to bring gold to the mint, and to exchange it at the full rate of one sovereign for R®> lo 
in  this manner, by a self-acting process a rise beyond the level which b&* been provieJoually 
indicated will be rendered impossible so long as that limit remains in force.’ 1

10. A s regards the second aspect o f the matter, viz,, it? bearing upon the 
ultimate establishment of a gold currency, the follow ing quotation from a 
minute o f two of the Members of the Committee may be transcribed :—

** 7, This closing o f  the mints, however, is only the first step in the process contemplated 
by the Indian Government, and that process will not be complete until gold is made fsjjl 
legal tender, and is received into the Indian currency as freely as gold is received in England, 
or as silver -is now received in India. This may be effected either by the free coinage or 
gold at the Indian mints or by the free reception under arrangement with the Imperial 
Government of gold sovereign! coined in England or in Australia ns legal tender currency 
o f  India. When this is done, the change will be complete, and India will then have a gold 
standard o f  Value, arid a gold automatic currency, the quantity of which wm depend on the 
demand for  it. What that demand may ho i» uncertain. Sir J>. Barbour estimates the out
side of the quantity needed to maintain the gold standard at l .1,000,000/. ,  or one-hith in 
value o f the estimated present rupee currency. But, whatever the precise amount, t ie gold 
currency is not expected to bo more than a small fraction of the actual currency in circula
tion. » ^

“  14, A t any rate, the expense necessary to procure and retain the requisite amount is one 
'■-that cannot-be avoided by any Government which desires to maintain the credit of Us cur

rency, and will be insignificant compared to the loss -of which the Indian <*< vernment now
complain. , , , . , ,

“  15. Under these cimitnstnrif.es, we could not jo in  in the recommendation contained in 
the report without at the same time recommending that the Government of India should, m 
view o f the ultimate adoption of the whole o f their plan, be prepared to secure the conver ti
bility o f  their token silveifinrienoy, and should with that object acoursuiate a sufficient 
reserve of gold ,1’



U . Now, first 1 have, to remark that the Committee Jit! not attach any 
importance to the precise ratio of 1#. 4a. Their recommendation was worded 
thus; a ratio to be fixed, say, 1*. 4*f„ They even, contemplated its being: 
altered alter being lire;, fired, with the sanction only- of the Secretary of State 
fpide paragraph IS l), though, the direction in which occasion -would arise for 
its alteration was considered by them to be rather that of a higher than of a 
lower oxctVaoge..

‘ ‘ 151- The Government of India have expressed the opinion 'that there would he no prac
tical difficulty in m m  inpf sv.ob a modified scheme ns this into dToct. It would n ot,o f course,
■be essential .to the plan, that the .ratio should never be fixed above l*.4tf.} circumstances might 
arise rendering it proper, and even necessary, to raise the ratio* and the Indian -Government 
“fright be empowered to alter it with the sanction of the Secretary o f State. Such a 
S'., 1;ati.1 o would, indeed in the first Instance, be tentative, and would not impede f urther action 
if circumstances should render ifc desirable.'

t'12. Sir David Harbour .similarly, when introducing the legislation, 
intimated that the establishment of the Is. id. rate was temporary only, and 
that the settlement of the permanent rafce'iwas left fo r .u the light of future 
Experience.'w

•It is not intended to do more at present than stop fcho free coinage of silver at the ' 
Indian mints, and, as a provisional arrangement, to provide for the issue of rupees at' those 
mints in exchange for gold at. the rate of is. id. per rupee. The ■ making gold coins legal 
lender, the settlement of the permanent rate of exchange between gold and the silver rupee, 
and the other measures necessary for the final and effective establishment' of a gold standard 
in India, will be provided for bp future legislation and in the light of future experienced’

lb. This particular ratio of la. 4d. was selected on the following considera
tions : first, it'-..was “ not much above that now prevailing "  (paragraph 160 
of report). Second, if. was considered that a lower rate would not relieve 
the Government from its financial difficulties. Lord Labsdowne said in the 
Legislative Council:—

,s 'i besc precautions will, I  hope, go far to alley the apprehensions cf those who mistrust - 
the idea ot any attempt by Uovernroent to increase artificially the .value of its currency 
Upon the other hand, the provisional ratio which the Committee has recommended, and 
which may, should circumstances hereafter, require it, he raised, is sufficiently high to afford 
the 0 overnment of India immediate and substantial relief from its most pressing difficulties. 
Had i lie ratio boen fixed lower in the first instance, I  do not see how it would have been 
possible for us to avoid adding to the taxation of the empire.”

[Here again we see the rate talked of as a provisional one.]
34. We know now how much foundation there was for the feeling of 

uncertainty as to the ultimate results o f their action to which the Committee 
gave expression. Their anticipation was that the rate of exchange might 
(not to say, would) immediately rise, and that it was necessary to set a limit 
to that rise* Had they foreseen what we now know to be the result of the 
measures that were taken in Ifcfffi, they would certainly not have gone so 
high as !«. id., and to me it seems undoubted that the considerations which 
induced them to recommend that rate, would, if they had more clearly foreseen 
the consequences, have recommended, much rather, the rate of U. fid. So 
far as our experience during the past three years has shewn (apart from the 
considerations special to the present Railway proposals), the ordinary course 
of trade seems to be establishing a rate that may within a short time rise to 
Is. 'Ad-, but is likely to take a long time to rise to Is. 4d,

3o. I do not regard a question of this kind as one cm which we ought to 
be impatient for a final result. Three, or four, or five years are but a short 
space of time in the history of an Empire, or of its currency and trade move-

• °  v r / '
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mentis. This 'txmsideiwtion has withheld me .hitherto from “formally raising 
the question whether it was wiser to aim at a-rate of 1$. 8tf,t which might bo 
soon attainable, or to wait a possibly considerable time for the higher rate of 
Is. 4c?,, although I had it in mind even before the rise, of exchange that took 
place last March, But now that I have before me precisely the contingency 
which the Betsehell Committee desired to guard against (viz., a sudden rise 
in the rate of exchange), and when moreover 1 see that the • Hersehell 
Committee themselves, if they had had in 1893 the knowledge which we new 
possess of the result o f their notion, would, so far as I can read their mind 
from their report, .'have.: preferred the'rate o f .U. Ad. to that of Is. 4«i., and 
when 3 see moreover that the l*. 4d. rate was treat 'd, on all sides, as a 
provisional one only,* X think it open to me now to raise the question. I ho 
dread of u pressing d'itfionltiesfl arising in connection with our revenue account 
is now no longer present with us. We know on the contrary that a settled 
rate of 16*. 3 if it could be attained, would he to us a haven of rest, in 
which we would immediately consider not any question o f (i adding to the 
taxation of the Empire/- hut how best to select among the methods of reduo* 
ing it.

Id. I f  the question may be reopened, I. think the time is extremely 
opportune for doing so. The coast is clear for action, for X think not a 
single sovereign has been received by us under the Is. \d. rule, so that we 
are not bound by any past transactions of our own. Moreover, the present • 
rate of 'exchange being only about is. ifcd., we may take for granted that not 
a single forward exchange engagement has been made .which will be in any 
way affected by our reducing the maximum limit from It* id. to Is. 8d. Still 
further* we have before us operations, created by a new policy of our own 
which will in the present state of circumstances give rise to the very evils 
which the CommitfceeVfixed rate was intended to prevent, unless we, follow
ing the line of policy they laid down, now apply the proposed revised rate 
of Is. Ad.

17. That the danger is not unreal will, I think, bo evident; from the
following considerations. Last year, in the middle of October, the Bank o f 
Bengal-rate was 3 'per cent., and from then till the end of the financial year 
the Secretary of State drew for £7,500,000; the result was that tire rate 
of exchange went up from Is. I f cl. in October to Is. W  in March. This year 
the Bank rate is 6 per cent., that is, we begin with a tighter market; the Secretary 
of State, according to Ids programme, will draw for £6,900,000 only, during
the same period. W o start, with a present exchange of about Is. &id.j so that,
apart from any effect the scarcity may have upon trade, the effect upon 
exchange will he more intense than last year, and we may confidently expect 
a rise in February or March beyond U, bd. W e contemplate announcing
at that moment the intended short drawings of the year 1807-98. Should
we not prepare against this at once by establishing ohr gold price, for treasury,' 
and currency at Is. Ad. ?

18. The result will be that both traders and ourselves, and also those who 
are ■Interested in financing our Railway schemes, will contemplate with 
equanimity the short drawings of the Secretary of State, and the difficulties

* Mr, Bertram Currie, one of die Committee, in a separale minute, urged that no rate 
should be fixed until experience had shewn the actual result of the closing of the mints. It 
was the fear of an immediate and serious rise which induced the Government to announce 
the rate at the time of declaring their policy,
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connected therewith- In  obcdienoe to the laws of Commerce', the excess re
mittances which have to be made from England to India will coma out in 
the shape o f sovereigns or of gold ; they will be presented to us,, like Council 
Bills era, in exchange for, rupee?,, but they will remain in our treasuries a 
reserve available- for our treasury and currency purposes in the same way 
that coin is available. For there oarraot be a doubt that every sovereign will' 
find ample field for use as current coin at Ks. 18, since we shall certainly . 
never red u ce  below 18 the price at which we are ready to exchange them . 
tor rupees. So long as the conditions o f excess- trade demand for remittance 
from Europe remain in force, gold will continue to come out to this country 
at this rate of Is, 3d.; and if at any time they aye reversed (as they are not 
likely to be for- some years at least) the gold eoin, whether left in-the -hands 
Of the public or remaining -in our treasuries, will find its way home, either 
directly or indirectly, in relief of the deficiency o f trade-remittance from 
England. We-can in no event be worse off-.than we are at present, and vve 
may and probably will be better off.

19. 1 wish to explain this last sentence in ore fully, and I. shall use the 
phrase “ ordinary course o f exchange ”  as meaning the course which exchange 
will take if no alteration is made in the l.v. 4 i. limit.

Exchange will in the future in its ordinary course either be below J*. 3d.„ 
or between that figure and ,U. id. While it is in the first of these- stages, it is 
o f no practical consequence whether the limit is at Is. id* or at Is, 3d. But 
white it  is in the second stage, we will, if matters remain as they ere, be 
« xposing commerce and trade to the risks attendant upon a.considerable rise 
o f rate, while if we alter the limit, we shall not only save that risk, but shall 
bp making definite progress to a gold currency,

SO. I f  the oircmmtances of the future are such that -in ordinary course 
the .rupee would rise above Is. 3d. and thereafter again fall below it, then i f  
wo make no alteration in the limit, we shall have exposed commerce -first to 
a rise and then to a fall of exchange, whereas if we do alter the limit we shall 
have maintained the-rate permanently at U. 3d. during the whole, period of 
what would otherwise have been the rise, and also during so much additional 
time ®a it takes to absorb the gold that we shall have laid up during the 
period-of the rise. For, so long as we hold a single sovereign, in our treasuries 
which we can remit to him, the Secretary of State need not sell a single 
Bill under the rate of 1.?. 3d.

g l. From every point of view therefore the change from i.t. 4<d. to i f .  3d. 
has become desirable in the interest both of fixity o f exchange and of the 
ultimate establishment o f gold standard. From one point of view only can 
considerations affecting Government he urged against it. W ith an exchange 
of- la. Id.> other thing* being the same, our revenue account is better by some 
two crores of rupees than with an exchange of L\ 3d. But then the whole 
question is whether other things do remain the same. This involves the 
whole consideration whether 60 crores of taxation and the like, the rupee 
being worth Is. id . in gold, are or are not a smaller burden than 69 crores 
when the rupee is worth .Is, 3d. in g o ld ,--a  question most difficult and 
abstruse. I. can only say (and in this I apeak only for myself, but am re
peating opinions I have given expression to for a long time past) that in my 
opinion our financial difficulties of the past twenty years have arisen more 
from a falling rate of ■ xeluinge than from a low rate of exchange ; that is to 
gay, using the illustration already given, from the fact that we were obJigtd



to raise the amount of taxation from 60 crores to 63 crores before the altered 
value o f silver had sufficiently operated upon prices, rates o f wages, and other 
economic ck-umstanees to make the new 62 crores of burden less than the 
old 60, i t  is certain ly true that falling e x c h a n g e d  compelled us to resort 
more than once to increased taxation, but it is certainly also true that . a mg 
exchange has had a great deal to do with the continually increasing prouuce
of each of oar sources of revenue. , . .

%%, So long as the {< ordinary course of exchange ' for toe future would
P'ive us less than U. Srf. we suffer nothing, even in our revenue account, from 
adopting Is. M. as our rate for the receipt of gold I f  the ordinary CQUiae, 
of exchanged Would give as more than that, then 1 think that the advantage 
of fixity o f exchange, "and the probable earlier establishment of gold currency, 
is, in pursuance o f the policy of the currency reform ot 189-3, n graa cr a t - 
vantage than any we are likely to derive from, the enhancement from U. ».«* 
to Is, M . of the value of our rupee for the purposes of payment ot our ster
ling liabilities. The HersbheU Committee rejected the proposal to wait tor a 
possible future rate of Is. Gd, and thought an earlier (they anticipated an 
immediate) rate o f l i .W .  preferable to all the interests concerned. Uor the 
same reason, adopting their views, but accepting the light of later experience,
I consider it preferable to take an early (and possibly an immediate) rate ot 
Is. 8d. rather than a rate of In. id., which we may have long to Wait lor.

S3 It is in view of the great difficulties we shall have to meet next year 
that I press the consideration of this proposal. W e shall have to finance a 
famine (how big a famine we do not yet know), and we shall have at the 
same time to finance a much larger programme of Railway construction than 
has yet been attempted. W hat the difficulties of a famine taken alone may 
come to we can see from the figures of 1877-78, a year in which the direct ex
penditure upon famine was R.x. 5,345,775. The drawings of the Secretary 
o f State in the years before and after that were as follows

£

18 75-76 v  . v  .  }2 (389,613
1876- 77 ■  ...............................................
1877- 78 10,134,4oo
1878- 79 , ......................................  13,948,065
.1879*80 ! . . . . . .  15,261,810

But as matters then stood the deficiency in the Secretary o f  Stated capa
city to offer Council Bills was easily made up bv remittance of silver to India, 
and for the above years the following are the net imports of that m e t a l ~

R s-J

1875*78 * . - .....................................
1876- 77 » . . . , ■ • •  *" i M S o i ?1877- 78 l4,67b,.S8o
1878- 79 . . . . . . . .  3.970,694
1879*80   7,869,743

The safety-valve then open, the necessity of which is shewn by the extra- 
ordinary figure o f 1877-78, is now closed, and the figures therefore convey a 
w a rn in g  of the difficulties we may next year have to meet. For the only 
possible safety-valve now is the remittance of gold and not of silver, and that 
safety-valve will not be open under present arrangements until our foreign

2 K
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tradt1 has first passed through the period of disturbance described '.in. the e i -  
traot quoted in paragraph 7 above, which will be necessary for its adapting 

60 a fate ° f  ^ f^ange ^kich is nearly two pence in excess o f the present

. With tbe rate now fixed at la. M. little or no iueouveUienc© .will arise, 
either w as or to commerce, from any reduction or. even from any stoppage o f 
Council Bills We shall have Jinked ourselves, for the time at any rati, to 
j 6 g°ld  standard of R agland; and if  our remittances fall in a r,rear, it will not 
be oo firrear that we have to make- up in the future, for the . trade remittance 
, i  aJ,ollcte commence to be carried on by gold, and we shall possess, in gold 
m fjwha, tne^mtans o f paying off the art-ear at any time we please.

^wnihe relief is-a kind of expenditure which cannot easily be measured 
beforehand, and yet has to be met without delay, when the necessity arises, 
the task which is before us of financing next year both the anticipated famine 
and our Railway programme will Under any circumstances be one of the great- 
est difficulty, and it is one which in my opinion will be impossible, or a t ’ least 
will be productive of serious consequences unless, by altering.as i propose the 
rate at which we receive gold, we loose the link which at present binds to
gether our operations and those of trade remittance,, and thus set ourselves 
tree to consider these questions of resource solely as t hey affect our own opera
tions, without having to'consider at the same time the disastrous effeetVthey 
may have upon commerce. 1 think it is a necessity p f next y e a r l finance 
that the Secretary of State should ho in a position to reduce, or even dis-. 
continue his drawings for a time, without feeling that in doing so he may be 
gravely disturbing the course o f trade.or may be incurring sterling liabilities 
with only rupee sweets to set against them,
. 1 conclude by saying that, although personally I considered this sub*
]ect long before I worked out the actual financial consequences of our Railway 
pokey, I  would not have thought the time had com© to bring it forward unites 
.1 had found the immediate necessity arise in connexion with these consequences*
The reduction from lr. 4d. to I*. '6d. of the rate at, which we are prepared to 
receive gold in our treasuries and in our Currency Department seems to' me the 
one condition by which our Railway policy can be reconciled with the condi
tions of both o f oiir owu remittances and of trade remittances ; and 1 propose 
it not only.because it averts all the inconveniences (hot to use a stronger 
word) that,may arise iu that connexion, hut because it makes our Railway 

. policy an instrument for carrying forward, and perhaps ultimately carrying 
to a successful conclusion, the pdicy of currency reform adopted by the G ov
ernment of India on the recommendation of the Horsohell Committee,

%7. It should be borne m mind that the opportunity for action will have 
passed, if no decision is come to by the time the rupee rises in ordinary course 
*? ^  8d.} because in that event any possible action will involve a modifica
tion o f existing commercial engagements.
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MiSUTH, DAT8D 22 n d  October 1806, BT M e . .T. F. F i n l a y , o n  t b b  TOOfOSRB
ALTERATION KBOM I*. 4)d, TO ]tf. <W, OP THiS HAT® AT WHICH GOLD 
SHOULD SB TAKEN IN EXCHANGE tfOB BWK18,

1. The Honourable Member bavin" spoken-to me on the subject of tli® 
proposal in liis note of 17th October 1896, 1 mmtioned that I thought the 
proposed measure was very inexpedient,. and in view of the importance-of the 
matter, which cannot be exaggerated, 1 asked hint for permission to criticise 
the proposal with the same freedom *as would be open to me if- the proposal 
had come from an outside source instead of from him. Tins permission be 
kindly gave.

2, It will he seen.from his note that the Honourable Member bad coma 
to the conclusion that it is desirable to substitute 1*. Sd. for Is, <i,cL the rupee 
as the rate at which we are prepared to issue rupees in exchange f  r gold, 
altogether apart from end independently of the special 'cireumstaiice- connected 
with tbs programme of Hailway construction and the probability of famine, 
which lead him to make the proposal at the present time.* I t  will therefore 
be convenient %o divide my remarks into two. parts, the first treating o f the 
subject on general permanent considerations, and the second taking into account 
the special circumstances of nest year.

L — G eneral pEbmaNbht considerations.
8, I entirely agree that the main object of the currency policy is to attain 

«. stable exchange, and it would be wise to adopt for the rate at which gold 
shall be received in the transition period and at which the ultimate establish
ment of the gold standard shall be effected, any rate of exchange which may 
-seem the most, likely to secure and maintain stability.

4. To trade and the mercantile community it is a matter of perfect in
difference whether tire stability is reached with exchange a- !<?. Sd. or Is. -id, 
•or 1a. 6d.: in tins opinion also I  understand that I  am in agreement with the 
Honourable Member,

5. To the ollieial community and other Europeans drawing salaries in 
rupees a higher rate of exchange is of course preferable to a lower ; hut I am 
strongly o f opinion that the preference of this class for a high exchange 
should he allowed almost im weight in settling the question, and that their 
interests should be entirely disregarded if they clash with: the interest of: trade 
and of the Government,* at the same time it is necessary to guard against, the 
overstrained conscientiousness which would refuse or hesitate to adopt a con
clusion on other grounds because it happens to suit also the personal interests 
of those who are privileged to give advice in the matter.

6. There remain the interests c f  the Government, and, which is the same 
thing, o f the general taxpayer. The Government will certainly be able to pay 
its way with exchange at la. Sd., and as it has already had to frame its 
estimates at a lower rate, it will not feel any strain or difficulty in adapting

—   ----11 —   —■»—  -
* Alter I bad written and sent to Press the bulk o f ting note the Honourable .Member 

told me that i f  the prospect had continued to be that exchange would rise gtaduajly and 
tlowly to Is. id., he would not have proposed to c bang* the rate; and that the special 
chroma stances of next year therefore constitute his determining reason for making t ie  
proposal as well as for his making it at the present time.

J. F. F.,—28-10-P8.
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its finances to that rate m  the ordinary years. Bui the required equilibrium 
will be secured only by maintaining taxation at a level higher by i,wo erorea 
than if the higher rate o f Is, 4d, were established.

7. This objection t o . the proposal is noticed in paragraph SI o f the 
Honourable Member’s note, I  venture respectfully to question tha correct
ness of the conclusion'drawn in that paragraph, that 6ii oi-ores o f taxation 
with exchange at Is. 3d. is no heavier harden than 60 oroves with a rate of 
1*: 4ff. As there said, the question is m ost difficult and abstruse. The one 
point absolutely beyond dispute in that paragraph is that with the lower rate 
the interest and other sterling charges will cost two crores of rupees more to 
discharge. The rest is open to argument,

H, The Honourable M ember is of opinion that falling exchange has had a 
great deal to do with the continually increasing produce o f  each of-our sources 
o f revenue. The opinion that falling exchange benefits the trade, and conse
quently the public revenues, of: India was at one time held by many. 
Numerous refutations have however been published in the last ten years, and t  
had hoped that the opinion had been now generally discarded: and" that it was 
almost universally accepted that any benefit derived from a falling exchange is 
o f  a most transitory kind and leaves no trace of permanent or general good 
behind it, I t  would be out o f place, however, to argue out that difficult ques
tion in this note; and, its will appear from the next paragraph, I  do not 
think that it really affects the issue being discussed.

9„. Whatever the effect o f  a falling  exchange on trade and revenues, I  
believe it is generally accepted that neither trade nor revenues are in any way 
benefited or made more prosperous or greater by a stable rate of exchange on a 
low level as compared with a stable rate on a higher level. The Honourable 
Member in paragraph fcl, draws a sharp distinction between the effects* of a low 
rate o f exchange and those o f a falling exchange. And. his argument in 
paragraph ^ 1 seems to attribute the alleged beneficial effects oil our revenues 
entirely to a falling exchange. But the question with which he is dealing is 
the difference in the burden o f taxation o f a named amount in periods when 
two distinct'stable rates o f exchange prevail, audit has nothing to do with any 
period in which the rate is falling from the higher to the lower rate. -His 
conclusion therefore that the burden of taxation of a named amount is lighter 
with a stable exchange o f U. 3d. than with a stable exchange o f I*. 4J. 
does not seem to me to follow- from his premises. However, I may have mis
understood the Honourable Member’ s argument, and he may mean to assert 
that in addition to the beneficial effect on trade and revenues o f a falling 
exchange, there is also a similar effect produced by stable low exchange as 
compared with a stable high exchange ; that certainty is necessary to tile 
conclusion drawn in paragraph 21. I f  so, I  can only respectfully express my 
dissent from the premiss and the conclusion. I  feel as great certainty as is 
possible in such matters that a stable low exchange has no advantage over a 
stable high exchange in the way o f stimulating trade or lightening the 
burden o f taxation.

10. The sum of this part of the matter is, that i f  the rate of exchange is 
permanently fixed at I s .  3d . instead o f 1*. 4d. the one certain effect will be 
that we shall have to spend annually about two eroves o f rupees more to meet 
our sterling payments, and that the number of rupees to be raised by taxation 
must therefore be permanently higher by that am ount: whether there will he 
compensatory advantage which will make that additional taxation an addi
tion in appearance only and not a real additional burden, is, at any rate, open 
to doubt,

§L4&4



11, The facts above brought out are that the adoption of the rate o1.
Is. 8d> instead of is. 4d. will involve a large permanent addition to our nr.niv.i 
expenditure expressed in rupees ; that the taxation must be larger by that 
number o f rupees; that it is prim# facie probable thatthat a c t io n  will »ea 
real addition to taxation ; and that it is, to say the least,doubtful whether the 
compensation will occur which it is alleged will cause the increased taxation to 
be a nominal and not a real addition to the burden of taxation, t hese facts 
seem to me to render it highly desirable to adhere to the higher rate of 1*. 4d. 
unless there are other strong reasons for changing the rate.

Are there any such reasons ? Omitting* for the present the reasons con
nected with the special circumstances of next year, which I shall deal wif h 
in Part II  of this note, the only general reason stated m the Honourable 
Member's minute in favour of the change is that, while there is an early pros
pect of exchange rising to is. Sd., it is likely to take, a long time to rise to 
Is, 4id„ and- that consequently by adopting the lower rate we snail attain stabi
lity of exchange and the establishment ot a gold stand aid much eiulcr.

} is  I f it were certain that the establishment of the gold standard could be 
brought forward and the present period of transition in the currency policy 
coaid be shortened eonsicterablyj that is to .say, by several years, by the pro* 
posed measure, I should cordially support it, But there is no such certainty.
It is dangerous, and perhaps foolish, to prophesy in such a matter, but it is 
necessary to weigh probabilities in advising on a measure which affects the 
future, And tome the probabilities seem that the “  ordinary * course of 
exchange ” would raise the rate to Is. M, about a year after it has raised it 
to is, sk  As far as I can judge, the causes which have been operating for 
the last two years or so, and which have raise!, the rate m that period iiom 
Is. Old. (in May 1894) to Is. 'tyd. will continue to operate, and will raise the 
rate gradually to 1#, 4hL I see no reason to anticipate that those causes will 
cease to operate or will operate more slowly after a rate of Is. 3d. has been 
reached. If the interval between Is. 3d. and It. Id. is not likely to exceed 
one year or even two or three years, the reasons stated by the Honourable 
Member in the first part of paragraph 15 of his note should lead us to refrain 
from making the change to Is. 3d,

14. M y main reason, however, for deprecating the change so strongly as 
I  do, is that I believe that its adoption will very probably have the effect of 
increasing a hundred-fold the chances against our ever being able to establish 
a gold standard at any rate whatever. This effect will be produced by a 
renewed outburst of want of public confidence in the ability or even the desire 
c f  the Government of India to carry its currency experiment to a successful 
issue. It has been frequently pointed out that public confidence is a very 
important element in the matter. To quote one such remark-Sir D. Barbour 
in introducing the Bill of 1893 said, “ I f  the public lose confidence in the 
success of our measures the difficulties of establishing and maintaining a gold 
standard will he enormously increased. ,J There is, I think, Ho doubt that 
want of confidence in the Government has in the past seriously hampered the 
progress of the experiment. Doubts were generally felt as to the ability of

• l  use th is expression in the sense defined by Honourable Member in paragraph 19, and 
also as excluding the effeot o f the fiailway programme and o f the anticipated famine on 
change ; I  believe that the net effect of those two will be to retard t he rise which would 
Lave occurred if both were eliminated.
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the ©oresnaieiit to carry through its experiment.': many asserted and' many 
beheved that this had .been recognised, that the ..intention to persevere in tb© 
attempt bad been ..abandoned and that the mints were about' to be reopened.
‘i  me ltd to a long continued speculative activity in exchange transactions 
whieh delayed the effect o f the permanent and ordinary causes which have 
emee asserted their power. Confidence has now been restored in the intern, 
turner the Government o f India to work out the experiment till a gold staatf- 
ard is established, and t here is a fair degree of confidence that its efforts will 
hi time be successful.

15. I believe that t his slowly gained confidence would he. seriously shaken 
#  not ontireiy shattered by a sudden announcement o f the alteration o f the rate 
o f U.44, in the Notifications Nos. 2662 aud 2663, dated the 26th June 1898, 
f °  I5- ii(l No amount o f assurance or protestations w ill induce the public to 
be.ieve that she change is made with the object .of securing the immediate or 
earlier establishment ol a gold standard .* they will £ cl convinced that the reason 
18 tJie Government has given up all hopes o f being able to establish a 16s- 
penny rupee, that it thinks it may make another attempt on the lower basis 
o f 15 pence, but wilt be prepared il that attempt also fails to make another 
retreat down to 14 peace, and ultimately to abandon the whole policy and 
reopen the mints. Being persuaded o f this, the merchants and speculators 
will, take measures to protect themtei ves by making tbeir arrangements on 
the supposition o f a fall in exchange in the-future, which they believe the 
Government to foresee ; and those measures will have very powerful effect 
towards causing such a fa ll. The destruction of confidence will thus prevent 
na from ever reaching, or at any rate from  maintaining for any time, a rat© 
o f lst M . ; and in my opinion we are likely to reach a rate of 1«. 4d, by kav» 
m g things as they are at an earlier date than we shall reach I#. 8& if  the 
proposed change is made.

lb , I t  will be. said that there would be up solid ground or basis for the 
beliefs which J say the public, will entertain in the supposed circumstances.
I. think, nov©.vtbeless  ̂ that fcho ^xpencnco of tho two years or two years and a 
half following the closing of the mints shows that that fact would not prevent 
the beliefs arising or action being taken in accordance therewith. The 
currency experiment now proceeding is one which requires delicate treatment, 
nud it is necessary to avoid any step which may give rise to misunderstanding 
or may possibly be made a ground for attributing- to the Government hesita
tion. irresolution or doubt as to success o f the experiment.

IL — E ffects of tha R ailway phogtiahmh and of ths anticipated famine.
17. The Honourable Member makes his proposal at the present time* 

because he anticipates that the large reduction o f the Secretary of State's 
drawings next year, necessitated by the programme of Railway construction 
which has been adopted, and the demand, for remittances from England to 
India :>£ capital for investment in Indian Railways outside that programme, 
will have a sudden and considerable effect in the way o f raising the rate o f 
exchange.

18. Now if next year were likely to be normal in other respects than 
the large railway expenditure, if therb were no fear of impending famine, I

* #w  Hit of pnr#*j4tt)h it oftliie not®.

J, F, E»,— 2h-10"&65
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venttii-e respectfully tc think that the effect of a reduction of $| dr 8 million, 
pounds in the year's drawings— spread over twelve months and made after 
ample notice—has been exaggerated in the Honourable Member's note, of the 
9th October 1898 on the financial aspects of the Iliiiway programme and in 
his note of the 1,9th October. Mr. O'Conor, whom I  consulted on the 
subject, agreed with mo in thinking that the reduction, spread over twelve 
months and duly announced in ordinary course beforehand, would not Lave 
a very great effect on trade or exchange in a normal year.

19. Trade conditions however are not now normal, and they will ho still 
less normal next year. There frill be a widespread failure.of crops, and 
a severe famine seems only too probable. The result will be a heavy reduc
tion iii the net exports' of India, and consequently in She trade demand for 
Council .Bills. This will necessitate a redaction of the Secretary of State's 
drawings probably by more than 2| or 8 millions. The expected famine w ill 
therefore more than counterbalance any effects which the Bailway programme 
may have in the direction of raising exchange.

*20. Mr. O'Oohor left Simla on Tuesday, but just before he left he wrote 
some hurried notes for me on this subject. I give the following extract

“  No wheat'will be exported next year, and there will also be little, if any, export oE 
linseed and p'.pescad. Tee cotton crop is very deficient, ihe prospeete of the indigo owp iu 
Behai and the North- West for next year are very bad, the jute crop is not good, and the 
rjee crop in Bengal is poor. Prices for rice and snob other food-grains as are available will 
be raised to a level which will prevent export. 1 estimate that we shall probably see in next 
year’s exports a diminution of the value of the articles undermentioned to at least the extent 
specified r

Bar. (millioni)
Rica # *  * . o , . *  * . # 4 5
4Vheat • m o, . » .. * . . . 4
Other goods . . , . , . • * • • 011
Indigo . S’
Oottou # . 6
d ute . » . . . , . .  # . . 1
Linseed . S
Rapeseed . - , . . > * . . i . 1*
Tdseed I.’

“  The aggregate is between 22 and S3 millions of B*. There may be some setsmff in 
other directions-'-inarrased. exports of hides and skins, also of gold, and so on . Rut on the 
whole, I am inclined to think that, so wide is the area of failure, that exports will be from 
15 to 20 millions of Rx. smaller next, year than in 1895-98. The decline is shewing itself 
How, and it will be accentuated as the months follow each other. I  do not think that the 
.imports will be oomrapoudingly diminished, though no doubt they also will decline for many 
of the imports, and those the most important, are indispensable for the conduct of trade and 
industry .(machinery-and millwork, metals, railway material among other things) or such 
things as eotton goods in which there is an irreducible minimum, As against cbe diminu
tion of the ordinary import trade we must set the extraordinary importations of food stuffs 
which will be required. These will probably set off a large part of the diminution in the 
ordinary! report trade, and I think it probable that while the volume of exports will be 
seriously contracted next year, the volume of imports will not bo correspondingly diminished.'*
And Mr, O ' Conor told me that, in his opinion, reduction of 2$ or 3 millions in 
the Secretary of State's drawings in 1897-98 will hardly be sufficient to pre
vent a fall in exchange,

21. I f  the above anticipations are well founded, it appears that the effects 
of the impending famine will more than counterbalance the effects of the Bail, 
way programme on exchange. I much fear that what will occur in 1897-98 
will bo a fall in the rate of exchange : there is at any ratio no reasonable gouiui 
to anticipate that there will be a rapid rite in that year.
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22, Exchange 'is now trending steadily upwards, and will probably, in clie * 
remainder o f the current year, continue to rise in the ordinary course of events.
But I  do not think there is much fear or hope of its rising much, above Is. 3d. 
this cold weatber. The reduction of the drawings next year can of course have 
no eifeot before March next, as it will not bo announced till that month, and 
the reduction of exports caused by the failure of crops will tend to make the 
rise this cold weather less than it would otherwise Lave been,

23, M y conclusion therefore on the special circumstances connected with 
the Railway programme and the impending Famine is that there is no reason 
to anticipate that there will be any rapid and considerable rise in the rate o f  
exchange such as the Honourable Member fears and desires to guard against.

24. There remains another consideration which is discussed in paragraph 23 
o f  the Honourable Member’s note, I t  is that the famine combined with the 
stringency of the money market, may create a demand for a larger number of 
rupees for circulation in India than at present exist, and that, under the present 
condition, there is no means o f meeting this demand. I  admit the gravity o f 
this consideration : it arises from the present transition stage of the currency 
policy : there is now no automatic means by which the currency can expand in 
response to the demands o f the country and trade. For the reasons 1 have 
stated in paragraph 15 of this note, I  do not believe that the reduction from Is.
4d. to Is. 3d, oil the rate at which gold will be received would provide the missing 
safety-valve : the effect of the announcement of the change would be to prevent 
exchange reaching or at any rate remaining at even the lower rate,

25. The measure which I  would hold in reserve to meet the contingency
contemplated i f  and when it arises, would be the purchase o f silver by the
Government for coinage into rupees. The silver would be obtainable very easily 
and quickly, and there is no necessity to make or at any rate to announce any 
preparations beforehand: it is merely necessary to decide that that would, be 
ike measure to be taken.

20. I hope that the contingency may not arrive, as I should be very sorry
to  see the coinage of rupees recommenced before the rate of 1,?. 4d. con
templated for that-purpose is reached. But if the measure has to be adopted, 
it will be adopted for reasons patent to the whole world,—-the strain of a famine 
and the stringency of the money market and the temporary scarcity o f  the 
circulating medium in the countrj and especially in the Presidency Towns—-and 
1 hope that the adoption o f it for those purely temporary and well known 
reasons would not lead to any misunderstanding or deliberate misinterpretation 
o f the intentions or expectations of the Government o f India in regard to its 
currency policy. (I may mention that when the draft o f the Bill closing the 
mints was prepared in December 1892, Sir A . Miller proposed to insert sections 
regarding- the coinage o f rupees on behalf o f the Government, as he thought it 
iimriif be desirable to  show on the face of the Bill “  that we contemplated con
tinuing to coin as much as m ight be needed/’ These provisions were omitted 
at Sir D . Barbour’s request, on the ground that they were superfluous, and that 
without them the Government would have full, power to purchase and coin into 
rupees as much silver as m ight be desired.)

27, I  must say before !  conclude that I  recognise and share to the full the 
Honourable Member’ s anxiety as to the difficulty o f financing the Government 
of India through next year ; it arises from the magnitude o f the Railway pro
gramme and the demands which the famine will bring upon us. But the per- 
mnmmt and overwhelming importance o f carrying the currency policy to a sue- 
cessfui issue loads me to urge that we ought not to bo induced by that most just
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•anxiety to propose any modification of the currency scheme except unde*1 the 
most pressing and abnormal conditions Actually present o r  immediately i 
in p  beyond the possibility o f doubt. Even the measure I  have suggested in 
paragraph 25 as the one to  bo held in reserve for adoption when necessary 
ought not to be .adopted, much less announced., one moment before the neces
sity for some measure to meet the contingency feared is abundantly apparent,

I  moy mention one consideration which may be thought germane to the 
matter, though I  do not think that the Government o f India ought to  be deter
red by it from proposing any measure which it  after consideration considers both 
desirable and o f importance. It is that there is almost no prospect »-lra 1 Uo 
Secretary of State would accord his sanction to a proposal to lower the rate to 
1 ,. 3 i. ' The object o f the proposal and its effect, if successful, would be to 
attract gold to  India, This is not an object which the Secretary of S Late wouki 
be allowed by bis colleagues in the Cabinet and bis London advisers to advance 

' at a time w hen  the fears o f  the London financial world already are that gold 
may be withdrawn from .London to a most inconvenient extent.
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Dl.B PATCH FROM THU SECRETARY OR STATE PGR INDIA, TO THE GOVIKJSENT 

o r  I ndia, No. 12.9 (F in a n c ia l )., dated 5th  A ugust, 1S9 7,

Your Excellency is aware that special envoys from the United States and 
tlie Ambassador-of France have had interviews with members of Her M ajesty’s 
Government in order to discuss 'the subject of currency reform, iti which the 
Governments of both those countries ate at present much interested.

%m The result of those discussions is that Her Majesty’ s Government 
have been asked whether, on certain conditions, the question of re-opening the 
Indian mints, which have been closed since 1893, would be taken, into consi
deration. •

3, Her Majesty’ s Government understand that the Governments o f France 
and of the United States desire to open their mints to the free coinage of 
silver, m well as of gold, such silver to he made legal tender to an unlimited 
amount at a ratio of 15£ o f silver to 1 o f gold, provided that they are satisfied 
they would receive such assistance from other Powers in increasing the demand 
for silver as would, in their opinion, justify them in such a policy, They pro
pose to summon an International Conference to deal with the matter, if .they 
are led to believe, by the preliminary inquiry which they are now undertaking, 
that such a Conference would arrive at any satisfactory result; and they ask 
whether, if  their mints were opened as suggested, your Excellency's Govern 
ment would undertake to re-open concurrently the Indian mints to the free 
coinage of silver, and to repeal the Order which made the sovereign legal ten
der in India, It would, in this case, be clearly understood that no action shall 
be taken by you until you are satisfied that the intentions and undertakings 
of the two Governments will undoubtedly be carried into effect.

4, Her Majesty’ s Government have replied th a t they will consult your 
E x ce llen cy ’ s Government upon these proposals, and I  invite you accordingly 
to give th em  your most careful consideration.

5, It, is argued that, on the one band, very great advantages would bo 
gained for India under an arrangement, which could not fail to have the effect 
of raising materially the gold value of silver, and consequently o f the rupee, 
and which, if it were maintained, would give a good prospect o f a more stable 
ratio, when once the first disturbance was over, than has been known for many 
years. In that case heavy loss which is now sustained both by your Govern
ment and by all individuals who depend upon a silver currency for the pay
ment of liabilities contracted in gold, would, in all likelihood, disappear ; and 
holders of rupee values would benefit greatly the increased command of 
sterling by values which such a change would necessarily give them.

S. The present system, however great may he the benefits which it has 
conferred, may appear to be one o f artificial and arbitrary restriction, which
is  th ou g h t by some to have an injurious effect on the coarse of trade, and the. 
fact o f  its removal would have the advantage of leaving the expansion and 
contraction of the currency to the natural force of the market. I believe, 
moreover, that your Excellency will agree with me in thinking that the main
tenance of the exchange value of the rupee at a point, considerably above the 
intrinsic value of the silver which It contains is not without inconvenience 
and that a policy which without lowering exchange would restore the rupee to 
a value practically unmodified by mint regulations, has much to recommend it.



7, On the other hand, there are certain objections ■winch, will readily oocnr 
-to you* Excellency, .such m the disturbance end. dislocation o f trade which 
m ight perhaps follow a great alteration in the rate of exchange, and the pos
sibility, however remote,, that the value o f the rupee, as measured in commo
dities in India, would be so far enehanced ae to cause discontent by increasing 
seriously the amount payable m taxation,

8, A  more serious question, 'in my opinion, is whether the combinat ion o f 
only tw o Governments, even though the countries which they represent areas 
important financially as France and the United States, is sufficient to give such 
a reasonable' promise o f stability and permanence to an arrangement of this 
nature as would justify  India in facing the undeniable risks and ineou* 
veniouees attaching, to such a change in her system of currency. N o doubt, 
however, the conclusions to ba formed on this aspect o f the question must in 
part depend on the terms of the arrangement made between.the Governments 
concerned,

9 , In conclusion, I will remind your Excellency that in 1892 the policy 
of closing the minis was only recommended by your Excellency’s predecessor 
in Council on tire ground' that an international arrangement, similar to that 
which is now contemplated, was not then obtainable. This is clearly stated in 
the Letters of Lord Lansdowrie’s Government, dated 23rd March and 21st 
June IS 9-8, and I shell be glad to learn whether your Excellency sees any 
reason to  modify the views therein expressed, and, if  so, on what grounds

10, The question involves issues of such magnitude that I. cannot ask 
your Excellency to reply to this Despatch without taking such time as you 
may require for full deliberation and confidential discussion. As, however, it 
is important that Her Majesty's Government should, as soon as possible, be in 
a position to give an answer to the French and American representatives, I  
trust that you will at once undertake the consideration of the matter, and 
that you will let me know your views without any unnecessary delay.

^91. ..
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Despatch to Her Majesty's Secretary op State roe India., N o, 261,
BATED THE 1.6t H SEPTEMBER 1 8 9 7 .

We have the honour to acknowledge receipt of Your Lordship's despatch 
No. 129 of August 5, 1897, asking for our opinion whether the Indian 
mints may be re-opened to silver as part of a contemplated arrangement under 
which France and the United States of America will open their mints to- 
silver as well as gold.

a. The present currency systems of the three countries may be thus 
described, France and the United States both have a gold standard j the 
mints Me open to gold and closed to silver; but gold and silver coins are 
alike legal tender to an unlimited amount in both countries, at- a ratio of ih| 
to l  in the former and of S6 to 1 in the latter. The currency system of India 
is in a transition state: the Government of. India in 1893 decided to estab- 
Sish a gold standard j and the first step towards'that object was the closing of 
the mints to silver by Act V III of 1893. The silver rupee is still the sole 
ieoul tender coin, though the Government has by executive orders under
taken to receive gold and sovereigns under certain restrictions set forth in 
Notifications No. 2662 and No. 2663 of June 26, 1898, the rate of exchange 
adopted being ISaf, the rupee or Rs. 15== £1. The measures to be taken 
when the transition period has passed have not been laid down, but it Is 
probable that the Indian mints will be opened to gold, and gold coins will be* 
made legal tender to an unlimited amount j silver rupees would also continue 
to be legal tender to an unlimited amount, and the ratio between the rupee 
and the gold coins as legal tender would at the same time be finally settled.
The system towards which India is moving is thus a gold standard of the 
same kind as that which now exists in France and the United States, but 
with a different ratio for legal tender; but for the present the mints are closed 
both to gold and silver. The transition period has lasted for more than four 
years, but there is ground for hope that it is now drawing to a close,

3, The changes which are involved in the arrangements proposed to Her 
Majesty's Government are the following. France and the United States are 
to open their mints to the free coinage of silver, continuing the free coinage 
of gold and the unlimited legal tender of coins of both metals, the ratio 
remaining c h a n g e d  in France and being altered to the French ratio of 15$ 
to 1 in the United States. India is to open her mints to silver, to keep 
them closed to gold, and to undertake not to make gold legal tender. France 
and the United States would thus be bimetallic ; India would be monometal
lic (silver) ; while most of the other important countries of the world would be 
monometallic (gold).

4 The object which the proposers have in view is the establishment of ?.i 
stable ‘relation between the values of gold and of silver, This would include 
the establishment of a stable exchange between the rupee and sterling cur- 
renov, which was the object of the Government o f India m the proposals 
iimdtiu our financial despatch No. 160 o f June 21, 1892, which proposals 
ultimately resulted in the adoption, in view to  the attainment of that ob ject,

/  ' GCS ^ '  ' ’ • .1 1 g  ■ ' . •
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-of the policy of a gold standard, and m the closing of the mints to the fre« 
coinage of silver.

I f  then it were certain that; the 'suggested measures would result in the 
establishment of a stable ratio, the Government of India might well consider 
whether their adoption would not be preferable to the policy to which they 
committed themselves in 1898 in the hope of attaining the same result by 
isolated action on the part of India alone. The principal questions therefore 
for us to consider are -whether the measures are more likely to succeed than 
the policy of 1893, and what consequences to India may be apprehended if 
tb-o measures should fail of success after being brought into operation. From 
this point of view we propose to discuss the effect on trade and industry and 
on our own revenues,' of the changes when made,, and of the failure of the 
arrangement if it should fail, the chances of success, and the risks of failure.

' 5, The first result of the suggested measures, if they even temporarily 
succeed in their object, would beau intense disturbance of Indian trade and 
industry by the sudden rise in the rate of exchange which, if the ratio adopted 
were I5| to 1, would be. a rise from about 30$. to about 2 'Ad. the rupee. Such 
a rise is enough to kill our export trade, for the time at least. If the public 
were not convinced that the arrangement-would have the effect intended, or 
believed that it would not be permanent, the paralysis o f trade and industry 
would be prolonged ami accompanied by acute individual, suffering; none of 
the advantages expected would be attained; and the country would pass 
through a: critical period which would retard its progress for years. How long 
the crisis would last before normal or stable conditions were restored it is not 
possible to conjecture. It would be long even if the mercantile and banking 
community saw that silver was being steadily maintained at the prescribed 
ratio, while any indication of unsteadiness would greatly prolong the period 
by giving foundation for doubt. If the doubt should happen to be justified 
by the results, the position woyld be disastrous alike to the State, to individ uals, 
and to trade generally. The exchange value of the rupee having risen 
suddenly, without any intermediate steps, from 10//. to some higher dguie, it 
would fall quite as suddenly to a point far lower than its present level, probably 
to 9d., or even lower. Such a fall would, apart from other disastrous results, 
necessitate the imposition of additional taxation to the extent of many crores.

I], We may here remind Your Lordship that such an agreement as is 
proposed is an infinitely more serious question for India Ilian for either of the 
other two countries ; for it seems clear that practically the whole risk of dis
aster from failure would fall on India alone. What would happen in each of 
the three countries if the agreement broke down and came to an end? France 
possesses a large stock of gold and the United States are at present in much 
the same situation as France though the stock of that metal is not so large.
It may he admitted that if no precautions were taken these gold reserves . 
might disappear under the operation of the agreement, and in that case if the 
experiment ultimately failed, the two countries concerned would sutler great 
loss.. But it is inconceivable that precautions would not be taken, at all 
events so soon as the danger of the depletion of the gold reserves manifested 
itself, and therefore it is probable that no particular change would take place 
in the monetary system of France or the United States, the -only effect of the 
agreement being a coinage of silver which would terminate with the termina
tion -of the agreement. Thus the whole cost of the* failure,* if the experiment 
should fail, would he borne by India, Here the rupee would rise with great

■ ■ 1



swiftness, it- would keep .steady for a time, and then, when the cokapae cane* 
it would fail headlong, What course could w« then adopt to prevent the 
fluctuation of the-exchange value of our standard of value with the fluctoatfam 
ia the price of silver ? We  do aol think that any remedy would he open to 
up for if the' Indian mints were re-opened to silver now, it won id, in oat 
opinion, be practically  impossible for the Government ot India ever to close 
them again; and even if they were closed it would only be alter very huge 
additions had been made to the amount of silver in circulation.

7 . There is another im portant consideration in which India is affected in a 
m anner different from  France and the U nited States. < I he effect o f the 
schem e Will probably be an increase in g o ld  prices (that is, m  the prices cu r - 
rent io  France and in  the United States) and a fall in silver p u ces  ( n u t  i s m  . 
the prices current* in In d ia ). This is not the place in which' to dmeuss the 
econom ic effects o f a rise or a fall in prices, a m atter in respect o f  ivlueh t lu ic  
m ay be difference o f opin ion . But we presum e that 1' ranee and the U nited 
States contem plate with equanim ity the possib.e effects o f die change ot 
Drives upon th -ir  trade and production generally-, while it is m anifestly  im p >h- 
sible for tis, affected as we are in the opposite direction , to take the same v iew .

8. M oreover, it seems to us som ew hat unfair to expect th a t Ind ia  sh ou ld , 
a fter  its struggles and difficulties o f  the last decade, consider itse lf on the flame 
Diane in the discussion o f  these projects, as brauee and the United, is.ates. 
In d ia  has since 1H9H passed through  a period of sonous tension  and em bar
rassm ent alike to trade and to the G overnm ent. W e  axe sc tid ied  that, great 
-,3 have been the troubles which have attended this period o i  transition, the 
attainm ent in (he end of the param ount ob ject o f  stability in exch an ge  is w orth  
m ore than all the sacrifices made. W e believe that our difficulties are now  
m a r ly  over and that we shall in  the near future succeed in establish n ig  a 
stab le  exchange at I U .  the rupee by con tin u in g  the policy in itiated in lsi>3.

9. The United Stales are possibly, in part at least, inspired, in making 
these proposal?., by the idea that they may have before them some of the 
diffi tad tins and dangers which we have experienced. We need not %oy that 
i f  dur way was clear before us, the consideration that another and »  hm*e.ly 
nation would derive benefit from the course adopted by us, would present 
itself to our minds as a good reason for the adoption of a course ol action 
wVob would have that result. Bui the case is quite different when, on the 
eve of emerging with success, by our own unaided efforts, from the monetary 
disturbances of the last twenty years, we are asked, in view of the benefit to 
ether nations, to throw away the advantages we have gained and plunge into 
anew period of struggle and change. Only the most absolute certainty oi 
early and permanent success would warrant our acceptance ot such a position. 
W b cannot help seeing that if the policy of W93 is now nbanconed, and if 
the trinle union now proposed as a substitute should fail m its operation or

• should term inate, and in its failure su b ject Indian trade to tb o  v ^ e n t  |hooks 
W'e have described, the G overnm ent o f  India  could not, as a iesnpna,,)i| 
G overnm ent, call upon the com m ercial public to  face another prolongeu period  
o f  doubt, suspense, ag itation , and difficulties. For it m ust be de*rl> and 
fu lly  recognised th a t i f  Ind ia  jo ins in the proposed measures, we shall be le ft  
dependant, as the sole means o f attorning stability  m ex ch a n g e , on the eucce-* 
o f  those measures, and that i f  they  should fa il,'In d ia  m ust be con tent to  
rem ain perm anently under the silver standard w ith  all its adm itted  disadvan
tages..
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* 10, II -then there is any reasonable doubt of the success of. the &i»g 
mi-asur'es, we are of opinion that we ought to refuse to co-operate and should 
maintain our.freedom to watch the course o f events and take such action- from 
time to time as these may render expedient, A possibility .or even a pro
bability that the efforts of France and the United States' might meet with 
.success' would nut be enough to justify us in parting with our freedom or 
doing* anything to further an'experiment which, if it fails, will entail «ouse
quences to the trade and finances of India which must he described, without 
any exaggeration, as-disastrous.'

11, W e have given very careful consideration to the question whether 
France and the United States are likely, with the help-of India, to W able to 
maintain the relative value of gold and silver permanently at the ratio they 
intend to adopt, and have come to the conclusion that while we admit a pos
sibility of the arrangements proposed resulting iu the permanent maintenance 
of the value:of gold and silver at the ratio of 154 to 1, the probability is that 
they will fail to' secure that result; and that it is quite impossible'to hold that 
there is anything approaching a practical certainty of their doing so,

12, One reason for this conclusion is that the arrangement would rest on 
too narrow a basis, A unio-v consisting of two countries, with a third lending 
assistance, is a very different thing from the general international union of 
all or most of the important countries of the world, which was advocated by 
the Government of India in the despatches of March and June .1892 and of 
February and September 1886.

IS. To afford a hope that a monetary onion will succeed in establishing 
stability in the relative value of gold and silver, it is essential that the nations 
adhering to it should be of such, number and importance that the metallic 
currency of the whole body shall be of sufficient extent to allow of the exercise 
of adequate influence on the value of the two metals. We doubt whether any 
two or even three nations in the world, unless indeed one of them was Great 
Britain, could comply with this condition, and -we have no hesitation iu saying 
that. France and the United States and India certainly could not. The 
intended ratio assigns to coined silver a much higher value than the present 
market value of silver j and the market value could only he raised by trans
ferring* the demand for coinage from gold to silver. But France, the United 
States, and India all possess a very large stock of silver eoin, and it is doubt
ful whether there is much room in them for a large increase iu the silver 

vCoinage except by the displacement in France and the United States of the 
existing gold coins. It is quite possible that the whole of the gold coiuage 
of both France and the United States might disappear and he replaced by 
silver coins before the market value of silver was raised to the intended ratio 
with gold. Whether the Governments of those countries will allow a total 
displacement of their gold by silver coins and the possible export from the 
country of the entire stock o f gold is, as we explain in paragraphs 6 and 17 of 
this despatch, open to more than doubt: and in so far as either enforces mea
sures to prevent gold from being exported, the power of the union, and pos
sibly also-its desire, to effect its object will be diminished.

II, A further doubt occurs to us in the possibility that either France or 
the United States may, for reasons which will suggest themselves to Your 
Lordship, be reduced for a time to a paper currency. In that case the agree
ment would cease to operate for an indefinite period under the stress of cir
cumstances, This possibility, though of no importance, in the case of a union



m  , (si.
19C ' U J

comprising all the important countries of the world, cannot be disregarded 
when two or three countries only form the union.

15. Another important source of doubt lies' in the consideration that a 
three-sided agreement is open to much greater risk of termination by the 
notion of one or two of the parties than a many-sided agreement such as the 
Government of India advocated before 1893. In the latter all She commer
cial countries would bo in the union and all would be in an equal position \ 
there would be no ground for supposing that the operation o f the agreement 
benefited one country at the expense of another. There would therefore be no 
substantial inducement for withdrawal from the regime adopted by common 
consent; the union might for practical purposes continue to subsist and to pro
duce its effect even after the dissenting country had withdrawn. On the 
other Land, in a three-sided 'agreement such as is now proposed, France, for 
instance, might any day find Some reason for thinking that Germany was 
obtaning some advantage at her expense in consequence of the great difference 
in the standard of value, or in the same way the United States might suppose 
that Canada was obtaning an advantage ; and thereupon discussions might 
ensue as to the expediency of terminating the agreement which would have 
only a less serious effect than its actual termination.

16. W e cannot overlook the fact that the proposals now before us come 
from two great powers whose policy is under existing circumstances peculiarly 
liable to be affected by considerations of this kind. The frequent changes of 
Ministry in France caunot but result in a feeling of uncertainty ; while the 
recent history of the Presidential Flection in the United States shows how 
readily fiscal arrangements may be made part of a party programme and 
their continuance may depend on the chances of a party triumph,

17. Another reason for anticipating that the proposed agreement is not 
likely to succeed will be found in the considerations mentioned in paragraph 6 
regarding the improbability of France and the United States allowing their 
wold reserve to disappear. We attach great importance to these considera
tions because we are convinced that they vitally affect the prospects of any 
agreement being successfully carried out. With the precautions to which 
we have referred the experiment might be continued, for the risk to the two 
nations would be very small. But without these precautions or if  they 
proved to be inadequate for their purpose, i e., the retention of a sufficient 
stock of gold, we believe the inducement to abandon the experiment would b ^  
very strong, and if even one country adopted that course it would be impossi
ble to- prevent the whole agreement breaking down,

18. For these reasons alone, without taking into consideration the objec
tions based on the particular ratio proposed, which we shall separately discuss, 
we have no hesitation in recommending Your Lordship to refuse to give the 
undertaking desired by the Governments of France and the United States.
W e are quite clearly of opinion that the interests of India demand that her 
mints shall not be opened as part of an arrangement to which two or three 
countries only are parties, and which does not include Great Britain,

19. W e note that the proposals o f the Governments of Franco and the 
United States are subject to the proviso that they are satisfied that they will 
receive assistance from other Powers in increasing the demand for silver. We 
believe that a limited increase of: the quantity of silver used as currency will 
exercise a very trifling influence, if any, in raising the gold price of silver, 
and that the only assistance from other Powers which can be of any real value
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would bo the addition of other countries to the bimetal lie union of Franco and 
the United States. It* however, assurances of really;-substantial.oo-bperation 
should be secured from other countries, we shall be glad to learn the exact 
nature of the assurances, and we shall then consider whether the promised co
operation changes the conditions of the problem or adds materially to the 
chances of success,

20. We believe, however, that -whatever inducements are held out to us 
by other nations, our best policy in monetary matters is to .ink our system 
with that of Great Britain, Our commercial connexions with that country 
arc far more important than those with all the rest of the world put -together, 
and more than a sixth part of. our expenditure is incurred in that country, and 
measured in its currency. The advantages, which in this respect wo gain bv 
following the lgad of Great Britain, are not obtained, or not fully obtained, if 
we become members of a monetary union in which Great Britain takes no 
part, And, indeed, as we have already explained, we have little hope of an 
efficient onion being formed unless Great Britain is a member. We think it a 
reasonable position for us to take with regard to the present, proposals by 
France and the United States, that we should say that the Government of 
India strove long and earnestly to further the formation of an International 
Union.: that when they saw chat the opposition of England rendered irnpossi
ble the attainment of that object within any measurable time, they tempo, 
rarily abandoned their efforts in that direction and decided, as the least pi- j u 
dicial of -the courses.open to them, to throw in their lot with Great Britain 
and to adopt the gold standard : that, as it appears improbable that an effective 
union will be formed without the adhesion of Great Britain, and as the 
measures adopted to introduce a gold standard in India are now approaching 
final success, they consider that it will, be wisest to adhere to the course 
adopted in 1893 until Great Britain is prepared to join in international bime
tallism ; and that they therefore wish to adhere to the same monetary standard 
as Great Britain, with which nation they are most closely linked both in 
respect of their commercial relations and in all other respects, and to refrain 
from becoming a party to arrangements with other nations in which Groat 
Britain sees ample reason for refusing to join.

■21. So far, the arguments we have offered, in discussing the,chances of 
success or failure of the arrangement, have been independent of consideration 
of the precise ratio proposed by Franco arid United States. We have objected 
to the arrangement on grounds which apply to it whatever be the ratio 
adopted, but we must add that our objections are greatly strengthened by the 
iact that so high a ratio is proposed as ilbf to 1. I t  seems to ps that the 
difficulty of making the arrangement effective will be immensely increased by 
the adoption of a ratio differing so widely from the present market ratio.
Indeed, even if it could be maintained successfully, we should object to that 
ratio in the interests of India, and we recommend that Your Lordship 
should, on behalf of India, decline to participate in or* do anything to encoui . 
age the formation of a union based on that ratio.

22. We have said in paragraph 5 that the first result of the proposed 
arrangement would be an immediate disturbance of trade and industry by the 
advance of the exchange value of the rupee, which will be -very intense if the 
rise is from between 15 and 10 pence to about 23 pence. There is no doubt 
that the effect would be to throw some branches of the. export trade of India 
and the industries connected therewith (the planting industries for example
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in which a large amount of European ’ capital has been embarked) into the 
moat depressed condition for some time at least. The period of depression 
migut; be long or comparatively short, though there are authorities who are 
inclined to attribute a permanently disastrous effect to such a large and 
sudden rise in exchange and to apprehend that Indian commerce might be 
utterly shaken by the change.

In any ease, we are of opinion that the true interests of India demand 
that any measures for attaining stability in the rate of exchange between gold 
and silver should be based upon a rate not greatly differing from 16//. the 
rupee, and that _any measure which would raise the .rupee materially higher 
than that level .involves great dangers for which we see no adequate compensa
tions. Your Lordship will observe that we attach no special importance to the 
•advantages  ̂to be derived from the proposed considerable rise in exchange, 
mentioned in paragraph 5 of your despatch, and consider them to be far out
weighed by the resulting evils,

2rl» Pressed as we have been for many years by the difficulty of finding 
the continually increasing number of rupees requisite to discharge our sterling 
liabilities, we arc apt to look too exclusively at the effect which a rise of 
exchange would have in. diminishing the burden of that demand upon ns.
W e do not deny that a large surplus of revenue will arise from so great an 
improvement in exchange; but it is not to be forgotten that there are many 
respects in which our revenue account must directly suffer by a rise in the 
exchange value of the rupee, and that these considerations ought to greatly 
influence our estimate of the benefit to our revenue account which ip almost the 
sole advantage which, as a Government, we can expect to obtain from the 
proposed measures.

The anticipated fall in prices is one that will adversely affect both our 
revenues and the general condition of the agricultural classes in the country.
To take the case of our Land Revenue, a very large portion of the country has 
passed under Land Revenue Settlement during the last ten or fifteen years. 
One of the factors in fixing the demand of the Government for revenue is the 
price of agricultural produce; if that price falls away, the heavier the demand 
becomes, and if it falls away materially the relation between the price that 
the ryot can obtain for his produce and the assessment he has to meet may be 
fco seriously altered as to affect the agricultural prosperity of large tracts of 
country. The work of re-seltlement is a tedious one, it cannot be effected in 
all probability for some years, and when it is effected it will pro tanto dissipate 
much of the advantage which the rise of exchange would bring to the Govern
ment account.

So, also, as regards our Railway Revenues, which are now so important a 
portion of our income. They are in part directly dependent upon the activity 
of the expoi’i trade, and a blow struck at that trade will be felt by us imme
diately and directly through our railway account,

24. For these reasons therefore, in addition to those set forth in the 
earlier portion of this despatch, we recommend that the reply to the request 
of the Governments of France and the United States should be in the 
negative. We presume that a union based upon a ratio low enough to suit 
our interests would be unacceptable to France and the United States.

25, With reference to paragraph 6 of Your Lordship's despatch, we 
invite attention to the description of, the present currency system of India
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given in paragraph 2 above. There appears to be some misapprehension, in the 
comparison drawn between the arrangement proposed by the United States 
and France and the “  present; system ”  m India. The present system is of 
course open to the objection that it is one of artificial restriction, but it is 
essential to bear'in mind that it is not a permanent system or indeed a system 
at all. We are in a transition period, moving from one system to another, 
and the present artificial restriction is merely a temporary expedient wb. h 
has for its sole object the acceleration of the movement and which will cease 
to exist with the completion of the movement. Thereafter the expansion and 
contraction of the currency will bo left to tbo natural forces of the market, 
that is, it will be regulated automatically by the inflow and outflow of gold.,

26. It  is true that the system will he open to the other objection slated 
in paragraph 6 of the despatch, that the rupee will continue to remain at a 
value above its metallic value, but— as was pointed out by Lord 13 erucb ell’s 
Committee— this is an objection which lias not made itself seriously felt in 
the other countries, including France and the United States, in which an 
analogous system has been in operation for many years. It is not likely that 
the objection will make itself seriously felt in India when the gold standard 
has been effectively introduced,

27. The question really is not one of comparison, as put by Your Lord
ship, between the present temporary expedient in India and the arrangement 
proposed, but between a gold standard and the proposed arrangement, which 
involves the abandonment of the policy of a gold standard, adopted in 1803, 
in favour of reversion to the policy of a silver standard.

28. In paragraph 9 of the despatch, Your Lordship reminds us that ,if in 
1892 the policy of closing the mints was only recommended”  by Lord 
.Lansdowne’s Government “  on the ground that an international arrangement, 
simitar to that wisieh is now contemplated, was not then obtainable/’ arid we 
are asked to say whether we see any reason to modify the views expressed in 
that sense in the despatches No. 08 of March 23 and No. 160 of June 21,
1892.

In reply we have first to point out that the international arrangement 
which Lord Lausdowne’ s Government contemplated is very far from being 
similar to that which is now proposed, The proposal now under consideration 
is for a union of two countries only, with some assistance from a third : the 
international arrangement contemplated in i»92  was a general bimetallic 
union of all important nations, or, to use the words of the despatch No. 277 
of September 4, 1886, which is referred to in paragraph 2 of the despatch of 
June 21, 1892, as expressing the views held bv Lord Lansdowne’e Govern* 
meet, “ an international agreement for the free .coinage of .silver and the 
making of both gold and silver coin a legal tender at a fixed ratio by a group 
of nations possessed of a metallic currency of sufficient extent to maintain 
that ratio permanently,”  We have already stated our opinion that the 
agreement now proposed does not fulfil the last named essential condition.

Secondly, circumstances have essentially altered since 1892. Despairing 
of securing the adoption of any of the measures which they had persistently 
urged, the Government of India decided to attempt the establishment of a 
gold standard and, as the first step, closed the mints to the coinage of silver 
tendered by the public. I f the proposals now made had been made in 1892 
or at any time before June 1893, it is conceivable that the Government of

2 l 2


