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PREFACE TO THE FIRST EDITION

In the following pages I have attempted an exposition of the
events leading to the establishment of the exchange standard and
an examination of its theoretical basis.

In endeavouring to treat the historical side of the matter, I
have carefully avoided repeating what has already been said by
others. For instance, in treating of the actual working of the
exchange standard, I have contented myself with a general
treatment just sufficiently detailed to enable the reader to follow
the criticism I have offered. If more details are desired they
arc given in all their amplitude in other treatises. To have
reproduced them would have been a work of supererogation ;
besides it would have only obscured the general trend of my
argument. But in other respects, I have been obliged to take a
wider historical sweep than has been done by other writers. The
existing treatises on Indian currency do not give any idea, at least
an adequate idea, of the circumstances which led to the reforms
of 1893, T think that a treatment of the early history is quite essen-
tial to furnish the reader with a perspective in order to enable
him to judge for himself the issues involved in the currency
crisis and also of the solutions offered. In view of this, I have
gone into that most neglected period of Indian currency extend-
ing from 1800 to 1893. Not only have other writers begun
abruptly the story of the exchange standard, but they have
popularized the notion that the exchange standard is the standard
originally contemplated by the Government of India. I find
that this is a gross error, Indeed, the most interesting point about
Indian currency is the way in which the gold standard came to
be transformed into a gold exchange standard. -Some old, but

by now forgotten, facts had therefore, to be recounted to expose
this error.

On the theoretical side, there is no book but that of Professor
Keynes which makes any attempt to examine its scientific bass.
But the conclusions he has arrived at are in sharp conflict with
those of mine. Our differences extend to almost every proposi-
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tion he has advanced.in favour of .the exchange. standard. This

difference proceeds from the fundamental fact, ’w’hxchr'ff.en)s 101

be quite overlocked by Professor Keynes, thiat. notlfxmg‘, ‘-}'i

stabilize the rupee unless we stabilize _its general- pDrChaﬂflg

power. That the exchange standard does not do. That stand_a;d A
concerns itse)f only with symptoms and does not-go to the

disease : indeed, on my showing, if anything, it aggravates the -
disease. T T

" When 1 come to the remedy, 1 again find myself in conflict
with the majority of those who like myself are opposed to- the
exchange standard. Tt is said that the best way to stabilize the
rupee is to provide for effective convertibility into gold. 1.do
not deny that this is-one way of doing it. But, I think, a far-
better way wouild be to have an inconvertible rupee with a fixed
lithit of issue. Indeed, if T had any say in the matter, I-would
propose thét the Government of India should-melt the rupees,
sell them as bullion and use the proceeds for revenue’ purposes’
and fill the void by an inconvertible paper. . But that.may, be
too radical a proposal, and I do not therefore press for it, although
I regard it as essentially sound. In any case, the vital point is.to
close the Mints, not merely to the public, as they.have been, but
to the Government as wéll.  Once that is done, I.venture to say -
that the Indian currericy, based- on gold ‘as legal tender “with a
- rupee currency fixed in issie, will conform’.to the principles

* embodied in the English currency system. -

A

< Tvwill be noticed that I do not propose 1 go back to the
recommendations of the Fowler Committee. All those, Who have
tegretted the transformation of the Indian currency from a gold

.. standard to a.gold exchange standard, have held that éverything
would have been all right if the Government had carried out
in foto the recommendations of that Committee. 1 do nor share:
‘that view. On the other hand, I find that the Indian currené:y

;und'en.‘.u:{xt1 that tyansforrpatxon because the Government carried
-out” those recommendations. While some people regard that
“Report as classical for its wisdom, 1 regard it as Classigal £ al
nonsense. For I find that it was this Committee which ofl 1;5
-recommending- a gold standard, alsg recommend é“ ué:
thcrgl?y' perpetuated the folly of the Herschell C ed and
.that ‘Government should coin rupees on s onrhorgﬁ,tff;{

wes
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atcording 1o that most naive of currency principles, the
requirements of the public, without realizing that the latter
recommendation was *destructive of the former. Indeed, as I
arpue, the principles of the Fowler Committec must be given
up, if we are to place the Indian currency on a stable basis.

1 am consciods of the somewhat lengthy discussions on
corrency principles ‘into which 1 have entered in treating the
subject. My justification of this procedure is twofold. First of
all, as I have differed so widely from other writers on Indian
currency, I have deemed it necessary to substantiate my view-
point, even at the cost of being charged with over-elaboration.
But it is my second justification, which affords me a greater
excuse. It consists in the fact that I have written primarily for
the benefit of the Indian public, and as their grasp of currency
principles does not seem to be as good as one would wish it
to be, an over-statement. it will be agreed, is better than an
under-statement of the argument on which T have based my
conclusions.

Up to 1913, the Gold Exchange Standard was not the avowed
goal of the Government of India in the matter of Indian Cur-
rency, and although the Chamberlain Commission appointed in
that year had reported in favour of its continuance, the Govern-
ment of India had promised not to carry its recommendations
into practice till the war was over and an opportunity had been
given to the public to criticize them. When, however, the
Exchange Standard was shaken to its foundations during the
late war, the Government of India went back on its word and
restricted, notwithstanding repeated ” protests, the terms of
reference to the Smith Committee to recommending such
measures as were calculated to ensure the stability of the
Exchange Standard, as though that standard had been accepted
as the last word in the matter of Indian Currendy. Now that
the measures of the Smith - Committee have not ensured the:
stability of the Exchange Standard, it is given to understand that
the Government, as well as the public, desire to place the Indian
Currency System on a sounder footing. My object in publish-

ing this stx'.ldy at this juncture is to suggest a basis for the
consummation of this purpose. ’

N L3
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1 cannot conclude this preface. without acknowledging my-.
deep sense of gratitude to my teacher, Prof, Edwin Cannany of *
the University of London (School of Economics):  His sympathy
towards me and his keeh interest in-my undertaking have placed
me under obligations which I can' never repay. I feel happy -
to be able to say that this work has undergone close supervision at;.
his hands, and although he is in no way responsible. for the
views 1 have expressed, I can say that his’ severe ‘examination
of my theoretic discussions has saved me from miany ‘an ‘Crfdf\:).
To Professor Wadia, of Wilson College, 1-am- thankful-for
cheerfully undertaking the dry task of correcting the proofs,



FOREWORD
By Professor Edwin Cannan

I am glad that Mr. Ambedkar has given me the opportunity
of saying a few words about his book. _

-As he is aware, T disagrec with a good deal of his criticism.
In 1893, I was onc of the few economists, who believed that the
rupee cobld be kept at a fixed ratio with gold by the method
then proposed, and I did not fall away from the faith when
some years elapsed without the desired fruit appearing (sce
Economic Review, July 1898, pp. 400—403). I do not share
Mr. Ambedkar's hostility to the system, nor accept most of his
argutnents against it and its advocates. But he hits some nails
very squarely on the head, and even when I have thought him
quite wrong, I have found a stimulating freshness in his views
and reasons. An old teacher like myself learns to tolerate the
vagarjes of originality, even when they resist “severe examina-
tion " such as that of which Mr. Ambedkar speaks.

In his practical conclusion, I am inclined to think, he is
right. The single advantage, offered to a country by the
adoption of the gold-exchange system instead of the simple gold
standard, is that it is cheaper, in the sense of requiring a little
less value in the shape of metallic currency than the gold
standard. But all.that can be saved in this way is a trifling
amount, almost infinitesimal, beside the advantage of having a
currency more difficult for administrators and legislators to
tamper with. The recent cxperience both of belligerents and
neutrals certainly shows that the simple gold standard, as we
understood it before the war, is not fool-proof; but it is far
nearer being fool-proof and knave-proof than the gold-exchange
standard. The percentage of administrators_and legislators who
understand the gold standard is painfully small, but it is and is
likely to remain ten or twenty times as great as the percentage
which understands the gold-cxchange system. The possibility
of a gold-exchange system being perverted to suit some corrupt
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purpose is very considerably greater than the possibility of the
simple gold standard being so perverted.

The plan for the adoption of which Mr. Ambedkar plcac{ii
namely that all further enlargement of the rupce issue shou
be permanently prohibited, and that the mints should be open,
at a fixed price to importers or other sellers of gold, so that in
course of time India would have, in addition to the fixed stgck
of rupees, a currency of mcltable and exportable gold coins,
follows Europcan precedents. In eighteenth-century England
the gold standard introduced itself because the legislature z}llow-
cd the ratio to remain unfavourable to the coinage of silver:
in nincteenth-century France and other countrics it came 18
because the legislatures definitely closed the mints to silver, whcg
the ratio was favourable to the coinage of silver, The cont:-
nuance of a mass of full legal tender silver coins beside the gold
would be nothing novel in principle, as the same thing, though

on a somcwhat smaller scale, took place in France, Germany,
and the United States.

It is alleged sometimes that India does not want gold coins
1 feel considerable difficulty in believing that gold coins of
puitable size would not be convenient in a country with the
chmate and other circumstances of India. The allegation is
- $uspiciously like the old allegation that the * Englishman prefers
gold coins to paper,” which had no other foundation than the
fact that the law prolubited the issue of notes for fess than £5
n England and Wales, while in Scotland, Ircland, and almost
all other English-speaking countries, notes for £1 or less were
allowed and circulated freely. It scems much more likely that
silver owes ats position in India to the decision, which the Com-
pany made before the system of standard gold and token silver

was accidentally evolied in 1R16 in England, and long before
1t wes understood, and thet the position has been maintained,
not becanss Indians diclike gold,

; ut because Europeans like it
so well that they cannot bear to part with any of 1.

This reluctance 1o allow gold to o to the East is not only
fie:pvmbk from an erhical paint of view, It is also contrary to
the coonumic intercst not only of the world at large, but even

2

£ 2]
of the vountner, whyh Lad a gold standard before the war and
) .



Foreword -
~ have it still or ‘expect soon to_restore it. " Inthe immediate futurey,
. gold-is not a commodity, the use’ of which it is desirable for]
* these countriés “either. to’ restrict or ‘to economize. From the
* closing -years- of last’ century ‘it _has been-produced in quantities
 thuch too large ‘to. enable it to fetainits purchasing power and
+ thus be’ a ‘stable. standard .of valug,’unless it can constantly be
- finding existing -holders. willing to hold larger- stocks, or fresh
“holders to hold new. stocks of it. Before the war, the accumula-
. .tion of~hoards by various central banks in ‘Europe took off a
. large part of the.new supplics and prevented the actual rise of
" gencral prices being anything like what it would otherwise have
“- beéen, ‘though-it was serious enough. Since the war, the Federal
“Reserve Board, supported by all Americans who do-not wish-
" -to see” a Trise .of prices, has taken on the new ““White Man’s,
-~ Burden " -of absorbing the products of thic gold mines, but just;
~. as .the United "States -failed 'to keep up the value of silver by
"-purchasing it so .she will eventually fail to keep up the value of
gold. - In" spite of the opinion of some high authorities, it is not.
at all ‘likely .that-a renewed demand for gold reserves by the’
.« cential banks of Europe +ill come to her assistance. ™ Experience
. must "gradually ‘be teaching ‘even .the"densest of financiers that:
* 'the value of paper currencies is not kept up by’ stories of “ cover il
_ cor“backing " locked up in cellars, but by due limitation of . thé
..supply - of the paper. With proper limitation, enforéed by,
absolute. convertibility into gold “coin which may ‘be freely
melted-or exported,-it has been proved by theory. and experience,
that small holdings of gold 4re perfectly sufficient to meet all’
‘internal and international demands. . There is-really friore chance
of a great demand from-individuals than from .the banks. It
is conceivable that the people of sonic of the countries, “which
have reduced. their” paper currency to a Jaughing stock, may
refuse all paperand .insist on having gold coins. But. it scems
> .more probable that they will' be pleased, enoughto get' better,
" paper than they. have recently béen “accustomed to,"and will not
" askfor hard .coin with sufficient ‘insistence to ‘get it. “On the
whole, it seems fairly. certain that the"demand of Europe and:
European-colonized” lands. for - gold 7will" be less rather than.
- greater than before the war,'and that it will increasc very slowly
.cormot-atall - oo 7 oo o
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Thus, on the whole, there is reason-to fear a fall in the valuc‘
~ of gold and a risc of general prices rather than the, contrary

One obvious remedy would be to restrict the produrnon of
gold by international agreement, thus conscrvmg the* Worlds
resources in mineral for future generatiors. Another is to’set
up an international commission to issue an international paper
currency so regulated in amount as to preserve an’ appro*mnatcly
stable value. Excellent suggestions for. the professor’s classroom,

but not, at present at any rate nor- probably for some conmdcrablc'
\period of time, practical politics.

A much more practical way out of the dlfﬁclllt} is to bt‘-.
found in the introduction of gold currency into the East. If the
East will take a large part of the production of gold in the

" coming years, it will tidé'us over the period which must elapse .
before the most prolific of dhe existing sources are worked out.
After that we may be able to carry on w1thout change or we may
havc reached the possibility of some better arr:;ngcment.

This argument will not appeal to those who can thmk of '
nothing but the extra proﬁts which can be acquired during a
rise of prices, but 1 ‘hope it will to those who have some fecling _ -

- for the ‘great- majority of the population, ‘who suffer from these™
* extra and wholly ;unearned - proﬁts being extracted' from them.
Stablhty is best in thc long fun. for thc community.

EDWIN CANNAN.



CHAPTER 1

FROM A DOUBLE STANDARD TO A SILVER
STANDARD.

Trade is an importast apparatus in a society, based on
private property and pursuit of individual gain ; without itj:
it would be difficult for its members to distribute the specialized’
products of their labour. Surely a lottery or an administrative
device would be incompatible with its nature. Indeed, if it is to
preserve its character, the only mode for the necessary distribu-
tion of the products of separatc industry is that of private trading.
But a trading socicty is unavoidably a pecuniary society, a society
which of necessity carries on its transactions in terms of money.
In fact, the distribution is not primarily an exchange of products
against products, but products against money.”-In such a society,
moncy therefore necessarily becomes the pivot on which every-
thing revolves.  With money as the focusing-point of all human
cfforts, interests, desires, and ambitions, a trading society is
bound to function in a regime of price, where successes and'
failures are results of nice calculations of price-outlay as'
against price-product.

Economists have no doubt insisted that * there cannot
be intrinsically a more significant-thing than money,” which
at best is only “ a great wheel by means of which every individual
in society has his subsistence, convenicnces and amusements
regularly distributed to him dn their proper proportions.”
Whether or not money valucs are the definitive terms of economic
endeavour may well be open to discussion.* But this much is

Al ~

*Cf W. C Michell, “The Ratonalin of Tconomic Activity,”  Jonrnal of
Polifical Economy, 1910, Vol. XVIH, pp. 97 and 1973 also * The Role of Money

in Economic Theors,” by the same, in the Amercan Economic Revten {Supplement),
Vol. VI, No. 1, March 1916. =

i
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his- “distribution - of -
subsistence, conveniences 'and amuscments,” fa{ l;r_om‘ lieing a
matter of course, will be distressingly hampered, if not _alhgog‘ethcry
suspended. ‘How can this tradinig of products take place” without
money? The difficaltics of barter have cver formed an WEMS
'ﬁcTn)c“with all cconomists, including those who have mmsfed_
that moncy is_only a cloak. Money is not only nccessary. to.
facilitate trade by obviating the difficulties of barter, b.ut_xs:glso,
necessary to sustain production by permitting specialization. For, -
who would care to specialize if he could not trade his products’
for those of others which he wanted ? Trade is the handmaid-
of production, and where the former cannot flourish the latter . -
~must languish. . Jt.is therefore-cvident . that if a trading -society . -
is not to.be out"of gear and is ‘not to, forego the measureless® "
.advantages of its-automatic-adjustments in the great give-and- - .

-take of specialized industry, it must provide itself with a sound . -

certain, .that without the wuse' of money t

‘system _of money.* . ' ‘

. -At the close of the Moghul Empire, India, judged by the”
standards of the time, was economically an advanced country..
Her trade was large, her. banking institutions: wete - well -

. developed, and credit played an appreciable part in het transac-
tions. " -But a medium of ‘cxchange.and: a common. standard =

- of value .were among others the.most supreme desiderata in
the cconomy of the Indian .people’ when they came, in the

© middle of the eighteenth century, “under the sway of the British.
Before the occurrence of this event, the moncy of India consisted
of both gold “and silver. Under the Hindu emperors the

* \emphasis was_laid on gold, while under the Mussalmans silver

“formed a large part of the circolating medium.t Since the time .
of Akbar, the founder of the economic system of the Moghul
Empire in India, the" diiits 6f Cifrency had been the gold mofkur
'::m‘d‘t}mc si}&'cr rupee. _Bothhco'ms, the mohur and the rupee, were :

iiinctlii ;nc;';;%lh;*i:i?c;ui/:ng'rsa'l 1troyi and were “supposed to "

: 3 — ¥y alioy, ot at least intended to be

*For the whole of this discutsion, f. H '
¢ s, ¢k HO 1. D o
;{nferpmr (1513), Chapters 1 and 1L . Parenren, The Feonomcs ’ "f

T Princep, § , Ureful Tebles, Caleuta, 1834, pp - 15. v
-3 Robest Chalmers, History ot 2 p <1516

of Colonial Crrrency, 1893, pp. 338, 340: . “
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‘50" * But whether they constituted a single standard of value
of not is a matter of some doubt. It is believed that the mohur
and the rupee, which at the time were the common mcasure
of value, circulated without any Axed ratio of ‘exchange betwcen

- them. The standard, therefore, was more of the nature of what
Jevons called a parallel standard} than 2 double standgrd.i
That this wart of Tatio could not have worked without some
detriment in practice is obvious. But it must be noted that
-there existed an alleviating ctircomstance in the curious contri-
vance by which the mohur and the rupee, though unrelated to
cach other, bore a fixed ratio to the dam, the copper coin of
the Empire.y So that it is permissible to hold that, as a con-
sequence of being fixed to the same thing, the two, the mohur
and the rupee, circilated at a fixed ratio.

In Southern India, to which part the influence of the
Moghuls had not estended, silver as a part of the currency
system was quite tnknown, The pagoda, the gold coin of the
ancient Hindu kings, was the standdrd of- value and also the’
medium of exchange, and continued to be so till the time of
the East India Company.

The right of coinage, which the Moghuls always held as
Inter jura Majestatis,§ be it said to their credit, was exercised with

*Dr. P Relly The Unrnersstl Camébres, 1811, p. 115,

1 Money and Mechamem of Exchange (1890), p. 95.

FDr P Kelly's view Is that they circulated 2t ther markel fave floc. oit)
On the other hand, Sir R. Temple says: “In ancient and mediresal Indiz the relative
value of the coins of each "metal wac fived by the State, and all were legal tender
virtwally without any formal lumitatton "t (“General Monctary Practics in India,"
lorrnnal of the Instutute of Barkers, Vol 11, p 406)  On another oceasion he raid:
“The carliest Hindu ecurrency wac in gold with a sngle standird, The Mohamme.
dans introduced sdver, and m lfater umes up to British rele there was 2 double
standard, gold and silver™ (ehed, Vol. XV, p. 9). In contrait to this it may be
noted that the Preamble to Currency Regulation XXXV of 1793 znd other Currency
Regulations of early date makle 1t 3 pomt to emphasize that under. pre British regime
there was no fixed ratio between the mohur and the rupee. ,

§ Cf Prof, S. V. Venkateswara, on “Moghul Currency and Comage” in the
Indian Journal of Leomomics, July, 1918, p. 1695 and F. Atkincon, The Indron
Cutrency Questron (1894), p. 1. ‘ o

i According to the Mohammedan historian, Khafi Khan, 1t enraged the Emperor
Aurangzeb when the East India Company in 1694 coined some rupees ar Bombay * with
the fiame of ther impure king " (Ir»xpfﬁnl Gazetteer of India, Vol. IV, E} 515).

-
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due sense of responsibility. Never did the Moghul Emperors
stoop to debasc their coinage. Making allowance for the
imperfect technology of coinage, the coins issued from the
various Mints, situated even in the muost distant patts of their
Empire*, did not materially deviate from the standard. The
table below of the assays of the Moghul rupees shows how

the coinage throughout the period of the Empire adhered to
the standard weight of 175 grs. pure.d

Weight }} Weight
Name of the Rupee. in pure It Name of the Rupee. 1 pure
. Grs |, Grs.
+ { ’
* Akbari of Lahore . ° 175.0 || Delhi Sonat . . . {1%5.0
., ofAgra . . ] 174.0 , " Alamgir . . {175.0
Jehangiri of Agra . . |1 174.6 || Old Surat . . . 1174.0
,,  of Allahabad . | 173.6 || Murshedabad . .1 175.9
., of Kandhar .| 178.9 l| Persian Rupee of 1745 . | 174.5
Shehajehani of Agra . | 175.0 §§ Old Dacca . . . | 178.3
" of Ahama- Muhamadshai . . 1 170.0
dabad . | 174.2 || Ahmadshai . . .1 172.8
" of Delhi 174.2 || Shaha Alam {1772) . | 175.8
" of Dethi .} 175.0 .
o of Lahore . | 174.0

]

So long as the Empire retained unabated sway, there was
advantage rather than danger in the plurality of Mints, for they
were so many branches of a single department governed by a
single authority.” But with the disruption of the Moghul Empire
into séparate kingdoms these branches of the Imperial Mint
located at different centres became independent factories for
purposes of coinage. In the general scramble for independence
which followed the fall of the Empire, the right to coinage, as
"1t is stated in the Impertal Gazetteer of Inda (Vol IV, p S514), that in the
early fiays ?E the Moghul rule, there was only one Mimnt—at Dells—nhich struck the
{mp‘;::lh coins. 'The Emperor Sher Sha was the first to mtroduce a plurality of Mints

gt pUrposts—2z practice continued gz i
wrewwn the reigns of Akbar and Bahadur Sn;xiahultlmicf }?{{ng ;‘:;t;;;m gi::t:i ;'(Ill(t)1 ;
i the Eagt India Mora! )

and Matertal Progress Report for 1872.73 it 1s clear that
o :;c:y Mint :Y” opsn to the cotnage of all three metals, gold, silver and copper;
nfu:;s.me Mints coined only gold, others silver, and the rest copper, {<¢ Report,

1 Prinsep, 1, op. crt. p. 18,
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one of the most unmistakable insignia of sovercignty, became
the right most cherished by the political adventurers of the time.
It was also the last privilege to which the falling dynasties clung,
and was also the first to which the adventurers rising to power
aspired. The result was that the right, which was at one time
so religiously exercised, came to be most wantonly abused.
Everywhere the Mints were kept in full swing, and soon the
country was filled with diversc coins which, while they pro-
claimed the incessant rise and fall of dynasties, also presented
bewildering media of exchange. If these money-mongering
sovereigns had kept up their issues to the original standard of
the Moghul Emperors, the multiplicity of coins of the same
denomination would not have been a matter of much concern,
But they seemed to have held that as the money used by their
subjects was made by them, they could do what they liked
with their own, and proceeded to debase their coinage to the
extent each chose without altering the denominations. Given
the different degrees of debasement, the currency necessarily
lost its primary quality of general and ready acceptability.
The evils consequent upon such a situation may well be
imagined. When the contents of -the coins belied the value
indicated by their denomination they became mere merchandise,
and there was no more a currency by tale to act as a ready
means of exchange, The bullion value of each coin had to be
ascertained before it coufd he accepted as a final discharge of
obligations.* The opportunity for defrauding the poor and the
ignorant 'thus provided could not have been less t than that

O Itwas .this necessity for ascertaining the true bullian value of the debased coin
which gave rise to that class of money-changers known as Shroffs, who specialized
in the business of evaluating the coins at their proper discount from the standard
purity by means of the dates and other characteristics éngraved upon them,

1 Tt is stated that Dr. Roxburgh, who was an éye-wvitness, was to muchlimprcxscd
by the sufferings of the poor owing to the bad state of the, currency that he urged
upon A, Dalrymple, in a letter dared June 30, 1791, w give prominence to the evils
by inserting a paper in his Oriental Repertory (2 vols , London, 1808), *on the
jcurrent cain an circulation over the Company's Territories which might be produc-
tve of the most solid and lasting advantage to the Governing und the Governed.”
and added, * You may be able to correct the evil, by which you will certainly go to
heaven, if the prayers of the poor avail, and I may get 2 step nearer paradise,” Observas

fions on the Coppe Coinage wanted in the Cirears, by A, Dalrymple, London, 1794,
p. L. . -
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History of Indian Currency and Bdhki'ng:“

known to have obtained in England before the great re-comnage
of 1696. This constant weighing, valuing, and assaying; §h€
bullion contents of coins was, however, only one aspect in which
the evils of the situation made themselves felt. They also.
presented another formidable aspect. With “the vanishing of
the Empire there ceased to be such a thing as an Imperial nlegaix
tender current all through India. In its place there grew up
local tenders, current only within the different principalities
into which the Empire was broken up. Under such circum-,
stances exchange was not liquidated by obtaining in renirn for
wares the requisite bullion value from the coins tendered in’
payment, Traders had to be certain that the coins were also
legal tender of their domicile. The Preamble to the Bengal
Currency Regulation XXXV, of 1793, is illuminating on-this
point, It says :— L

“The principal districts in Bengal, Behar and Orissa, have
cach a distinet silver currency which are the standard

measure of value in all transactions in the districts in which
they respectively circulate,

¥ * %* * [ #*

“In consequence of the Ryots being required to “pay their
rent in a particular sort'of rupee they of: course demanded' it
from manufacturers in payment of their grain, or raw materials,
whilst the manufacturers, actuated -by 'similar- principles with
_the Ryots, required - the same species of rupee from the traders
whé cameto purchase their &loth ‘or their commaedities.

+

“The.various_sorts of old rupees, accordingly, soon became
the' established currency of particular districts, and a5 a Recessary
- consenquence tie value of cach rupee was enhanced 1y the district
in which it was current; for being in demand for ali transactions
.7 As o further, consequence, every sort of rupee brought into the
district was wejeeted from being a different measure of v 1
from that by whith the inhabitants had become accustomcc:; ‘:c
estimare their Properyy, or, i 1t was received, a discoumt wa(:
exscted ‘upon it, equal to swhar the receiver would have beep
obliged to.pay upon exchanginp it ar the house of a s‘} 6 P
the rupde current in the dustrs ot o

r 1, or to allow diccount pon pa
t - ! X Y u ¢
g W0 pImEnt 10 any other individug), "

.
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From .a Doubte Standard to a Silver Standard

L "I‘rom thxs rqecnon of the coin current in one district when
" tendered - in payment in_another, the merchants and traders, and
the” propn&tors and cultivators ‘of: land in different parts of the
‘country, are subjected in' their" commercial dealings with_each

“‘other to the same losses by exchange, and all other inconveniences
that would . necessarily - result were the several districts under
sep'lrate and mdependent govcrnm:nts, each having a differemt
- comm.” -

Here: was' a -situation’ whcre tradc was reduced to bartcr,’

whcther one looks upon barter as characterized by the absence
.of a common medium of exchange or by the presence of a plurality
. of the media of exchange ; for in any case, it is obvious that the
want-of 4 “ double coincidence ” must have been felt by people
cngagcd in trade. One is likely to think that such could not'have
‘been the case as the medium was composed of metallic counters.

But it'is to.be remembered that the circulating coins on Indxa, by -

reason of, the circumstance atteridant upon the diversity in thClI‘
ﬁncness -and legal tender, formed so many different species that

.an cvchange against a particular species did not necessarily close.
the transaction ; the coin must, in certain circumstances, have

‘been only.an intermediate to be furthér bartered against another, -

~and so on till the one of the Jrequisite spcc1es was obtained. This
‘is sufficient indication that somcty had sunk into a state of barter.

If this alone was the flaw in the situation, it would have been;

. only as bad as that of international trade under diversity of coin-
“ages. But it.was further complicated by the fact that: although:

- the denomination of the coins was the same, thelr metallic ‘con- -
tents differed consxderably. Owing to this,” 6ne coin. bore 2

" discount or a premium in relation to another of the same name. )

In the.absence of knowledge as. to thc amount of prcmmm or

discount, every one cared to receive a coin of the species known -

to him and current in his territory. .On the. ~whole, the obstacles -
to commerce arising from such a situation could not havc been -
“less than those emanating from the mandate of Lycurgus .who'

] compelled the Lacedaémonians to use, iron moncy in order that .
Tits wexght m:ght prevcnt them from overmuch: tradmg “The
situation, besides being irritating. was aggravath by the présence ‘
of an element of gall in it Capital invested. in pmvxdmg ‘2 cur- a
rency is a tax upon the producnve resources of the commiunit .
Nevertheless, wrote James Wilson* no one wouId qucsnon‘ i

p ® Capital Currency and Banking, 1847, p. 15. . .

.




History of Indlan Currency and Banking -

“that the time and labour which are saved by the inter-
position of comn, as compared with a system of b‘artcr, fomg an
ample remuneration for the portion of capital withdrawn from
productine sources. to act as a swngle circulator of commuodities,

by rendering the remaimnder of the capital of the country o
much the more productve.

What is, then, to be said of a monetary system which did
not obviate the evil consequences of barter, although enormous
capital was withdrawn from productive sources, to act as a single
crculator of commodities > Diseased money is worse than want
of money. The latter at least saves the cost. But society must
have money, and it must be good money, too. The task, there-
fore, of evolving good money out of bad money fell upon the
shoulders of the English East India Company, who had in the
meanwhile sucteeded to the Empire of the Moghuls in India.

The lines of reform were first laid down by the Directors
of the Company in their famous Despatch, dated April 25,

1806, 1o the authorities administering their territories in India.
In this historic document they observed :—

*17. Tt is an opmion supported by the best authonties, and
praned by experience, thar coms of gold and sidver ¢annot cir-
culate b5 legal tenders of payment at fixed relative values . | .
wrthour Josst this lass i¢ occasioned by the Auvctuaung value of
the metale of whieh the coms are formed. A proporuon between
the gotd and sther coin is fived by law, occording to the value
of the merals, snd 1t mav be on the justest principles, but owing
16 the change of circumstances gold may become of greater value
st rebion to silvyr than at the tune the propornon was fixed,
v therefore becoroes profitible to evchange silher or gold, o
the con Al tha meadl 5 withdrawn  from arculation, and if
Shur should oesse I ste salve in relation w0 gold, the spme
(grtmr"-:;mc% world tend 1o sduee the quantty of ‘s;hcr ‘coin
in cooulatn, A ftas t » y . s
ih coodlaet o ';Nﬂkm:“gc;f:xf;c ;{:’)Prtnnlt the ﬂucn'mnon in

- R R equally impracticable 1o
H ::\r‘x:{ the m%n ,uimu ‘th:n‘m on the coins made from these
kit Leag o sng f 2 «
st 0 he’ Bechutiuns e o 00 0 ulver ol
crwe Emnl & Frane, and the o the metals would

© A toe ecablishment of such a
’:47 v

e et A2 s
yarpte w el i psalt 2t i
" v & tend g nerprtuste incomvenience and



From- o Déuble"\Stth‘far'd to a Silver Standard

* They thercfore declared ‘themselves in favour of monometal-
ism as the ideal for the Indian currency of the future, and
rescribed +—

“21, . . ... that silver should be the universal money of

account (in India), and that all . . . accounts should be kept in
the same denominations of rupees, annas and pice. . .

- - 'The rupee ‘was not, however, to be the same as that of the
. Maghu! Emperors in weight and fineness, The proposal that

. _-7%9) . . . the new rupee . . . be of the gross weight of—
. Troy grains =~ .. 180
- Deduct one-twelfth alloy ‘e 15
© And conain of fine silver troy grs. . 165”

Such were the proposals put forth by the Court of Directors
or the reform of Indian currency.

_‘The choice of a rupee weighing 180 grs. troy and containing
|65 grs. pure silver as the unit for the future currency system
of India was a well-reasoned choice.

The primary reason for selecting this particular weight for
the rupee, seems to have been the desire to make it as little of a
departure as possible from the existing practice. In their attempts
to reduce to some kind of order the disorderly currencies be-
queathed to them by the Moghuls by placing them on a bimetallic
basis, the Governments of the three Presidencies had already
made a great advance by selecting out of the innumerable coins
then circulating in the country a species of gold and silver coin
as-the exclusive media of exchange for their respective territories.
The weights and fineness of the coins selected as the principal
units of currency, with other particulars, may be noted from the
summary table on the next page. - ’

" To reduce these principal ‘units of the different Presidencies
to a single principal unit, the nearest and the least inconvenient
magnitude of weight which would at the same tiine be an inte-
gral number was obviously 180 grs., for in no case. did ‘it differ
from thé weights of any of the prevailing units in any marked
degree. Besides, it was believed that180, or rather 1795511, grs. -
was the standard weight of the rupee coin originally issued from
the Moghul Mints, so that the adoption®of it was really a resto- -
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From a Double Standard to a Silver Standard

ration of the old unit and not the introduction of a new oneX
Another advantage claimed in favour of a unit of 180 grs. was
that suclf a unit of currency would again become what it had
ceased to be, the unit of weight also. It was agreed? that the unit
of weight in India had at all times previously been linked up with
that of the principal coin, so that the seer and the maund weights
were simply multiples of the rupee, which originally weighed
179.6 grs. troy. Now, if the weight of the principal coin to be
established was to be different from 180 grs. troy, it was believed
there would be an unhappy deviation from the ancient practice
which made the weight of the coin the basis of other weights and
measures. Besides, a unit of 180 grs. weight was not only suitable
from this point of view, but had also in its favour the added
convenience of assimilating the Indian with the English units
of weightt

While these were the reasons in favour § of fixing the weight
of the principal unit of currency at 180 grs, troy, the project of
making it 165 grs. fine was not without its justification. The
ruling consideration in selecting 165 grs. as the standard of fine-
ness was, as in the matter of selecting the standard weight, to
cause the least possible disturbance in existing arrangements.
That this standard of fineness was not very different from those
of the silver coins, recognized by the different Governments in
Tndia as the principal units of their currency, may be seen from
the following comparative statement.

¢ Cf. The Despatch, r;p. cit,, para. 8.

} Cf para, 26-28 of the letter from James Prinsep to the ‘Calcutta‘}wﬁnt Cammitt
printed m the Appendix to the Indian Tables by John Muller, Calcutta, 1836 e
. 1lbid. para. 28. How the English and the Induan systems of weights were made
to correspond to each other may be seen from the following :—

Indian English ¢
8 ruttees o= 1 massa e 15 tro .
12 massas e= 1 tola  {or sicea) e 180 3 gr's' '
80 1olas == 1 seer [ 21, pounds

40 seers =e« 1 maund {(or mun) == 100 » -

.6 Attention may be drawn in this connection to the dissenting opinion of Captain
Jervis on the pr?iect of 180 grs, troy as the unit of weight for the rupee, Cf. his most
exhaustive trealise called The Expediency and Facility of establishing the Metrological
and Monesary Systems throughont India on v Scientific and Permanent Besis, grounded

on an Analyzical Review of the Weights, Measures and Coins of Indiz . . .. B
1836, pp. 49-64. of fndiG - - . Bombs

p . il
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TABLE 11 g ;

v y“
DEVIATIONS OF THE PROPOSED STANDARD OF FINENESS FROM =
THAT OF THE PRINCIPAL RECOGNIZED RUPEES | -

L

Silver Coins recognized as \ Standard | More valnable f Less . <atuable

inci i tH s | than the Pro- than the Pro-
Pnnmpzi_lhit:et:s'and their it 1:;:;1}?;5 Somed Rupee. powed Rupee

Proposed |- -

Its Pure Stver In By In _ DBy -

Name of the Coin. | Contents. | Rupee. Grs. | p&. | Grsso P

Troy. Grs. | Troy Grs. ‘ C

Surat Rupee . | 164.74 165 — — .26 l 157
Arcot ,,. .} 166.477| 165 | 1.477 88T — | —
Sicca , . .| 175,927 165 {10.927(-6.211 — -
Farrukabad R. . | 166.135 165 1.135) 683 ) ~— -
Benares Rupee . | 169.261 165 4,251 2.011 | — -

It will thus be seen that, with the exception of the Sicca .-
and the Benares rupees, the proposed standard of fineness agreed
so closely with those of the other rupees that the interest of obtain- -
ing a complete uniformity without considerable dislocation
overruled all possible objections to its adoption. Another con-
sideration that seemed to have prevailed upon. the Court of-
Directors in selecting 165 grs. as the standard .of .fineness was: ™
that, in conjuriction with 180 ‘grs. as:the -standard weight, the” -
arrangement. was calculated. to imake the rupee eleven-twelfths
fine. To determine upon-a particular fineness was, too technical
. a matter for the Court of Directors. "It was, however, the opinion
of ‘the British Committee’on Mint and Coinage, appointed in
/1803, that* “ one-twelfth -alloy .and eleven-twelfths fine is by a
variety of extensive experiments proved to be the best proportion,
or at least as good as any which could have been chosen.” This -
standard, so’ authoritatively upheld, the Court desired to incor- -
porate in their new scheme ‘of Indian currency. They therefore -
"desired' to make..the” rupee eleven-twelfths fine. Byt to do so ’

. was also t6 make the rupee 165 grs. pure—a i
was also he ; ) . —a content whic
(desired, from the point of view stated above, b they

from_ ) the rupee to possess.
-Reviewing the preference of the Court of I;)ircctgrs for
, monometallism from the vantage-ground of latter-day events -
! one }331ght be inclined to look upon it as a little toq short—sighth,‘ P

¥

| - CL The despatch, op. dit,, par 9,
S v



From o Double Standard to o Silver Stondard

At the fime, however, the preference was well founded. One
of the firse measures. the three Presidencics, into which the
country was divided for purposes of administration, had adopted
on their assuming the goverament of the country, was to change
the parallel standard of the Moghuls into a double standard by
establishing a legal ratie of exchange between the mohur, the
pagodz, and the rupee. But in none of the Presidencics was
the experiment a complete success,

In Bengal ® the Government, on June 2, 1766, determined
upon the issue of a gold mohur weighing 179.66 grs. oy, and
comtaining 14992 prs, oy of pure metal, as legal tender at 14
Sicca rupees, to relieve the currency Stringency caused largely
by its own act of Jucking up the reveane collections in its treasu-
ries, to the disndvantage of commerce, This was a legal ratio
of 1645 w I, and as it widely deviated from the market ratio
of 14.81 1o 1, this attempt to scecure a concurrent circulation of
the two coins was foredoomed to failure. Owing to the drain
of sitver on Bengal from China, Madras, and Bombay, the cur-
rency stringency grew worse, 50 much so that another gold
mohur was 1ssued by the Gavernment on March 20, 1769, weigh-
ing 190.773 grs. troy and containing 190.086 grs. pure gold with
a value fixed at 16 Sicea rupees. This was a legal ratio of 14.81
to 1. But, as it was hizher than the market ratio of the time
both in India (14 w 1) and in Burope {1461 to 1), this sceond
cffort to bring about a concurrent circulation fared no better
than the first.  So perplexing seemed to be the task of accurate
rating that the Government reverted to monometallism by stop-
ping the coinage of gold on December 3, 1788, and when the
monetary stringency again corapelled it to resume in 1790 the
coinage of gold, it preferred to Jer the mohur and the rupee
circulate at theic market value without making any attempt to
link them by a fived ratio. Tt was not until 1793 that a third
attempt was made to forge a double standard in Bengal, A new
mohur was issued in that vear, weighing 190.895 g,:rs. troy and
containing 1894037 grs. of pure gold, and made legal tender

£

* B. C Harrison, “The Past Action of the Indian Government with regard t
Gald,” in Economie Journal, Vol, I, p, 54 ¢2 2r4. Alto Minute by Sic ]c:!m Sf:rc, i:
Bengal Public Consultatinns, dated September 29, 1796,

13
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at 16 Sicca .rupees. This was a ratio of 1486 to 1y but, as 1t
did ot conform to the ratio, then prevalent in’ the market, this
third attempt to establish, bimetallism " in Bengal failed as did
those made in 1766 and 1769. y

© The like endcavours of the Government of Madras® i)rbvcd’

more futile than those of Bengal. The first attempt at bimetal- "

lism under the British in that Presidency was made in_the year
1749, when 350 Arcot rupecs were legally ‘rated at 100 Star-
pagodas. As compared with the then market ratio this' rating
involved an under-valuation of .the pagoda,-the gold coin of the’
Presidency. The disappearance of the pagoda caused a monectary
stringency, and the Government in December, 1750, was obliged
to restore it to currency. This it did by ‘adopting the twofold
plan of causing an.import of gold on Government account,’s0 *
as to equalize the mint ratio to the-market ratio, and of compel-+ -
ling the receipts and payments of Government treasuries to be -
exclusively in pagodas. The latter device proved of small value’;
but the former by its magnitude was efficacious enough to ease -
the situation. Unluckily, the case was only temporary. Between:
1756 and 1771 the market ratio of the rupee and the pagoda .
- again underwent a considerable change. In 1756 it was 364 to
100, and in 1768 it was 370 t6 100. . It was not till after. 1768 that -
the market ratio became equal to the legal ratio fixed in 1749
and- remained steady for about twelve years. ‘But the increased .
- imp‘orts‘oE\silvcr.-rcndcrred necessary for the prosecution of the
second Mysore war, once_more disturbed the ratio, which at the
- close of the war stood at 400 Arcot:rupees to 100 Star pagodas .
After the end of the war, the Government of Madras made afothc :
. atteinpt.to.bring about a concurrent circulation between th .
- and the pagoda.”-But instead of making the market rag; ¢ upee
" to 100 the legal ratio, it was-led by the then incr, pato of w.
+ of gold into the Presidency to hope that the ma keasmg- imports
- in’time rise to that legally established in 1740, o o0 WOl
* mood so induced it decided. in 1 to antic: .0 an expectant
-Jixing the ratio first at 365 to 100. ’i’h nucipate the event by
+ different from that desired, for it w ¢ result was bound to be
©_pagoda. But instead of gect] 1t was an under-valuation of the
ok rectlfymg th or the .

. ¥ H. Dodwell, “Substitution f—wVCtnmmt,
Journal “of Economics, Jannary, 1;}1.511":1‘ for Gold in Samh rovr s T
14- ’
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From a Double Standard to a Silver Standard

 proceeded to aggravate it by raising the ratio stll further to 350
.10 100 in 1797, with- the eflect that the pagoda entirely went out
" of circulation, and the final attempt at bimetallism thus ended
"in a miserable failure.

, The Government of Bombay scemed better instructed in
the mechanics of bimetallism, although that did not help it to
overcome the practical difficulties of the system. On the first
" occasion when bimetallism was introduced in the Presidency,”
" the mohur and the rupee were rated at the ratio of 15.70 to 1.
~ But at this ratio the mohur was found to be over-rated, and ac-
- cordingly, in August, 1774, the Mint Master was directed to coin
gold mohurs of the fineness of a Venctian and of the weight of
the silver rupee. This change brought down the legal ratio to
1483 to 1, very nearly, though nat exactly, to the then prevailing -
market ratio of 15 to I, and had nothing untoward happened,
bimetallism would have had a greater success in Bombay than
¢ it actually had in the other two Presidencies. But this was not
" to be, for the situation was completely altered by the dishonesty
I of the Nawab of Surat, who allowed his rupees, which were of
the same weight and fineness as the Bombay rupees, to be debased
to the extent of 10, 12, and even 15 per cent. ‘This act of debase-
* ment could not have had any disturbing effect on the bimetallic
! system prevalent in the Bombay Presidency, had it not been for

the fact that the Nawab’s (or Surat) rupces were by agreement
admitted to circulation in the Company’s territories at par with
the Bombay rupees. As a result of their being legal tender the
Surat rupees, once they were debased, not only drove out the
Bombay rupees from circulation, but also the mohur, for as rated
to the debased_Surat rupees the ratio became unfavourable to
gold, and the one chance for a successful bimetallic system
vanished away. The question of fixing up a bimetallic ratio
between the mohur and the rupee again cropped up when the
Government of Bombay permitted the coinage of Surat rupees
at its Mint. To have continued the coinage of the gold mohur
according to the Regulation of 1774 was out of the question.
One Bombay mohur contained 17738 grs. of pure gold, and
15 Surat rupees of the standard of 1800 contained 247,110 grs.

® Report of Dr, Scott an the History of Coinage in the Bombay Presi ith
Appendices, Public Consultations (Bombay, dated January 27. 1801)?3' resideny, i
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History of Indlan Currency and Banking:

of silver. By this Regulation the proportion of silver t© ig"h‘i::
. would have been 2_1_____“_‘;113]‘.;5 ic. 139 to 1. Here the ’mohui‘1","0}‘1“3i
R - - J. 'y " - i ‘. . - 'l:
have been much under-valued. It was therefore sesolved to ak?a:_
the standard of the mohur to that of the Surat rupee, s0 ;’sn 3;
give a ratio of 149 to 1. But as the mdrket ratio was ncincty
towards 155 to 1, the experiment was not altogether’ a success:.

- In the light of this experience before them, the Court, O.Ef
Directors of the East India Company did well in fixing upon
a monometallic standard as the basis, of the future- currency’,
system-of India. ‘The principal object of all currency regulations -
is that.the different units of money should bear a fixed relation’
of value to one another., Without this fixity of value, the cur-.
rency would be in a state of confusion, and no precaution wox@
be too great against even a temporary disturbance of that fixity.
Fixity of value between the various components of the currency
is so-essential a requisite in a’ well-regulated monetary system:
' that we need hardly be surprised if the Court of Directors attach-
ed special importance to it, as they may well have done, particu-

, larly when they were engaged in the task of placing the currency
on 2 sound and permanent footing. Nor can it be said that their
choice of monometallism was ill-adyised, for it must be admitted

that 4 single standard better guarantecs this fixity than does’the
' double standard. Under the former it is spontaneous, under the
- latter it is forced. - B

. These recommendations of the Court of Directors were, lef!
to the different. Governmeénts in India- to be’ carriéd “into effec
s ar th(’—ll‘ _discré;iqn as to the time and- manner ‘of doing it. Bu
it was some time. before steps.were ‘taken' in consonance with

' these orders,. and even then, it was on the realization of thost

parts of the programme’ of the Court which pertained to -the

" establishment of aiuniform currency’ that the efforts of the diffe

-, rent Governmients. were first concentrated. -

C L pre The task of reducing the existing units of currency to tha
proposed by the Court was first accomplished in Madras, O
anuary 7, the Gov . as. . )

which its Pld,ut;its"of curemment issued 2 P roclamation* - by

I

ency—the Arcot rupee and the Star -
Ed
ACf, Fort St. George Pl{bﬁc Depart, Consultations ‘

o T Rme s
16 No 19, dated January 7, 1818



From a Double Standard to a Silver Standard

pagoda—ere superseded by new units, a gold rupee and a silver
rupee, each weighing 180 gre. troy and containing 165 grs. of
fine metal. Madras was followed by Bombay six years later by
a Proclamation * of October 6, 1824, which declared a gold rupee
and a silver rupee of the new Madras standard to be the only
units of currency in that Presidency, The Government of Bengal
had a much bigger problem to handle. It had three different
principal units of silver currency to be reduced to-the standard
proposed by the Coust. It commenced its work of reorganization
by a system of elimination and alicration. In 1819, it discon-
tinued! the coinage of thie Benares rupee and substituted in its
place the Furrukabad rupee, the weight and fineness of which
were altered to 180.234 and 135.215 grs. troy respectively.  Appa-
rently this was a step away from the right dircction. But even
here, the purpose of uniformity, so far as fineness was concerned,
was discernible, for it made the Furrukabad rupee, like the new
Madras and Bombay rupces, cleven-twelfth fine. Having got
rid of the Benares rupee, the next step was to assimilate the
standard of the Furrukabad rupec to that of Madras and Bombay,
as may be scen from the following table.

Thus, without abrogating the bimetallic system, substantial
steps were taken in realizing the ideal unit proposed by the Court,
as may be seen from the following table.

TABLE I1I
UxsirorMiTy or COINAGE AT THE END OF AD. 1833

Tasurd by Silver Colne, Gold Cotrs,
the Gov - Legal
srument of| Denomlinntion, 'Wul;zht ll’mennsu Drnomlnntlm.{ Weight ‘F!nenns Tiatfo.
¥
Sicca Rupee | 102 | 176 or| Mohur | 204 7101187.651} 1 to 15
Bengal t
Furrukabad 180 | 165 or — — e —~—
Rupee 13
Bombay [Stlver Rupee { 180 1§§ or {Gold Rupee | 180 165 orj1to 15
I
Madras [Silver Rupee | 180 | 186or| , .. 180 | 165e | 1015
it it

*® Cf. Bombay Financial Consultations, dated October 6, 1824.
§ Bengal Regulahon X1 of 1819,
§ Bengal Regulation VIT of 3833,
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History of Indlan Currency and Banking

Taking stock of the position as it was at the end, of 183}-’3
we find that with the exception of the Sicca rupee and the g?ch
mohur of Bengal, that part of the scheme of the Directors wifll ]
pertained to the uniformity of coinage was an acf0m91¥5h§d: act
Nothing more remained to carry it to completion than to Shs‘
continue the Sicca rupee and to demonetize gold. At this point,
however, arose a conflict between the Court of Directors gnd the
three Governments in India. Considerable reJuctance was shown
to the demonctization of gold. The Government of I»{aglraf,
which was the first to undertake the reform of s currency ¢
cording to the plan of the Court, not only insisted UPDH;COI}‘
tinuing the coinage of gold along with that of the rupce,™ but
stoutly refused to_deviate from the system of double lcgalq tender
at a-fixed ratio prevalent in its territories,! notwithstanding the
repeated remonstrances addressed by the Courtd. T hg Govern
ment of Benpal dung 1w the bimeeilic sianded st e
tenacity. Rather than demonetize the gold mohur, it took step
to alter its standard$ by reducing its pure contents? from 189.403.
to 187.651 troy grs.,, so as to re-cstablish a bimectallic system o
the basis of the ratio adopted by Madras in 1818. So great wa
‘its adherence to the bimetallic standard that in. 1833 it under
took to alter §§ the weight and fineness of the Sicea rupee to, 19
grs. troy and 176 grs. fine, probably to rectify a likely divergenc
between the legal 'and ‘the market ratios of the mohur to th
rupeedd .- ’ L

*The Court of Directors were 'willing to petmit the comage and circulation of
gold-unlinked to the rupee, for they had observed in therr Despatch :— i
# 116, Although’we are fully satisfied of the propriety of the silver rupee beng the
frincipal measure of value and the money of account, yet we ate by no means desirous

L £

‘of checking the circulation of gold. but of establishing 2 gold ¢om on 2 principle fitted

’,gfoi‘gcncgal use. This coin in our opinion should be called a gold rupse and be made
?105 the same ‘standard as the silver rupes™

4 G Fort St. George Public Consulta

£ tions of 9, 1817, i
letter of "the Accountant-General entered th o O Ausyst 1 h particdlarly the

creon,
i d;];;ﬁ]'?l:; Public Despalches to Madras dated March 6, 1810 ; July 10, 1811 ; and
une 12, L

§ Preamble to the Bengal Regulation XIV of 1818.
§ It, however, increased its weight from 190.895 to 204,710 troy grs

3 §§ Bengal Regulation VII of 1§33.

i hﬁn xxemy be that this alteration was also intended to make the Sicea rupes eleven-
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From @ Double Standard to a Sliver Standard

But in another direction the Government in India wanted
to go further than the Court desired. The Court thought a
uniform currency (ic. @ currency composed of like but inde-
pendent units) was all that India needed. Indeed, they had
given the Governments to understand that they did nat wish
for yoore in the maver of simplification of currency and were
perfectly willing to allow the Sicea and the mohur to remain
as they were, unassimilated® A uniform currency was no doubt
a great advance on the order of things such as was lcft by the
successors of the Moghuls. But that was not enough, and the
needs of the sitvation demanded a common currency based on
a single unit in place of 2 uniform currency. Under the system
of uniform currency each Presidency coined its own money, and
the money coined at the Mints of the other Presidencics was
not legal tender in its territorics except at the Mint. ‘This mone-
tary independence would not have been very hanmful if there
had existed also financial independence between the three Pre-
sidencics. As a matter of fact, although cach Presidency bad
its own fiscal system, yet they depended upon one another for
the finance of their deficits. There was a regular system of
“supply ” between them, and the surplus in one was being con-
stantly drawn upon fo meet the deficits in others.  In the absence
of a common currency this resource operaton was considerably
hampered. The difficultics caused-by the abscnce of a common
currency in the way of the “ supply ™ operation made themselves
felt in two difficrent ways. Not being able to use as legal tender
the money of othet Presidencies, each was obliged ro lock up,
to the disadvantage of commerce, large working balances in
order to be sclfsufficientt The very system which imposed

% Cf, Despatch to Rengal dated March {1, 1829,

} The Accountant-Genernl of Bengal, in = letter to the Calcutta Must Committes,
Jated November 21, 1823, wrotet—

“Para. 32. The amount of the balance must also necesanly depend upon the
state of the currercy  IF the Madras, Dombiy, zad Purruhabad rupess nstend of
diffcfing in weight and intrinue value swere coined of onc standard weight and value
bearing one inseription and in no way differing, the surplus of one Presidency would
st il tmes be avalble for the deficiency of another, without passng through the
Mint, and the balance of Inda might be reduced 1 proporion to the increased availe

ability of currency for the ditbursements of the three Premdencies” (Bombay Financial
Consultations, Fehruary 25, 1624).

19 .
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From a Double Standard to o Silver Standard

silver currency and particularly the small change, should disrupt
the monetary -harmony prevailing among ther all, they were
compelied 10 fmzet in a convention, dated November 20, 1865,
which required the parties, siuce collectively ‘caligd the Latin
Unjon. 1o lower, in the ordur to maintain thent circulation, the

silver pizces of 2 {ranes, 1 frane, 50 centimes, and 20 centimes

5% . $35 )
from a standord of 005 fine to yi5mand 0 male them subsi-

Jiary coins® 1t is reue that the Government of Indin alse came
in for trouble as a result of this disturbance in the relative value
of pold and silver, but that trouble was due to its own silly act
The currency b of 1835 had not closed the Mints to the free
coinage of gold, probably beeause the seignorage on the coinage
of old was n sonsce of sevenwe whith the Govesnavenn did ner
like to forepo. But as gold was nat legal tender, no gold was
brought to the Mint for colnage, and the Government revenus
from sciguorape fell off. To avoid this loss of revenue, the Gov-
ernment began o take steps to encourage the coinage of gold.
In the first place, it reduced the seignorage § in 1837 from 2 per
cent. to 1 per cent. Tt even this measure was not suflicient 0
induce people to bring gold to the Mint. and consequently the
revenue from scignorage failed to increase. As a further step
in the same direction, the Government issued 2 Proclamation
on Janudry 13, 1841, authorizing the officers in charge of public
treasuries o receive the gold coine at the rate of 1 gold mohur
equal to 15 silver rupees. For sanie time no gold was received,
as at the rate prescribed by the Proclamation gold was under-
valued¥ But the Australian and Californian gold discoveries
altered the situation entirely.  Tlie frold mohur, which was under-
valued at Rs. 13, became overvalued, and the Government which
was at one time ¢ager to receive pold, was alarmed at its influs.

begen o displace theie dearer toins of similar desominatans, which vontzined more
silver but which passed aurremt at the rame nominal walue. This brought forth a
detres 1 France (Aprit 14, 1964) which revoked vhe lepal twndes powes to # con-
certed aetion on the part of all the Ladn countries concerned.
* For mure partico'ars of the Lardn Union, o  Laughlin. op. <, pp 1469
$ CL H, of €. Retern, Tast Indian (Coinage) 254 of 1860
L IEd, p 8,
f12%d, p. 10,
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History of Indian Currency and Banking

By adopting the course it did of declaring gold I}g {Oﬂggff
legal tender, and yet undertaking to receive 1t m-hqux ation :
Government demands, it laid itself under the disadvantage Od
being open to be embarrassed with a coin which was of no use an

must ordinarily have been paid for above its value. Bcalxzmg is
position, it left aside all considerations of augmenting Icvcnr)}lzﬁ
by increased coinage, and promptly issued on December 25, 1852,
another Proclamation withdrawing that of 1341. Whether 1t
would not have been better to have escaped the cn}barr.assmept
by making gold general legal tender than depriving it of its
partial legal-tender power is another matter. But, in so far as
India was saved the trials and tribulations undergone by the
bimetallic countries to preserve the silver part of their currency,
the abrogation of bimetallism was by no means a small’ advan-
tage. For, the measure had the virtue of fore-arming the country
against changes which, though not seen at the time, soon made
themselves felt.

The abrogation of bimetallism in India, accomplished by
the Act of 1835, cannot therefore be made a ground for censure.
But it is open to argument that a condemnation of bimetallism
is not per se a justification of silver monometallism. If it was
to be monometallism it might well have been gold monomental-
lism. In fact, the preference for silver monometallism is not a
little odd when it is recalled that Lord Liverpool, the advocate of
monometallism,* whose doctrines the Court had sought to apply
to India, had prescribed gold monometallism for similar currency
evils then prevalent mn England. That the Court should have
deviated from their guide in this particular has naturally excited a
great deal of hostile comment as to the propriety of this grave

departure.t At the outset any appeal to ulterior motives must
be baseless, for Lord Liverpool was not 3 *

the Court composed of “silver men.” As 3

of them at all considered the question fro
which was a better stan

so far as that was at al

‘ gold bug,” nor was
matter of fact, neither
m the standpoint as to
dard of value, gold or silver. Indeed, in

1 a consideration worth atttending to, the
* The author of o Treatise on 1 C
Store, the oar 4 Pt 1:,: l\amagc of the Realm was anticipated by Sir John

finute, op. «t, 55
-i- Cf H ) . s Par
ity b M Dunning, Indign Currency, 1898, passim;

also S V' Doraiswami, op
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History of Indfan Currency and Banking

a gold monometallism® to silver monometallism because het
statesmen believed that g
“it had proved disastrous to the commercial z}nd x‘ndus!:}‘aé
interests of Holland to have a_ monetary system identical wi £
that of England, whose financial revulsions, after its adopnol:h o
the gold standard, had been more frequent and more st:*.'ctmtl an
1n any other country, and whose injurious effects were f tth‘:
Holland scarcely less than in England. They mzm:m:.mc:dir ¢
the adoption of the silver standard would prevent England from R
disturbing the internal trade of-Holland by draiming off its mofﬁ
duning such revulsions, and would secure immumty from ¥

which did not originate m and for which Holland was 1ot
responsible.”

But stability was not the ground on which'either the Court
or Lord Liverpool made their choice of a standard metal to rest:
If that had been the case, both probably would have sclcctf:d
silver. As it was, the difference in the choice of the two partics
was only superficial. Indeed, the Court differed from Lord
Liverpool, not because of any ulterior motives, but because they
were both agreed on a fundamental proposition that not stability
but popular preference should be the deciding factor in the choice
of a standard metal. Their differences proceeded logically from
the agreement. For, on analysing the composition of the cur
rency it was found that in England it was largely composed of
gold and in India it was largely composed of silver. Granting
their common premise, it is easy to account why gold was selected
for England by Lord Liverpool and silver for India by the Court.
Whether the actual composition of the currency is an evidence

of popular preference cannot, of course, be so dosmatically
asserted as was done by the Court and Lord Liverpool. "So far as
England is concerned, the interpretation of Lord Liverpool has
been questioned by the great economist David Ricardo. In his
High Price of Bullion, Ricardo wrote:—
“For many reasons iv i
proved beyond zlisputc thatg;,r‘:ig cl(:xyn Iﬁrieelt;lgipggi’r :; iggﬁg
the principal measure of value; but this is, I think, to be atsi-

* In theory Holland had adopted b s &
15873 to 1 had undervalued sxk;: p;,: mulg:cmlhsm in 1816
uag medium of Holland

T Reps

. Bur the legal ratic ©
that it had made gold the chief circula

¢ of the U, 8 Silier Comimsgzon of 1876, p 68
26



History of Indian Currency and Banking

a gold monometallism® to silver monometallism because her
statesmen believed that .

“it had proved disastrous to the commercial and ind\lﬂfllaé
interests of Holland to have a monetary system identical it
that of England, whose financial revulsions, after 1ts adopnoi\h oL
the gold standard, had been more frequent and more s&4 cr;1 a:;
in any other country, and whose njurious cficcts were etth
Holland scarcely less than in England. They maintained that
the adoption of the siher standard would prevent England fron:
disturbing the 1nternal trade of-Holland by draining off 1ts mone;
duning such revulsions, and would secure immunity from ¢

which did not origmate in and for which Holland was not
responsible.” 1

But stability was not the ground on which either the Coutt
or Lord Liverpool made their choice of a standard metal to rest:
If that had been the case, both probably would have selectf?d
sitver. As it was, the difference in the choice of the two partics
was only superficial. Indeed, the Court differed from Lord
Liverpool, not because of any ulterior motives, but because they
were both agreed on a fundamental proposition that not stability
but popular preference should be the deaiding factor in the choice
of a standard metal. Their differences proceeded logically from
the agreement. For, on analysing the composition of the cur
rency it was found that in England it was largely composed of
gold and in India it was largely composed of silver, Granting
their common premise, it is easy to account why gold was selected
for England by Lord Liverpool and silver for India by the Court.
Whether the actual composition of the currency is an evidence
of popular preference cannot, of course, be so dogmaticalls

asserted as was done by the Court and Lord Liverpool. So far a:
England is concerned, the interpretation of Lord Liverpool ha
been questioned by th

: : e great economist David Ricarde. In hi
High Price of Bullion, Ricardo wrote:—
“For man

y reasons gmven by Lord Liverpool, it appear
p}:o‘.ed_ beyond dispute that gold coin has been forpnear a cggtcurf
the principal measure of value; but this is, 1 think, to be attri

: —
ting mediom of Hollang o 1" % much that 1t had made gold the chief circul
¥ Repers of 12~

U. S Sdier Consrmussion of 1876, p 68
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2 gold monometallism® to silver monometallism because her
statesmen believed that

“it had proved disastrous to the commercial and industrial
interests of Holland to have a monetary system identical with
that of England, whose financial revulsions, after its adoption of /
the gold standard, had been more frequent and mare severe thas
in any other country, and whose injurious effects were felt in
Holland scarcely less than in England. They maintained that
the adoptiori of the silver standard would prevent England from
disturbing the internal trade of-Holland by draining off 1ts money
during such revulsions, and would secure unmunity from evils
which did not originate in and for which Holland was not
responsible.” t

But stability was not the ground on which ‘either the Court
or Lord Liverpool made their choice of a standard metal to rest.
IF that had been the case, both probably would have selected
silver. As it was, the difference in the choice of the two parties
was only superficial. Indeed, the Court differed from Lord
Liverpool, not because of any ulterior motives, but because they
were both agreed on a fundamental proposition that not stability
but popular preference should be the deciding factor mn the choice
of a standard metal. Their differences proceeded logically from -
the agreement. For, on analysing the composition of the cur-
rency it was found that in England it was largely composed of
gold and in India it was largely composed of silver. Granting
their common premise, it is easy to account why gold was selected
for England by Lord Liverpool and silver for India by the Court.
Whether the actual composition of the currency is an evidence
of popular preference cannat, of course, be so dogmatically
asserted as was done by the Court and Lord Liverpool. So far as
England is concerned, the interpretation of Lord Liverpool has
been questioned by the great economist David Ricardo. In his
High Price of Bullion, Ricarda wrote:—

“For many reasons gwven by Lord Liverpool, jt
, it appears
proved beyond dispute thar gold coin has been forpnear a chll)::ry
the prinapid measure of valuc; but this 15, 1 think, to be ateri-

* In theory Holland had adopted bumetalhism 1 1816 But the lepal rad
15873 w ! had undervaloed s} i et
ing o o8 i siher so much that wt had made gold the chief arcuta.

T Repors of the U, § Slter Comnusnon of 1876, p &8
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+1 e wrsts of land o tenure of service, ,""iagc%.af :m?,?
rally paid ;‘”3"“}; arers were i their warn di thutsd i gra
wervants and 1 -.?g being paid i kind, the Staze colfected wery
Must uf 12 Qg:“u.?‘ri enh. The mneatinns made by the Britbh in
Hedle of ity taxes and fizeal syatem were of the most sweepily
this rude m;m;:}riwty after territory patsed under the Wy F’f
dmmctj:{xi dic first step taken was to substitute in plate of the
the Dt £ the Leudatories a reaularly constituted and & well-
rural militta oF 82 ’ wted 1t different Hitary »ations,
cinlined standing anny located av difierent mikitary \
diﬁi;‘%n cash 3 in cieil employ, w in military, the foriner rovenut
a:i olice officers with their folloviers, who paid themschyes by
b ?ﬁsilcs and other indirect gains ruceived in kind, were -
p‘frq.d by a host of revenue colleciors and magisimtes with theie
placed DY " PR coin. The payments to the
extensive staff, all paid in current coin. ¢ pay o e
army, police, and other officials were not the only pay “'?u
which the British Goveroment bad placed on o money baasis.
Besides these charges, there were others which were quite un-
known to the native Governments, such as the © Home thrgcs
and “ Interest on Public Debr,” all on a cash basis. The State,
having undertaken to pay in cash, was compelied zo.r::a!zzc all its
taxes in cash, and as each citizen was bound to pay in cash, he in
his turn stipulated to reccive nothing but cash, so that the entire
structure of the society underwent a complete transformation.
Another important change that took place in the cconomy of
the Indian people about this time was the enormous increase of
trade.  For a considerable period, the British tariff policy and the
navigation laws had put a virual check on the expansion of
Indian trade, England compelled India to receive her cotton and
other manufactures at nearly nominal (2%: per cent.) duties, while
at the same time she prohtbited the entry of such Indian goods
as competed with hers within her territories by prohibitory duties
ranging from 50 to 500 per cent. Not only was no reciprocity
shown by England to India, but she made 2 discrimination in
favour of her colonies in the case of such goods as competed with
theirs, A great agitation was carried on against this unfair
, treatment,* and finally Sir Robert Peel admitted Indian produce

* Cf. Debates at the Fast India Houce on Dunes affeuting Induan Commerce, vide
Asasic Journd end Monthly Regster for Brinch and Foreron Ind v Cluna Aastralia
_~mder New Series, Vol XXXVII, January, and Vel XXXV, May, 1842)
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History of Indian Currency and Banking

commerce of the East, whea a reveaue amounting to xxxxi{xoni
per annum was to be remiited to Europe 1 the manuf:xc'tu‘uls 9;
the Fast, then were the effeats of~this revolution sc\erclé felt "c:,
every part of Indi. Deprived of so copious a .mc"“f;’ \3‘ f;m
rapidly retred from sts banks and ceased w fertihize the adja
fields with overflowing water.”

,
The only way open, when the prohibitions were w:th'dmwn ta
obtain precious metals, was to send more goods ghan d11§ amount
of tribute, so that the balence might bring them in. This becarﬁc
possible when Peel admiued Indian goods'to low _ta‘nf‘f, and the |
country was for the first time able to drqw in a sufficient quantity
of precious metals to sustain her growing needs. But this ease
in the supply of precious metals to serve as currency was short-
lived. The difficulties after 1830, however, werc not due to any
hindrance in the way of India's obtaining the precious, me'talsu
Far from being hindered, the expoit and import of precious
metals was entirely frec, and India’s ability to procure them was
cqually great. Neither were the difficulties due to any want of
precious metals ; for, as a matter of fact, the increase in the pre-
cious metals after 1830 was far from*being small. The difficulty
was of India’s own making, and was due to her not having bas;:d
her currency on that precious metal, which it was easy to obtain. ¢
The Act of 1835 had placed India on an exclusive silver basis.
But. unfortunately, it so happened that after 1850, though the
total production of the precious metals had increased, that of silver
had not kept pace with the needs of the world. a greater part of
which was then on a silver basis, so that as a result of her cur-
tency law India found herself in an embarrasing position of an

cxpanding trade with a contracting currency, as is shown on the
opposite page.

On the face of it, it seems that there need have been no mone-

tary stringency. The import of silver was large, and so was the
coinage of it.

Why then should there have been any stringency
at all 7 The answer to this question is not far to seek. If the
amount of silver coined had been retained in circulation it s
possible that the stzingency could not have arisen. India has
long been notoriously the sink of the precious metals. But in
nterpreting this phenomenon, it is necessary to bear in mind the
caution given by Mr. Cassels that

3a
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History of Indian- Currency and Banking

sys silver coinage has not only had o satsfy the requirements
of commerce as the medium of exchange, but it has to supply 2
sufficiency of material to the sthersmith and the jeweller. The
Mint has been pitted against the smelting-pot, and the coin pro-
duced by so much pauence and skill by the one has been rapidly
reduced into bangles by the other#

Now it will be seen from the figures given that all the impost
of silver was coined and used up for currency purposes. Very
little or nothing was left over for the industrial and social con-
sumption of the people. That being the case, it is obvious that
a large part of the coined silver must have been abstracted from
monetary to non-monetary purposes. The hidden source of this
monetary stringency thus becomes evident. To men of the time
it was as clear as daylight that it was the rate of absorption of
currency from monetary to non-monetary purposes that was res-
ponsible as to why (to quote from the same authority)

' “potwithstanding such large importations the demand for money
has so far exceeded that serious embarrassment has epsued
and business has almost come to a stand from the scarcity of
crculating medium.  As fast as rupees have been coined they
have been taken mto the mterior and have there disappeared
from circulation, cither in the Indian substitute for stocking-foot
or in the smelting-pot into bangles.'}

¥

The one way open was to have caused such additional im-
ports of silver as would have sufficed both for the monetary as
well as the non-monetary needs of the country. But the imports

of silver were probably already at their highest,  For, as was
argued by Mr. Cassels,

“the annual production of sibver of the whole w
{ . 3 le world doss ot
exeeed ten mullion stedding. During the Jast few years, therefore,
India alone has annually taken, and tg great extent absorbed,
;no_re c‘l)i r.h;j metal than has been produced by the whole world.
tis e;r at this cannot long continue without producing seri-
ous em xiiﬁr;assmc:nt. Either the European markers will be unable
or unwilling o supply us, or the value of silver will rise w an
extravagant extent.  Under such circumstances it is not difficnlt
* Minute on Go'd Currency for Ind

) 12, dated December 8, 1863, i the R-
te Bombay Clamber of Commerce, 1863-64. App L p 159 ’  Sepors of

. 181.?‘&““:: o8 Gold Currency for Inda, dated December 1, 1863 Repore, op cit.
32
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History of Indian Currency and Banking

another, apart from the trouble of computing and ascertaining
the Buctuations, would have been a source of such embarrassmgnt
that the Government, it must be said, acted wisely in not adopting
it. There was no saving grace in the second project to recom-
mend its adoption in preference to the first. If it had been
adopted the result would have been that during the period when a
rate remained fixed, gold would have been forced into circulation
supposing that its market value was lower, and at the end of the
year, if it was known that the rate would be revised and the value
of the coin be reduced in conformity with the fall of gold, a
general struggle to get rid of the overrated gold coin and shift
the inevitable loss to the shoulders of others would have certainly
ensued. The third was a somewhat strange proposal. It is posst-
ble with a low-priced metal to strike coins of less than full value
for the purposes of small payments and limit their tender. But
this is not possible with a high-priced metal, the raison d’etre of
which is to facilitate large transactions. The objections to the
plan could hardly be concealed. So long as gold was under-
valued, it would not circulate at all. But once it became over-
valued owing to changes in the market ratio, the rupee would go
out of circulation, and shopkeepers and traders would remain

possessed of a coin which would be of no use in liquidating large
transactions.

The only project free from these faults was the adoption of:
a gold standard, with silver as a subsidiary currency, The
strongest argument, the Government could advance against this

demand was that “in a country where all obligations have been
contracted to be paid in silver,

: be ¢ to make a law by which they could
forcibly be paid in anything else would simply be to defraud the
creditor for the advantage of the debtor, and to break public
faith. However sound the argument might have been, it was
hopelessly inadequate to meet the growing demand to p’lace the
Indian currency on an expanding basis. Indeed, it cannot be said -
that the Government was really serious in its apposition to a gold
currency. For the strength of its position, it relied not so much
on the soundness of s arguments against gold, but on its dis-
covery that a better solution than a gold currency existed at hand.
‘IS, p. 26,
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History of Indian Currency and Banking

€

paper currency, gave perfect confidence and answered all the -
wants of the trade and of the community, and the Snactmcm
would reman a dead leter and be perfectly harmless. .

But there is no doubt that Mr. Laing looked upon it as an
casy means of making a transition to the gold standard. In his
Minute or Currency and Banking, dated May 7, 1862, he wrote:

“The object of this proviso was simply to leave the doar open *
for cautious and tentative experiments with regard to the future
use of pold. The importation of gold already exists and is
increasing, and the metal is much appreciated by the native
population as generally 1o command a premium Thus,
after a ume, if the use of gold becomes more general, and i
value more fixed, some further step might be taken.” .

And such seems to have been the impression of the Secretary of
State at the time, for he undrstood the force of the recommenda-
tion in favour of issuing notes against gold was that it would -
“effcctively contribute to the introduction of a gold currency in
India.?

Bur whether conceived as a relief to the mercantile com-
munity or as an avenue for introducing a gold ‘currency the
proviso was not put into effect. The Secretary of State objected!
to any action being taken with regard thereto. In the meantime
the paper currency did not prove the panacea, it was avawed to be.
The extent it reached and the economy it effected were compara-
tively insignificant. 7

TABLE VI
Extent axp EcoxoMy oF ParrLr CURRrACY

l l o

) Value of
Presuiencies. Bulhion. Coin. Govurnment{ Notes in
Secuntics Crirenlatiou
!
!

aleutta on Qct. E
3%, 1863 . -
dadres on Oct, s

[RORNGEN

1,84,55,922 11,10, 14,078 2,95,00,000
31, 1863 .

ﬁbﬁlb;‘_-' un Jan,
§, 1864

73,600,000 — i 79,00,000

1,17.00,000
- -
tetal L % LIT 60,0001 3,76,55,922 11.10.11,078} ¢
¥
* Par. 39 of the Seere

y i
- ey of Staw’ s
fSee par 64 of hus &,ngf‘izpl;csmch, Na, 158, dared Scprember 16, 1862

1,19,00,000 —_ 2,36,00,000

f~—

e

01,00,000

» »

—————
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History of Indian Currency and Banking

because he felt satisfied that the rate of Rs. }0 to 2 so':u:rcxg;_lI mcl
derrated the sovereign too much to permit 1ts .cuculanon. ) c:z |
he was on solid ground. The cost of producing a sovermgnhilc :
2 Mint in India was estimated® at the time to be Rs. 104-8; w .
the cost of importing it to Calcutta from England was estxmatg
at Rs. 10410, and from Australia at Rs. }0-2-9. Whichever *iv
the proper rate, it was certain that sovereigns could not circulalt
at the rate of Rs. 10 to 1. It was a pity that Sir Charles ":{‘rcvclﬁn
did not propose a higher ratiof so as to make the circulation of ; ;
sovereign an assured event. But the Secretary qf State WO f
have been averse to the measure just the same, even if the ratio ha
been favourable to the sovereign. To the Secretary of State, the
measure, based as it was on an unfavourable ratio, was uscles:
But if based on a favourable ratio it was none the less pernicioth
for, it portended the possibility of what he considered as the mot
vicious system of double standard, however temporary it might
have been. The mere contingency of giving rise to a bimetallic
system was enough to frighten the Secretary of State inte oppos”
tion to the whole measure, for he refused to admit that “it maf
be for the public advantage to pass through a period of doublt

standard in order to change the basis of the currency from sil¢
to gold.”

*

The only concession that the Secretary of State was willind
to make was to permit “that gold coin should be received int?
public treasuries at a rate to be fixed by Government and p\lbIichr
announced by Proclamation” without making it a general leg
tender in India. Tt will be recalled that this was a revival of tha
foolish measure which was abandoned in 1852 for having ef*

barrassed the Government. To offer to receive coin which yod
_ cannot pa

- ot pay back is to court trouble, and it was to obviate the 107
* -nown danger inherent in the project that this more CO®

ct Ih:{:nc: fzom the Hon Claud Brown to the Hon Sir C E ‘Trevelyan, dad
' y 28, 1864 Vide Papers, etc , on Gold, p 265
The reason why he prefered the ran '
) 0 of 10 to 1 was that that was the prevas®
rauP m India fis argument was that “the soveraign must be rg:tcd fot
A = Indw, not with reference to s English, but to its Indian price csﬁm’“d
u w‘i‘: Probably he was unwiling to overrate the soveragn because of his £
¢ cxusting Indumn mr‘;c:rcy would be rapudly revolutionized and credito?

At

1)

'A recewe much Jess than due ™
186t
Vide Papers, ot on Gald in Tndia ue ' CE hus Minute dated Novernber 23, 8

42



134

8981 30 8FT WMWY O 30 “H ¥ ‘WONSIINWO) M Jo wodoy oy 09
T65 ON UONTIYnoN I2pun ‘NEP SUILS Y Jo aypozpn upyy
#Hog @ ur ‘9ggy ‘¢ Arenigey powep Guounreda( jeruTmy »ip u? vonnlogx .}H 4
‘5981 30 6/ uwiPy O jo g ‘mpyj
305 A2morm) pon uo ppeysuryy weypyy 31g 4q amugy @ 6 yoxipusddy o ,

Zurao jeq FUOISN[OU0D 313 0] SWIED UOISSIIWOY) Y3 ‘Uoredusaauy
SANSNEUXO Ue I)JY  CIOAJIS JO JBY3 O} UORIPPE Ul ‘eIpuj ojul
PIo8 jo 10pusy [eSa] o Jo uondnponur 2@ jo “Aoudrpadxs uo
Paseq se ‘Ofejueape oy oq Aewr jeym, 03 se 10daz 03 pue 1981
30 XTX 10V Jopun poysijqeiss s1om yorym sjusmsSuerre £ousrmd
Sunsi oy Jo vonesado,, aqy oyut annbur 03 pajutodde aroperat
sem uomsstrmod o c39ded ‘o3 uonippe wr o o uorssaszadns
UT p[o8 3>nponur 03 IPE ST INOATIPUS UE 9I0J9q ‘ANUNO0d I Jo
SIqey 9Y3 03 Jqesns pue sjuem Y3 03 Senbope wnipsw Sunemod
-3  2401d 03 Aoy 30u st pue pasoxd jou sey soded ey umoys
°q snw 31, Apusnbasuoo pue | fs[e3ew snowaxd I Jo JoyIe
UET WNIpow Sunenomnd 9[qeidodde pue JUSTUIAU0D 210U € dA0Xd
pinom 31 jeqy uonenadxs 3y UT ‘paonponul udaq seq Auarmo
1ded © ppo8 ® jo pesisur, JBQ JP[Y BIPU] JO JUSTHUIIAOL) O
mg | cerpuf Jo woiss Arepuowr 3y ojur pjoS Supnponur jo
Aouapadxs o 03 se, Annbuy Jo UOISSITTWOY) € JO UORMINSUT 13
U0 PAISISUT JIqUIEYD) 91 SWIR SIYJ, SANIIYS PJO3 JO UORE[NIID
o3 oxewd 03 sdays axEl 03 dIWUIO) Jo Jqurey) JrSudg oy Aq
9981 UI pasom uteSe sem BIPU] JO JUSTIUINACH IY} PUE ‘I9AD se
JNJT SB 2@ 01 PANUIUOD ‘puUTY IOYI0 I UO ‘vonems AoUdLmDd
agy,. *oaneradour 910J9I5Y3 SEM UOLEIYHOU 9y3 pue ,‘USIoIsaos
O} 0} O] ‘SY 9AOQe IBYMIWOS Seam ‘radmoy ‘red {edar IYJ,

JIuouraiaacsn a3 sureSe swrep jo uswied up wap
219291 03 Jurjia wosiad £ue 03 sy swes oy 3¢ pred aq ‘Amsedsy,
WRUILIACSY AUB T S[qE[IEAE ISASURUYM ‘[jeys SUSPIsA0siey pue
sudtoronos yons 1eq pue (Apandadsor sy g puw (] Jo ueeamba
"o Se uemnuIsA0K o3 omp swns jo judwded ur sopdopusdop
SII put TIpu] YspIg JO SUNSESL], 1R [[° UI PIA0aI 3G 300U
1oy [Run [eys 9ySoM JuaLmd Jo TIfEnsny J0 pur|Suy UT JUIN
[ekoy pozuoyme Aue je pauod sufprosos-jjey pur suSRILAOS,
jerp pawreoid Yormym 4ggT “ToGUIRAON] UT UOR
~EDLTION] JUSWILIACL) B PANSST Pue ‘Aeig jo A1e301538 373 Jo uon
-5333ns 9 JO SIA[OSTHIYY [IEAR O} PIAUISUOD “MITA IIY} O3 S;J‘fp
Apdyeurisqo UeYy JoyiEr ‘GIPU] JO JUSTHUIAAOD ITR IBYP JEAIS OS
sem AousBurms fousxmdo oy ang  ‘pasodord sem 9InseIw a91d

{

pIppUDIS J49AIS D 03 pJDpUDIS 3[qnog D wold



History of Indian Currency and Ba;'kag
the paper currency had failed to establish itself
al cause an dia of the country, but that gold was
;reulating media ol the country, e gold T
g the ° ¢ place in the transactions of the people.
finding 2 mgedgg by urging upon the Government "to cause @
Commisty gél old to be a part of the currency arrangements of
kga} tfn%:grow i% was the turn of the Government to give effect
India- smmendation. But, curiously enough, it did not go 1
to the rect of adopting the recommendation of the Commission
‘he-c"te‘? had itself appointed. Instead of making gold legal
which 1s advised by the Commission, the only action the Govertr
tcndcr;;ok was to issue another Notification on October 28, 1868,
xmle f’l:h Gmoly altered the rate of the sovereign to Rs. 108, without
‘2, b anything further to avoid the evil consequence attendant
TIO‘:I% that one-sided measure. Fortunately for the Govcrnmﬁi‘{'g
cfv)cn this correction of the rate did not induce any flow of god
into the circulation of the country. The currency troubles ba
by then subsided, and as no new pressure was exerted upon the
Government, this proved the last of two abortive attempts the
Government made to introduce gold into India.

to sever

i

For the time being, the problem was solved by the paturd
course of events. Bur, as subsequent events showed, the chang
1o a gold standard would have been better for India® and woul
have been welcomedt in the interests of Europe, which was then
suffering from high prices due to the superfluity of gold. At this
particular juncture, the Government of India was really at the
crossing of ways, and could have averted the misfortunes that
were to befall it and its people if it had sided with the forces of
change and replaced the silver standard by a gold standard,

it could most easily have done. That those i Jrar
affairs should hav at those in charge of In

af ¢ thrown the weight of their authority agains
e changc was no dishonest act deserving of-reproach,} but 1
does furnis

hich h one more illustration of those disastrous human way:
which often lead people to regard the situation in which the,

*TtiswueProf J E Cairnes was
mn India; bur later he withde
(London, 1873, pp, 88.90),

aes was agunst the introduction of a gold standard
ew his objections. Cf his Essays wn Political Econory

ICE T R McCulich, Dectionary of Commerce, Ed 1869, p 1131.
¥Mr H B. Russel says that the

) { y retained the sihver standard be th fites
. : A ard because they prol

Y it on their remutances, Cf his International Morztary Conferences, 1898, p 3
44
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" CHAPTER I

THE SILVER STANDARD AND THE
DISLOCATION OF ITS PARITY

L3

~

. ¢ evolutionary process with respect tO the,
.It 3 di;g;(méutllrlninatcd in tli]cpestablishment of a '511:’;;
Indith dcua;d how the agitation for a gold currency cnded lelef £
stapdar dard being supplemented by a paper currency. 0
silver Sém to inquire into the working of such a .mlxcd SYStCIQ
?;occilg %c useful to review briefly the nature of its framewor
* onhe metallic part of it was regulated by Act XXIII of 1870.

. . on
The coins authorized and legalized thereunder were as shown
p- 47.

The Act made no innovations either in regard to the number

of coins issued by the Mints or their legal-tender powers. Iden- '

tical though it was with the earlier enactments in the wmatter ‘i
coins,* its juridical provisions were designed to perfect the mOTﬂb!
tary law of the country as had never been done befgre.
former Acts which it repealed were very sparing lﬂ.Ehelf) recogh*
tion of the principle of mint “remedy” or “toleration,” as it ¥
called. The point has been largely deemed to be one of mere n}lﬂ‘
technique. That is so; but it is not without its monetary signifi
ance. When the precious metals were current by weight the
question of a mint toleration could not possibly have arisen, fof

*This may be scen from the following :i—

() Gold Coins. (x), (n), and (m) were authonzed by Section VII of Act xvil
of 1835. Only (1) was an addmon made by this Consolidating Act of 1870.

(6} Siler Ceins. (1), (), and (m) were authorized by Section 1 of Act xvi
of 1835, Tlus Act had also authonzed the 1ssuc of a silver com called "D?“x‘;]:i
Rupec,” but this was discontinued by Section 11 of Act XTI of 1862, whivh subsut
in its place the siver coln No iv.

{c)} Gopper Coin:. (), (u),

and (1v) were first authosized by Section I of Act
XXT of 1533, which, howaver,

9 restrited therr curculation 1o the Presidency of Ben®
T}::v wege af:tnnn}s untversahzed for the whole of India by Act XXII of 1844,
o. () was firxt intreduced by Secuon I of Act XI of 1854,

-
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History of Indian Currency and Banking

it was open to every one to ascertain the same by weighing the
value of his rewurn. But since the invention of coinage, when,
currency came to be by tale, every one has trusted that the coms

contained the value they were certified to contain: The actual

value of the coin cannot, however, always be in exact agreement
with its certified value. Such differences are bound to exist, and,
even with all the improvements in the art of coinage it would be
dufficult to avoid them. What matters is the extent of the devia-
tion from the true munt standard. The mint laws of all cour
tries, therefore, contain provisions which declare that coins shall
not be legal tender at their certified value if they err from theil
legal standard beyond.a certain margin. Indeed to make coifii-
legal tender without prescribing a )
open a way to fraud. In so far as the Act laid down a limit of
toleration to the coins it authorized to be issued from the Mint
it was a salutary measure. It is to be regretted, however that
the Act instituted no machinery with which to ascertain that the
coinage conformed to the law.™ Another important ifnprove:
ment qnade by the Act was the recognition of the pl'iﬁCiple 0
free coinage. The principle. though it has not receive

attention it deserves, is the very basis of a sound currency i

it has an important bearing on the cardinal question O the

quantity of currency necessary for -the transactions of the cO%
munity. Two ways may be said to be open by which_th#
quantity can be regulated. One way is to close the

and to leave it to the discretion of the Government to manipulat

the currency to suit the needs. The other is to keep the Min
open and to leave it to the self-interest of individuals to determin

ttl;.elsamoung of currency they require. In the absence of un
“150 (;o \%pxds the exercise of discretion necessary in the €ase ¢
closed Mints, the principle of open Mints has been agreed upc

- Y - -

Pyx” 'l;:h(i ?f}:;:m is provided 1n England by what is known as the “Trial of e
B e o s e haor Tk t functions, tf. H. of C. ReWd
: e of the East India Co i
standard punty of the Indian coins always formed : mogzp::?zio;he e of

of Darect H ! s concern O e Codt
© Eng;n";" 1un2ct;01ns\ of Indian mintage were regularly rcquircdc :to be sent oF
ported back for the ﬁ::'y sere tested at 2 special Trial of the Pyx and the verdict ¥
14 of 1540, Si:;:: l‘;:?g;}gxcc of thc‘!\‘l.mt Masters w India, Cf H. of C. Rett
the Mint Masters to book. g-up of the Company there is no machinery © brit

|

limit to their toleration i 10
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Histery of Indian Currency and Banking !
fineness prescribed by this Act, or which, from brittlencss or o}ht:rI
cause, is unfit for coinage, shall, in case it is refined, be subject,
in addition to the duty and charge aforesaid, to such charge on
account of the loss and expense of refining as the Governor
General in Counal prescribes in this behalf.

ssGection 24. The Mint Master, on the delivery of gold of
silver bullion or coin into the Mint for coinage, shall grant © the
proprictor a receipt which shall entitle him to a certificate from
the Assay Master for the net produce of such bullion or coi2
payable at the General Treasury. ,
¢sGection 25. For all gold bullion and coin, in respest of
which the Assay Master has granted a certificate, payment shall
be made, as nearly as may be, in gold coins coined under this At
or Act Mo, XVIL of 1835; and the balance (if any) due to the

proprietor shall be paid in silver, or in silver and copper, €05
in British India.”

In the matter of paper currency the Government, it is to be
noted, did not proceed upon the principle of freedom of issut,
which then obtained in the country. There prevails the erro-
neous view that before the introduction of the Government paper.
currency the right of note issue was confined to the three Presk
dency banks of India. As a matter of fact there existed in Indi2
what is called the free banking system, in which every bank W&
at liberty to issue its notes. It is true that notes of the Presidency
banks enjoyed a status slightly superior to that enjoyed by the
rrlg;st c;‘i o:(l)lg\bantks in that they were received by the Govertr

0 ¢ extent in payment of revenue*— ivi for
which the Presidency banks had to submit t‘:)ea s;ix?;;licicﬁis a
tive control on their business,} from which other banks whose

® Cf. ¥. C. Harrison, Economic Journal, 1891, Vol. 1, p. 726.

§ The reasons for such control
- are to be found in th culi 3 jp that
subsisted between the Government and the Presidency banks.c g’i’ioru; f:é%;?nil ‘f

guard against their insalvency, the Presi
business in which they were ’xo :ngarg:slc:;ncmsccy IB\:L Charters resricted the ko

resti . Put very brefly, rincipal
from bo!::o;?np;sﬁ f;cf:g‘mdd!hc banhs from conducung foriixn-cxcyhand;: Il)msm“"
longer period than six ing deposits payable out of India, and from lending for 2
propesty, ar upen pmmirsn onths, or upon mortgage, or on the secunty of ummovabl®

sory notes bearing less than two independent names, or Upe?

oods
zTh : Gou:lus zl; hg:&d: h:: title to them were deposited with the banks as secunty-
ernm cs 10 the banks and appointed a part of the Directorate.

1862, when the 1 H -
s c right of note issue was withdrawn, these statutory limitations on

50
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History of Indian Currency and Banking

coin of the Government of India; (Z) in standard silver bullion or
foreign silver coin computed according to standard at the rate of
979 rupees per 1,000 tolas of standard silver fit for coinage; (3)
in other notes of the Government of India, payable to bearer an
demand of other amounts 1ssued within the same circle; and
(4) in gold coin of the Government of India, or for foreign gold
coin or bullion, computed at such ratio and according to such
‘rules and conditions as may be fixed by the Governor-General,
provided that the notes issued against gold did not exceed one-
fourth of the total amount of issues represented by coin and
bullion. The whole of this amount was required by law to be
retained as a reserve for the payment of notes issued with the
exception of a fixed amount which was invested in Government
securities, the interest thercon being the only source of profit to
the Government. The limit to the sum to be so invested was
governed “by the lowest amount to be estimated to which,
according to all reasonable experience, the paper currency might
be expected to fall.™®  Estimating on this basis, the limit to the
investment portion was fixed at 4 crores in 1861,7 at 6 crores in
1871,% and at 8 crotes in 1890.5  But notwithstanding the grow-
ing increase in the investment portion, never was the fiduciary
issue based thercon so greatV as to abrogate the essential prin-
ciple of the Indian Paper Currency Law, the abject of which was
to so regulate the volume of paper currency that it should always
preserve its value by contracting and expanding in the same man-
ner and to the same extent as its metallic counterpart.

. . Ef: Si{ Richard Temple's specch mwoducing the Paper Cuerency Bill, dated
March 23, 1R70.  Supremse Lesubutre Coural rroceeings, Vol IX, pp 151.52,*
t Act XIX, Sec. X T Act 1ML, Sec. 16, §Act XV, Ses. L

€ The lollow able shav buti
j The lol'owing wble shows the distnbution of the .
ree et s of the paper currency reserve at

Percentage of earh

{
Compesitias 91 the Raserse, Component of the
ot l ‘ e .
on. }
! } Sdsa | Gold | SEN | Total, | Sitwer, ‘ Gold, Sffe‘;"'
6821871 743 1601 0 33 |
1h72-1841. t1ed 5 2\3 ;1213 %i? lg g:z ‘:3":'13 - :‘Z
el {1370 9l — | ®10) 593] & | 3
i P -
52 ‘
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History of Indian Currency and Banking

notes as currency, might use them as remittance on different
centres to ayoid internal exchange, and the Government be obliged
to move funds between different centres to and fro, lest it should
have to suspend cash payments. ‘To undertake resource opera-
tions on such a vast scale between such distant centres when faci-
lities for quick transport were so few, was obviously impossible,*
and the Government therefore decided to curtail the encashment
facilities of notes it issued. For the purposes of the paper cur-
rency, the Government divided the country into a number of
circles of issue, and each currency circle was further subdivided
into sub-circles,t and the notes issued bore on their face the name
of the circle or sub-circle from which they originated. Notes
issued from any agency of issue situated in the tesritory comprised
within a circle of issue were not legal tender in the territory of
any other currency circle, nor were they encashable outside their
own circle. Nay more, the notes issued from sub-circles subject
to the same chief circle were legal tender in one another’s tesri-
tory, but were not encashable except at their office of issue or at
the issue office of their chief circle. The sub-circle notes could
thus be cashed at two places, but the notes of the issue office of
the chief cfrcle, though legal tender in the entire territory
covered by it, were encashable nowhere except at its own counter,
not even at any of its own sub-circles.¥  This want of universal
e{igashabd}ty, though it saved the Government from the possi-
bility of embarrassment, proved so great a hindrance to the popu-

banking, Neither of the tiwo

, however, grasped the fact that th fi 1<
tances. on different cantres owin , i e wras fo great
Ten g 1o the prevalence of internal

thar the commission allowed to the banks e T e e

; 4 wis an insufficient inducement to cause them

tf:&ptamctc the drculation of nates by providing facilitics at their branches for the

e a s tof them. So high was the internal exchange, and so reluctant seemed

heing &c{r i‘;csgpléhtu: the notes, fthnt Goveroment finally dischraged them from
or paper currency from January 2 .

Return, East Indisn (Paper Mon:yc)y 215 og 1‘8’62. , 1866.  See House of. Commont

* CL the sprech of the Hon. Mr. Lai
February 16, 1861, SL.C.P., Val. VIT, pp. 7%4 on (he Faper Curteney Bl dawd

1 Each sub-circle had within it a numbet i i i
of agencies of issue; bu ies
were centres not of encashment but only of issue. & P but the ageac

1 For the incam::nimc:s of the “circle” ‘s i
ysten and the various con-
x;mphxcd by Sov:mm:n: to facilimte the ‘encashment of notes, see E;s;re;f the
arabay CF-am..:f of Commerce for 1868-69, Apfendix, pp. 309-16.
. .
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History of Indian Currency and Banking

legal-tender power* And as the Government chose to have
legal-tender notes, the Legislature in its turn insisted on their
being of higher denomination. At first it adhered to notes of
Rs. 20 as the lowest denomination, though it later on yielded to
bring it down to 10, which was the lowest limit it could tolerate
in 1861.  Not till ten years after that, did the Legislature consent
to the issue of Rs. 5 notes, and that, too, only when the Govern-
ment had promised to give extra legal facilities for their.encash-
ment.i On the whole, the desire of the Indian Legislature was

to make the Indian currency safer, rather than economical, and
such it undoubtedly was.

How did the currency system thus constituted work?  Stabi-
lity of value is one of the prime requisites of a good currency
system.  But if we judge the Indian currency from this point of
view, we find that there existed such variations in its value that it
is difficult to escape the conclusion that the system was a failure.

Taking the rate of discount as an evidence of the adequacy
of currency for internal commerce, it was the opinion of such
a high financial authority as Mr. Van Den Berg that the un-
expected contortions and sudden transitions in the Indian money
market were unparalleled in the annals of any other money mar-
ket in any other part of the worldl India is pre-eminently-a
country subject to seasonal swings.d Mid-summer is naturally a
period of diminished activity., while autumn brings renewed
vigonr in all activities of social and economic life. Not produc-
tion alone is affected by seasons.  On the side of consumption,
Indian social life is also subject to seasonal variations. There are
marriage season, holiday seasons and holy seasons. Even dis-
tribution has assumed in India quite a seasonal character. The
practice of paying rents, wages, dividends, and settling accounts
at stated intervals has been gaining ground as a result of

1;5'c£ the speech of the Hon, Mr. Scone, September 22, 1880, S L ¢ P » Vol, V1.
3. 1151

1 ‘?o: sach extra facihties, and messures adopted to ratemalize them, of the
intzresting speech of the Hon. Sic” Richard Temole the Dape Y
Janwary 13, 167L, S L€ P , Vol X, po 2285 Faper Cureency Bill dated

1 The MUorey Market and Pajer Curvency of British Indw, Batavia, 1884, p. 3.

§ Tt shou'd te moted that the dlack and the busy seasons are pot umfermly di-
56 .
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History of Indian Currency and Banking

order that money may be had at a uniform price, its supply
should be regulated according to the variations in the demand for
it. It is well to recognize that the demand for money is never
fixed. But it will avail nothing until it is realized that the
changes in the demand for money which take place from year to
year with the growth of population, trade, etc., belong essentially
to a different category from the fluctuations in the demand for
money which occur within the course of a year owing to seasonal
influences. In any well-regulated currency it is necessary to dis- |
tinguish these two categories of changes in monetary demand, the
one requiring steadiness and expansibility and the other elasticity.
On a comparative view it seems more than plausible that 2
metallic money is as especially adapted to furnish this element Qf
steadiness and stability as paper money is to, furnish that of elasti-
city. Indeed, so appropriate seem to be their respective functions
that it has been insisted * that in an ideal system, these two forms
of money cannot interchange their functions without making the
currency burdensome or dangerous. The proof of the soundness
of this view, it may be said, is found in the fact that, excluding
the small transactions which take place by direct barter, the

purchasing medium of any commercially advanced country is al-
ways a compound of money and credit.

On the face of it, the Indian currency is also a compound of
maney and credit, and as such it may be supposed that it con-
tained provisions for expansibility as well as elasticity. But when
we come to analyse it we find that it makes no provision whatever
for clasticity. Far from allowing the credit part of it to expand
and contract with the seasonal demands, the Paper Currency Qct
days and after was altered—

In 1876 1§ times, with 614 per cent. as minimum and 13% per ceat. as maximum.
L1877 2, ., e . w 14%

» 1878 10 » 5%, w » 114 . .
L1579 15 . . 6 w o 1% . .
#1880 8, sz » » 0% . .
L1881 9 L sy I T .
L1582 9 . gip . o 120 N .

* 1883 14 " " 7% 7y ”» ” 1052 i .

” "

) : ) {Vén Den Berg, loc. cit.)
Cf. ‘I rof. R. P. Falhner in A Dircusdon of the Interrogatories of she Monetary

Cormmfgﬂlf of the Indianspolis Coszention, 1898, Publcations of the Upi ersity of

;’;nnsylum: in Political Lconomy and Publie Law, No. 13, pp. 25.26. !



65 ?

——

-

. o UISES PA0InSII
T 19pua 3aey proa A se,, sprosr woneiond M Jo 9sop P 3¢ oM ‘feuidno
a3 ul udsty Juoredde we ‘asmoy ‘st owyy, ‘suoadf £q soymy g/ d +881
‘(Ao *po) sounuty puy Lausuny s syone3yssaul | ‘putiSuy Jo jueg @ Jo wonay
AP PUT Py £oUDp S ur asnssalg JeUw@mny awanbazy ,, 3y vo Avssy sy 30 §

. ‘TIPO] 0j MG Jo ANAIdDG S SWEIDNG O USYM JLept Sy dzyror
03 11ty 30U pip oy pawioddisip uap seas o4 ySnoyy, £9¢1 d *AIXXT “IOA Urpgeg
.‘:.wxu:mvgyud PAOSUBE] b 7o T M) 4 Ruaey) ueg 2y uo MTqap | Bugmp PooM
SAIEYD J1§ A Ino PPy sem wontsdss 3o [EIPI UT Yong  <JOOI DWLs AP Jpun pasnoy
Surq oany Sy pamofEsp osje g quaunreds(y Sujueg e Jo sidae o) 19pun PoIRpPUOd
fiugaq wsumedaqg anssy o porusansd Ljuo Jou 3f Y PuRY) jueg gsySug Sy pip
uey ayuny voneredss jo sydpund dp pares VY Ludun) sdeg ueipuf syj, t

.L -d "2!3 .do.

S9OULAPE MOy} SUIYSIUIWIp I0 SursesIoul Ul 9pmInE] dwres Iy snl
aaey Ajjerousd sroyueq pue pue[Suy jo sueg o, JBYl SUOASJ
jo wuomndo porpisucy oy sem 3 ‘puey IO AP UQ
‘19YIenr AoUOW UEIPU] oY} M O5ED Y UDQ sey st | ‘suon
-ISURI} USPpNS PUE SUOIS[NAUOY,, Yons Aq parvage S joxiemt
fouowr ysiBug oy ey pres oq jouuwd I} 2L puy ‘onsst jo
syurq Supq woy ‘pueSug jo jueg o Suipnpui ‘puriSug
ur syueq paauddp PIYM Py Irey) Jueg oy parded 1
9SG ST 31 JUNODSIP JO S{ULQ SISTT TIPUJ UT SUeq 3 IPRW I JI
pue y‘ssoursng Sur{urg oYl woiy ssouIsng anss] oy payeredss I
9T ] 's:0U JO ONSST ATENPY AP 03 JIWI] IMNUYSP T 18 I} Py
Jjueg YsSuy S Y CSERULSSY S B UL 8] Jo DY Jueq
ustSug o jo eaypdar € s 19y Adusrmyy sadeg uvipuj oqf, “[eny
-1adns £juo st A9TA ® Yons Ty paafqo aq ‘Tsdamoy ‘Aewr 31

. x cpasodxa Apueisuod st aprn UTIpul
YsNIXg Syl YOIYAL 01 SSAUISNG 0} [EIUAWLNOP AJIoNn 0§ PjITW
&Suowt Y1 wr SUONISUELN UIPPRNS Put SUOIS|RATOd paadxoun Syl
Jo asnes ojos S st siyy pue © ¢ - 3furyord Jo WRIPIW SN T
O1UT PAITIAUC) SINIPOURKOD JIRO JO S[[q oY 2ary o3 arqqnd a1
3O SIUBA Oy pur ASuaInD AILIONPY} O3 JO INSSI AP UIIMING SISIND
IOADIEYA UONDINUOD OU INnQ ¢ WD IAJS Jo pjol urgy sueypxa
Jo sutowr yawsed ue sannbar ssoussng se avy os ‘osodind oip semsue
Apng ao1eysi8] werpuy syy Aq paystqeass Kouazmo saded 9yy,,;

. —: Biog ua(y uep IN
£q o pojwrod sem sy esprewy ASUOT UTIPUT 91 UL JUS[EA
-51d $I)BI JUDOISIP AP U, SUOISNATOD,, O} JOJ §ISOLI I JO U0
puUnoF 5q 01 ST “USY} VIDE] “PUTIUAP 3 JO IWNJOA ]} U saguey
fure Jo ssopparSar sussy SIf Jo surnjoA a3 vodn e pidr v pooed

AIDg $31 JO UORDIO[SI(] DY PUD PIDPUDIS JBAJIS BY),



History of Indian Currency and Banking

now (i.e. under the Act of 1884) as they would have vnder a [nun}
restricted system”; for, as he elsewhere argued, if the limita-
uon on fAduciary issue is arbitrary, and if people want more
money, “it is always open to them to use metallic money instead.
The limitation is imposed not upon money itself, but upon the
representative part.”* What, then, is the reason that the Indian
Paper Currency Act should produce the evils which its English
prototype did not? A priors there need Jbe-mo such convulsions
in a money market subject to such law.The Act, by limiting
the issue of notes, did seem to leave no choicé But to use metallic
money even for seasonal demand. This would be true if notes
were the only form in which credit could be used. As a matter
of fact, this is not so. Credit could take the form of a promise to
pay, issued by a bank, as well as it could take the form of an order
on the bank to pay, without making any difference to the social
economy of the people who used them. Consequently, if under
the provisions of the Act banks are restricted from issuing
promises to pay, it does not follow that the only way open to them
is a resort “to use metallic money instead,” for they are equally
free to consent to honour as many orders to pay as they like.
Indeed, the success or failure of the Act depends upon which of
the two alternatives the banks adopt. It is obvious that those who
W}“ submit to the ruling of the Act and resort to metallic money
will have to bear the “convulsions,” and those who will circum-
vent the Act by utilizing othet forms of credit will escape them.
The' chief reason, then, why the Act has worked sopwell in
Englgnd and so badly in India, is due to the fact that, whereas
English banks have succeeded in implanting the order ér cheque
;yst,em of using credit in place of the noteasystem, Indian banks
hi:vfcx};:bg;\zitcg failed. That they should have failed was
POPulati:m anzlaa &mgn cheqe Sysieml presupposes a 'litera-t ¢
the vcmac’ular of th SEPEEN vyhxch conducts its busmeﬁ o
vern; . e people.  Neither of thes d
obtains in India. ‘The lation 1 ¢ two condutions
were &t otbemer population is m_ostly_ illiterate, and even
rwise 1t could not have availed itself of the cheque—
;)’jt“-m:hbemuse Indian banks refuse to conduct their busincssq in
y other medium but English. Resides, the growth of the

L3
Money and the Mechanm of Exchinge, Kegan Paul, London, 1890, p. 225
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History of Indian Currency and Banking

the Indian banks from this point of view ? Owing to the
absence of a cheque system the possibilities for the withdrawal of
cash are great, and the reserve was required to be large in con-
sequence thereof. A large part of their funds being thus held
for a reserve, their resources for discounting were small. But
there was a further weakening of their position as lenders by
reason of the fact that the cash withdrawn did not speedily return
to them. The result was that the Indian banks were obliged to cur-
tail their discounts to a far greater extent than were the English
banks, in order to preserve a due proportion between their cash
and their credits. The absence of branch banking was an im-
portant desideratum in this regard. But, even if there were
branch banks, thé money withdrawn could not have returned, for
it was not left in the current channels of business. It was locked
up in Government treasuries, whose operations were independent
of the banking transactions of the country. Of course, there
could be nothing inherently wrong in the maintenance by a
Government of an Independent Treasury, and if its operations
were to have a resultant connection with the operations of the
business community no harm need arise. But the operations of
the Indian Treasury ran counter to the needs of business. It

locked up when it should have released its hoards, and released
its hoards when it should have locked them up.

The causes that “ convulsed ” the Indian money market had
'ghcrefore been the inelasticity of the credit media and the work-
ing of the Independent Treasury System in so far as they were
the prime factors affecting the money supply of the country (see
Charr I). The evil effects of such convulsions of the discount
rate can hardly be exaggerated* In an economy in which al-
most every business man must rely, at certain seasons, if not
the year round, on borrowed capital, the margin of profit may be
wiped out by a sudden rise or augmented by a sudden fall in
the rate of discount leading to undertrading or over-trading.
Such fluctuations increase business risks, lead to higher business
expenses and 2 greater cost to the consumer. They bring about
SWings in prices, promote speculation, and prepare for panics.

® For American experience, cf, E W 2 < T
.. > . kcmm-rcr “ S.ason;ﬂ Va ’mﬁons in thG
Kew Yorl Money Market,” in The Amercan Econom:; Re¢senr, March, 1911
, March, 1 .
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History of Indian Currency and Banking _

cven its moral obligation to help the busiaess community on the
somewhat pedantic plea that in locking up currency it did not
lock up capital.* Nor is it possible to say, since it was not callf:d
upon to enunciate a policy, how far it would have gone to modify
the Paper Currency Act so as to relieve the situation, Before,
however, this controversy could end in a satisfactory solution for,
imparting to the currency system that element of elasticity which
it needed, there developed another and a greater evil, which
affected its metallic counterpart in a degree sufficient to destroy its
most vital element of steadiness and stability of value, which it
was its virtue to furnish. So enormous did the evil grow, and

so pervasive were its effects, that it absorbed all attention to the
exclusion of everything else.

What fixity of value between the different units of its cur-
rency is to the internal transactions of a country, a par of ex-
change is to its internal transactions. A par of exchange between
any two countries expresses the relative exchange values of their
respective currencies in terms of each other. It is obvious from

to use ths whole balanees for the ume being deposited with them for banking purposes. -
(%2 The richt to interest from Government when the Government balance ar the head

offices of the Dank of Bengal, Bank of Bombay, and Bank of Madras fell below the
muzimma of 45 Lakhs, 25 lakhs, and 20 Lakhs respectively,  (4) Permission to employ
e whole of the balinces (at branches) however [farge

e, b3 for the time being” for
hauhirg purpases, subject to the condion that cach branch should “ar all times be

rexdy t meer the drafis of the Government” to the extent of the Government balances
21 the brarch.

. Thee rovned agrecments were o remain in force ull March, 1, 1874, In 1874
e quesiien of the revision of the charters of the Presidency banks was under considera~
twsi, 2pd it was the aim of the Gavernment to gontinte to the banks the righe to use
e w!«nj: Govarnmient balances.  Just av this time (1874} difficulties occurred with
:{m Fauh ef Bufnhv aed }h: Government could not draw upon thew balances This
..:dvzo a recsasidanaton of the poley of mergmyg the Gosernment balances with the
vak batamies aed leaving Cem wo e cwstody of the banks.  Afer 2 somewhat
legpethy o BLsLua iz Govetnmrent < India reverted o the systern of Indepesdent
Z;:{s;ry Ly Autdiling wlat were called Rrserve Treanurizs at the headquarters of the
Purilistn s wiich leid 1!::} Governzoent Lalances precdousiy hald by the Prosidency
Bian Ter 2 bitery of whis rpisde see Ynase of Commens Retorns 169 and 503

teird, &l U, Beungate, i3 desount of tke Preadency Banks, Chap., VIL

- Fow pla 5% £ 3.2 . 3 “ ¥
deoe ’m; ;l‘a ":“‘m;ﬂ'a. Uay 6.‘1:'.?5. waclaning the revesrablishment of the Ine
drgpohar Treadny Seing, de banks woe admnnished by the Secrotury of Stare thus

R S vome s % 1

Wy b neried Uy Gurerainent, and net seprossntiog the ssvigy of e communuy,

G *



-ul aq: j0 womyoqe aqx m:q; .mpux sm&q pspuauxmoa:u €161 ‘30 uoxsmuuxo:)
!m:[:aqtnuqo Y7, . sno::mo .nqw: QJ'JA\ sSuto] q:ms Jo SUIIN s\ AR sA\oqs wigm
‘ap}:w 1M suTD] xys Axuo £i6T 0180 L *3EY NUTG S JE JUnOWT PRI e
jo sm:ol ans a‘p’m o] p:nxﬁr i 0061 Jal}v s:n.msn:: L DAY Y UL pioy SoouTeq sut Joy
s{uTq Loudpisary @ 03 suEoj. Juess o) sem SpuTWidp [TUOSES 1038 0] siurq Sy 0} dpq
aaid o1 uado T Keay - Kxuo a3 ‘papias st Swisq wanvd x(.mmpm SUI Ur S{Uvq S ynav
;m:q Pinom JUSWuIRAeD dp YogAL $dUT[Rq JO mnomc 0 jo uom:nb B S 1 11:s
S QA - SUPG JUSUIUIACH 3 ozoni sodurfeq diqnd @ g Jo Kponsna QABN}IX
Y- syurq o @ aml ©0) SyEIAPUN J0U M WIWUIRAGH Y, * * * syueq Ip A
J:Aomqm soduTieq- &uc TIATI] 03 IDWUIA0H AP uvodn uontsyqo ou asodun fpa YoM
SDenuod ' Wy paussul 9§ jou Jpa uonIpUod Sp Ing  SYYE| Q¢ Atquxog 3o yueg
pue sqyp{ (¢ sexpely JO jukg Syse] gpf ieSusg jo dueqg swins Suimofjoy sy uwep
azour” ‘Ajpeodwo uvi AUMIYI0 SHULG J O SINTEALPEIY I Yum 2aw9[ Jou Ajurey
“1pIO - JIA IUIWUIDACH P I, pums::zprm 0) sjurq S IArS pur ‘cwiems spyeSa
sz ‘Sureropun’ _JEUIIO) 0T 01U PAAIUD JUIWUIACH SYJ,  Cewiiuim o109 20129 13
suRq I Ie SHIUT[TG MU USYM SHUTH S 01 15t Sed 03 2lopq st pansdt JuswuL
-A0D), :q) ‘g:;unschl 24153y A Jo WYSTTISY 913 Ol 30![)?3] 9£81 Jo sywvwSuesse
P IPpU C,POOS JYEW ULD $HUNOSIT UMO S egm puoksq paSpajd gpesu spuy
b)) pa)snn PoY[m DWW AR pue 320521 SNONUUIAPT Y SMEIpguAL A[usppns
Aouoﬂn:a feomod v awepidE U jo Aopm oy IE SL ymym Kusdsord sanpoad
pur ‘:mm T 30} OsED SOAIE 3] "SUSUDIWIUOd snomﬁm:p U} SHPER praf ) spun
oI yowya pue paaa[d 3q wE>_IDUE(AI ou dudurwrd IOYM wo 3mnosa1’ st

pmz pUU[uUH UQQ:\\IQq ?.UUULIDXQ JOo eI oy ‘SpIBpU‘B)S DI[[EJDUJ

mq] Ul 9IUIIPIP I ﬁmpmnsq:nmou “e3 30, TonEw € se ‘ang
'maqn usIMIaq aﬁueqoxs 30 xed ajqess © 103 Anpqrssod ou 3g P[nod -
oIy’ A][consxoaq) ‘spmpums Dij[eew Iy Ol sanu:uaglp £q. :
pareredss are erpuy pue pueiSuy se yons saLUNod oMy 31001912
‘wayp\ . 0q o3 uaddey Aewr spEma omy o ;o s:mpzA unEpI
Y1 Y SUONEMPDNY O} NI SY3 SB MOIIEU SE 0 IPIM 5T o .
WY UIIMI] SUOHLNIONY 38ueyoxs sy 03 W] Iy, L Cuomelar -
an{m Iy sOSURYD A BNIONY A[LILss99U Jsnu pm: ‘.IDA]IS

pue p[m) ;o sanjeA aAne[I 3 Aq pamaAoﬁ st Iue{oxD, naq: ased

ey Uy “anjeA’ Jo spIepuris Aau:um:) natp st sp:xam :umagtp
Smmzq ‘saxmmo: OM] U] aﬁmzqaxa go :md pavg ou 24, ued
2101 pmzq I:)tpo 3 VO ~s1mod 109 tmpm\ 31 Guamdrysuen
S JO 3500 Sy U oW, Aq SIINUN0Y OM] T3 X ‘samtmno:)
JO WWOPaAIY WIALS “TAPIP J0U PIno? q:nqm 1o “onfeA I ‘mmp;m
UOWWIOd € SNJBA JO amsc:;m T.Se JATY" plnom Kot 9sTo 38 m
103 ‘Uor]ng se alquodm puT o1ut alqn:amoa A[a;u; ‘Aauom pmp

1

-reys JOY st SuUTHONOUN (eI JWILS I} Aoldtm Lo ;t J[qeIs .

3q [IM satmuno> omy Aue uaa/maq aBueqvxa ;o md mp e S

fa14p4 s Jo uo::,w;o;s:q ayy puo pmpumc JaA{lS aq



\

History of Indian Currency and Banking

India seldom deviated* from the normall rate of 1s 10%:d. for
R. 1. So steady was the rate up to 1873 that few people were
consciaus of the fact that the two countries had different cur-
rency standards. After 1873, however, the rupee-sterling ex-
change suddenly broke loose from this normal parity, and the
dislocation it caused was so great and so disorderly (Chart II) that
no one knew where it would stop.

The rupee-sterling exchange was in reality a reflection of the
gold-silver exchange. When, therefore, it is said that the rupee-
sterling before 1873 was stable at 1s. 10%4d., it merely meant that
the gold-silver exchange before 1873 was stable at the ratio of 1
to 15 5 and that the rupee-sterling exchange was dislocated after
1873 meant that the goldssilver exchange lost its old moorings.
The question which therefore arises is why was the ratio of ex-
change between gold and silver disturbed after 1873, as it never
was before that year? Two factors have been appealed to as
affording a sufficient explanation of what then appeaied as a
strange phenomenon. One was the demonectization-of silver as
the standard money medium by the principal countries of the
world. This movement in favour of demonetization of silver was

dependent Treasury system. The war, however, hastened the course of cvents
It proved the necessity of co-operation between the Presidency banks and the
Go':'crnmcnt, and also the need of a Jarge and powerful Banking Institution.
This was accomphshed by the amalgamation of the Presidency banks into an Imperial
Bank of India (Act XLVH of 1920), with the inavguration of which the Independent
Treasury system is again wi the process of aboliion.  For a hustory of episodes of the
lnficpcnd:m Treasury after 1876, see Appendices to the Interims Report of the Chamber-
lain Commission, Vol. I, Cd. 7070 of 1913, Nos. I and IL

* It appears, however, from the chart that the rupee-sterling cxchange before 1873
was not quite stable.  But the fluctuations in 1t are to be attributed to quite a different
P34 'of factors. It should be noted that the rates of exchange used for reducing the
Ind.mn moneys into sterhng dunng the ume of the East India Company had been
vanous : moreover, they had so hitle relaton to the intrinsic value of the coins ex-
;l:ax:xgad that the actual rates officially given were far from the actual marhet rates. As
0{&;:;;33?::3:1:&3 on this interesting subject, consult H. of C. Sesstonal Papers 735 I

3132 5 Appcnd.xx No. 20, Correspondence, cic., relatng to the rates of excliange
&t which the currencies of India are converted 1nio sterling 5 also Tucker, H. St. George,

Remarks on the Plans of Finance, 182
g i 7
e 1853 by e P 332’.85. s pasam, and Memorisls of Indun Gov-

1 Wormal only if 15% w0 1 b, i :
i 2 e wken as th
which was the ease for nearly seventy years. " rormal fato beveen §°1d and e
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History of Indian Currency and Bgn!fing,

question of uniformity ?E coinage. But there occurred a circum-
stance which extended its application to the question of currency.
When this agitation for uniform coinage grew apace, the gfgﬁ;}ll
quite naturally wished that their coinage system, whxc!l ad al-
ready been extended over the area co;npnsed by the Latin Union,
should be taken as a model to be copied by other counmes_outgdc
the Union in the interest of uniformity. Wit this end in view
the French Government approached the British Government of
the time, but was told in reply that the British Government could
not consider the suggestion until France adopted the single gold
standard* Far from being taken aback, the French Govern-
ment, then so anxjous to cultivate the goquvi}l of England,
proved so complacent that it felt no compunction in conceding to
the British the pre-requisite it demanded, and indeed went so far
out of the way, when the Conference met in Paris in 1867, that it
actually manceuvred T the Assembly into passing a resolution
“that for uniform international coinage it was necessaiy that gold
alone. should be the prircipal currency of the world.” So much
importance was attached to the question of uniformity of coinage
that those who passed the resolution seemed not to have noticed
what sacrifice they were called upon to make for its achievement.
Perhaps it would be more correct to say that they did not know
that they were affecting by their decision the currency system of
the world. All they thoughr they were doing at the time was to
promote uniformity of coinage and nothing moret But what-
ever the extenuating circumstances, the result was disastrous, for
when _tbe resolution came to be acted upon by the different
countries assembled, the real end of the Conference, namely uni-
formity of coinage, was completely lost sight of, and
means eventually became the virtual end.

The ball once set rolling, the work of demonetizin'g silver
began to grow apace. First in the field was Ge

; ¢ rmany. Havin
vanquished France in the war of 1870, she utilized the war in%

the proposed

¢ CL evidence of Prof Foxwell, 0. 23,876, R i
Deprestion o Eaciacs ot ,876, Royal Commussion on Agricultural

t For which cf. Russell, op, p. 46
“ 1 \n honourable ex¢cption must be made in the cass of Dr X
ative of Holland, who drew atention to the Aol

harm Iikely to result from this resolutian.
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History of Indian Currency and Banking

of the Union to adopt similar measures. The delegates of the
Union met in Paris in January, 1874, and

“agreed to a treaty supplementary to that originally framed in

1865, and determined on withdrawing from individuals the full

power of free coinage by limiting to a moderate sum the silver

five-franc pieces which should be coined by cach State of the

Union during the year 1874. %

The respective quotas fixed for 1874 were slightly increased

in 1875, but were reduced in 1876.1 But the actual coinage did
not even reach these small quotas. So greatly was the Union
perturbed by the silver situation that during 1877 the coinage of
silver five-franc pieces was, with the exception of Italy, § entirely
suspended. ‘This action was, however, only a preliminary to the
Treaty of November 5, 1878, by which the Latin Union agreed to
close its Mints to the free coinage of silver till further action.
Though at first sine die, the closure proved in the end perpetual. i~
Simultaneously with the precautionary measures of the Latin
Union, Russia suspended, in 1876, the free coinage of silver except
to such an amount as was necessary for the purposes of her trade
with China,§ and the Imperial Decree of November 22, 1878,
directed that all customs duties above 5 roubles and 15 copecks

should be payable in gold.§ Austria in like manner suspended
the free coinage of silver in 1879.%*

#* Laughlin, op cit, p 155.
¥ The quotas fixed at the Conferences for the several members of the Union

were — In Millions of Francs.
1874. 1875. 1876.
France . . . . . 60 75 54
Belgium . .12 50 36
Iraly . . . . . 40 15 10
Switzerland . . 8 10 7
Greece . . - - 3
120 150 110

In 1874 Ttaly was allotted an exwra 20 mallion francs. Ihsd,, p. 155,
% She was allowed to coin 10 mullions of them.
}1bd,, p. 158
§ Repori of the Directors of the Mint, Washington, 1893, p. 23.

1 Cf. P. Willis, * Monctary Reform m Russia,” in the Journal of Political Economy:
ol V, p. 291,

*# Cf. F. Wieser, “Resumption of Specie Payment in Austria
ournal of Poluical Economy, Vol. 1, pp. 380.7.

K]

-Hungary,” in
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History of Indian Currency and Banking . 3

The history of the production of the precious metals in
modern times begins from the year 1493, a date which marks the
discovery of the American continent. Reviewing the results of
the production from 1493 to 1893, a period in all of 400 years, we
find that during the first hundred years the production of geld
and silvet rises at a uniform rate of progression. Assuming the
annual average production of each during the first century (1493-
1600) in the modern history of their production to be 100, it will
be seen that in the next century (1601-1700 the index number for
the production of gold rises to 130 and that of silver to 176. This
rate of progression is also kept up in the succeeding century (1700-
1800), during which the figure for both gold and silver approxi-
mates to 270, and continues without much disturbance up to 1840,
when the respective index numbers stood at 228 for gold and 793
for silver. From this point onwards, the relative production of
the two metals underwent a complete revolution. During the
next thirty years (1841-70) the production of gold reached un-
precedented heights, while that of silver lagged behind, relative-
ly speaking. The index number for silver production advanced
only to 450, but that for gold went up to 2,124. This revolution
was followed by a counter-revolution, as a result of which the
position as it stood at the end of 1870 was well-nigh reversed.
The production of gold received a sudden check, and though it
had increased enormousty between 1840-70 it remained stationary
berween 187093, On the other hand, the production of silver,
which was steady between 1841-70, increased threefold between
1?70-93, so that the index number for its average annual produc-
tion during the latter peried stood at 1,260.

In the controversy which arose over the reasons, which
brought about this dislocation and decline in the value of silver in
terms of gold, there were parties to whom one of these two factors
was a sufficient cause. One side argued that had suspension or
demonetization of silver not taken place, its value could never
have fallen. This position was vehemently challenged by the
otl}cr side, which believed in the oversupply of silver as the
primary cause of its depreciation. Now, was the argument from
relative over-supply sufficient to account for the fall in the aold
value of silver? On the face of it, the explanation has the pﬁus-

72
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History of Indian Currency and Banking

silver was an assumption which had no foundation in reality.
On the contrary, a glance at the figures for relative production
discloses the curious fact that since the beginning of the eigh-
teenth century silver, instead of rising, has been falling in propor-
tion. With the exception of the first quarter of the nineteenth
century, silver had formed, throughout the two centuries covered
by the table, a diminishing proportion as compared with gold.*
Indeed, never was the proportion of silver so low as it was in the
latter half of the nincteenth century, and even when after 1873
it began to grow it did not reach half the magnitude it had
reached in the beginning of the cighteenth century. The second
conclusion which these facts were claimed to sustain was that the
value of silver in terms of gold did not move in sympathy with its
supply relative to that of gold. According to theory, the value of
silver should have been rising because the relative valume of its
production had been diminishing. On the other hand, a closer
examination of the figures of relative values and relative produc-
tions, as given in the foregoing table, instead of showing any close
correlation (see Chart III) between them, pointed to the contrary.
Instead of supply and value being inverse in proportion, it showed
that as its supply was falling there was also a fall in its value.
Such being the facts of history, it was contended that they gave
no support to those who rested their case on over-supply rather

than on demonetization as a sufficient explanation for the depre-
ciation of silver.

Apart from such minor points, the issue was considerably
narrowed by the peculiarity of the events of the twenty years pre-
ceding and following the year 1873t Compare, it was said, the
period commencing with 1848 and ending with the year 1870 with
the period follpw§ng 1870, and there emerges the arresting fact
that these two periods, though they have been the oppositc“o? each

L 4 1, 3 It to e
Brot éx;x View of this, it is a matter of some surprise that such an eminent econgmist 2%
Pro . Lc?xs should have ceased to be bimemilist on the ground that the enormous
mc‘tiusc of s&lv:r mthnated against the establishment of z permanently high' rao with
gold. CE his essay on *“The Present Moneuary Sitvation,” in the Econgmic Studies of

:le‘c A’?:ﬂg"gc Ec:gom_ic Assoeiation, 1896, Vol I, No. 4, pp. 273-77. The habit of
easuri production of silver i i ; i
e s et proancton of ver in terms of salue is no doubt largely responsible for

fCE H. S, Foxwell, * Bimetallism : 1 i i i
Economic Review (1893), Vol. TiL. px.ﬂ;‘().Z. ' Meaning and Aims” in The (Osford)
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History of Indian Currency and Banking

rating of 1 to 15% became more uniform, with the result that the
monetary standard throughout that period was either 1 gr. of gold
or 15% grs. of silver. On the other hand, during the second
period, the “ or ” which characterized the first period was deleted
by the silver-demonetizing and suspending decrees. In other
words, the first period was characterized by the prevalence of
bimetallism under which the two metals could be used inter-
changeably at a fixed given ratio. In the second period they
could not be so used owing to the fact that the fixed ratio
necessary for interchange had been abrogated. Now, could the
existence or nom-existence of a fixed ratio be said to be such 2
powerful influence as to make the whole difference that set the
two periods in such marked contrast? That this was the factor
which made the whole difference was the view of the bimetallists.
It was said that, by virtue of the monetary system prevalent
during the first period, gold and silver were readered substitutes
and were regarded as “ one commodity of two different strengths.”
So related, the conditions of supply had no effect upon their ratio
of exchange, as would have been the case in respect of a com-
modity without a substitute. In the case of commodities which
are substitutes, the relative scarcity of one can give it no greater
value in terms of the other than that defined by their ratio of
exchange, because by reason of the freedom of substirution the
scarcity can be made good by the abundance of the other. On the
other hand, the relative abundance of one cannot depreciate its
value in terms of the other below the ratio of exchange, because
its superfluity can be absorbed by the void created in consequence
of a paucity of the other. So long as they remain substitutes with
a fixed ratio of substitution, nothing originating in demand or
supply could disturb their ratio. The two being one commodity,
whatever changes take place in the demand or supply of either
system beyond the needs of commerce express themselves in the
price level exactly as though one of them alone was the money

medium ; but their ratio of exchange’ will be preserved intact in
any case.

a.id*ln support of this was cited the authority of Jevons, who
s H .

* Theory of Poliztcal Ecangmy, 4th od., 1911, pp. 134-36.
75
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History of Indian Currency and Banking

other recent French cconomists attributed to this law of replace-
ment an important effect in preventing dJisturbance in the rela-
tions of gold and silver. ?

But granting that before 1873 the ratio was preserved owing
to the compensatory action of the bimetallic law, can it be said
that it would have been maintained after 1873 if the law had not
been suspended? To give an uncompromising affirmative as the
bimetallists did is to suppose that bimetallism can work under
conditions, As a matter of fact, though it is workable under
certain conditions it is not workable under other conditions.
These conditions are well described by Prof. Fisher.* The ques-
tion under bimetallism is whether the market ratio between gold
and silver bullion will always be the same as the legal ratio be-
tween gold and silver coins freely minted and possessing un-
limited legal-tender power. Now supposing the supply of silver

«_, . two forms of money differ from a random pair of commodities in being
substitutes.  Two substitutes proper are regarded by the consumer as 2 single com-
modity, Thus lumping together of the two commodities reduces the~ number of
demand conditons, but does not introduce any indcterminateness into the problem be-
cause the missing conditions are at once supplied by 2 fixed ratio of subsntusion. Thus
if ten pounds of cane sugar serve the same purposc as cleven pounds of beet-root SUEAT
their fined ratio of subsutution is ten to cleven. - » - In these cases the fixed rauo is
based on the rclative capacities of the two commoditics 0 fill 2 common need, and is
quite antecedent to their prices. . . . The substitution ratio is fixed by pature, and in
turn fixes the price ratio.

“1In the single case of money, howerer there is 00 fixed ratio of substitution. « « «
We have here to deal mot with relative sweetening power, DOF celative nourishing
power, nor with any other capacity to satisfy wants—o0 capacity inherent in the metals
and independent of their prices. We have instead to deal only with relative purchasing
power. We do not reckon a utlity in the metal itself, but in the commodties it will
buy. We assign their sespective desirabilies or unlites © the sugars. - » » before we
know their prices, but we must inquire the relative circulating +alue of gold and silver
b.c.for? we can hnow at what ratio we ounclyes prize them. To us the ratio of substitu-
tion is incidentally the price ratio. _The case of the tvo forms of money is unique.

They are substitutes, but have no patural rate of substitution, dependent on consumers’
preferences.

-

“The foregoing considerations. . . are overlooked by those who imagine that 3
fixed legal rauo is merely superimposed upon 3 system of supply and demand already
determinate, and who seck to prove thereby that such 2 ratio 1s foredoomed 0 failure
_ _.the ...analogy... is unsound.. Gold and silser....are not completcly analog-
ous even to two substitutes because for o forms of money there is no consumers’
natural ratio of substitution, There-seems, therefore, room for an artificial rado... "
—Purchasing Power of Mopey, 1911, pp. 376-77. N

* Elementary Principles of Economics, 1912, pp. 228.29. In the illust;aﬁons given
by Prof. Fisher he appears, although he daes not mean it, to"mahe the success of failure

78 .
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History of Indian Currency and Banking

“hat the question of bimetallism is one which does not admit of
any precise and simple answer. 1t is essentially an indeterminate
problem. It involves several variable quantities and many cons-
tant quantities, the latter being either inaccurately known o in
many cases, altogether unknown. . . 7 :

Nonetheless, it is certain that the divergence between the
mint ratio and the market ratio under a bimetallic system must be
smaller than may be the case where there is no bimetallic system.
Whenever the market ratio diverges from the mint ratio the
compensatory action under the bimetallic law tends to restore the
equilibrium, and even where it fails in restoring it, it does succeed
in abridging the gulf between the two ratics. That being the
case, it is safe to argue that had there been no Jdemonetization of
glver after 1873 the ratio between gold and silver would have
probably been preserved as it was during the monetary distur-
bances of the earlier period. At any raté, this much is certain,
that the market ratio between the two metals could not have
diverged from the mint ratio to the extent it actually did. *

It is therefore a sad commentary on the monetary Jegistation
of the seventies that if it did not actually help to creaté, for no
purpose, a problem unknown before, it certainly helped t0 make
worse a bad situation.  Prior to 1870, not all countries had a com-
mon currency. There were India -and countries of Westen
Europe which were exclusively on a silver basis, and others, like
England and Portugal, which were exclusively on 2 gold basis,
Emd yet none of them felt the want of a common standard of value
in thelr‘mutual dealings. So long as there existed the fixed-ratio
system in France and the Latin Usnion the problem was really
provided for_, for under it the two metals behaved as one and
thereby furnished a common standard, although all countries did
not use the same metal as their standard money. It was therefore
a matter of comparative indifference to most countries which
n}ctal they used so long as there was some Onc country which used
cgthcr at a certain defined ratio. With the destruction of this
b:z;in:atxo what was thus a matter of comparative indifference
b & matr of sy concn P (o, oy
had before enjoyed ¢ a. common mtematxor‘xal

aving a common. CUrrency was faced with

" * Pisher, Purchasing Power of Money, 1911, pp. 134-35.
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CHAPTER 1l

THE SILVER STANDARD AND THE EVILS OF ITS
INSTABILITY

The economic consequences of this rupture of the par of ex-
change were of the most far-reaching character. It divided the
commercial world into two sharply defined groups, one using
gold and the other using silver as their standard money. When so
much gold was always equal to so much silver, as was the case
previous to 1873, it mattered very little, for the purposes of inter-
national transactions, whether a country was on a gold or on 2
silver standard; nor did it make any difference in which of the
two currencies its obligations were stipulated and realized. But
when, owing to the dislocation of the fixed par, it was not possible
to define how much siber was equal to how much gold from
year to year or even from month to month, this precision of value,
the very soul of pecuniary exchange, gave place to the un-
certainties of gambling. Of course, all countries were not drawn
into this vortex of perplexities in the same degree and to the same
extent, yet it was impossible for any country which particxpatgd
1n international commerce to escape from being dragged into it
This was trve of India as it was of no other country. She was
a silver-standard country intimately bound to a gold-standard
country, so that her economic and financial life was at the mercy

of blind forces operating upon the relative values of gold and
silver which governed the rupee-sterling exchange.

The fall increased the burden of those who were under an

* obligation to make gold payments. Amongst such, the most
heavily charged was the Government of India. Owing to the
exigencies of its political constitution, that Government has been
under the necessity of making certain payments in England to
meet : (1) interest on debt and on the stock of the guaranteed
railway companies ; (2) expenses on account of the European
troops maintained in India ; (3) pensions and non-effective allow-
ances payable in England ; (4) cost of the home administration®;

*Sunce the Reform Act of 1920 that part of th hich oo ohtical”®
beea placed upon the Bnush Esumates, PR of Ths fost w was “pohieal” has
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History of Indian Currency and Banking

The effect of such a growing burden on the finance of the
Government may well be imagined ; the condition of the Govern-
ment, embarrassing at first, later became quite desperate under
this continuously increasing burden. It enforced a policy of high
taxation and rigid economy in the finances of the Government.
Analysing the resource side of the Indian Budgets from the year
187273, we find that there was hardly any year which did not
expire without making an addition to the existing imposts of the
country. In 187273, there commenced the levy, of what were
called Provincial Rates, The fiscal year 187576 witnessed the
addition of R. 1 per gallon in the excise duty on spirits. In 1877-
78 the Pass Duty on Malwa opium was raised from Rs. 600 to
Rs. 650 per chest. An addition of a Licence Tax and Local Rates
was made in the year 1878-79, and an increase of Rs. 50 per chest
took place in the Malwa Opium Duty in the following year. With
the help of these imposts the Government expected to place its
finances on an adequate basis. By the end of 1882, it felt quite
secure and even went so far as to remit some of the taxes, which
it did by lowering the customs duties and the Patwari Cess in the
North-Western Provinces. But the rapid pace in the fall of the
exchange soon showed that a resort to further taxation was
necessary to make up for the increased cost of the sterling pay-
ments. To the existing burdens, therefore, was added in 1886 an
Income Tax, a duty of 5 per cent. on imported and also on nori-
illuminating petroleum. The Salt Duty was raised in 1888 in
India from Rs. 2 to Rs. 214, and in Burma from 3 annas to R. 1
per maund. The Patwari Cess of the North-Western Provinces,
repealed in 1882, was re-imposed in 1888. The rates of duty on
imported spirit and the excise duties on spirits were not only
raised in 1890, but were afterwards added to in every province.
An excise duty on malt liquor was levied in 1893, and another on

salted fish at the rate of 6 annas per maund. The vi
taxes and duties levied from 1882—5?3 was*® ¢ yield of the

as follows 1—

7 Sources. 1882-83 1892-93.
- Rs. Rs.
%2;125 . N . .. . . 5,67,§0,000 8,14,90,000
Gl C 10| immk | v

. . e . ,08,90, ,41,80,000
Assessed Taxes . . 48,40,000 1,63,60,000

® Report of the Indian Crrrency Comnutice, 1893, App. 1, p. 263
o .
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History of Indian Currency and Banking

to obtain relief by applying the pruning knife to the rank growth
in departmental extravagances. Even with such heroic efforts
to increase the revenue and reduce the expenditure the finances
of the Government throughout the period of the falling exchange
were never in a fourishing state, as is shown in Table XIL

" Much more regrettable was the inability of the Government,
owing to its financial difficulties, to find money for useful public
works. The welfare of the Indian people depends upon turning
to best account the resources which the country possesses. But the
people have had very little of the necessary spirit of enterprise in
them. The task, therefore, has fallen upon the Government of
India to provide the country with the two prime requisites of a
sustained economic life, namely a system of transport and a net-
work of irrigation. With this object in view the Government had
inaugurated a policy of developing what were called “ Extraordi-
nary Public Works,” financed by capital borrowings. For such
borrowings India, as was to be expected, hardly offered any
market, the people being too poor and their savings too scanty to
furnish a modicum of the required capital outlay. Like all Gov-
ernments of poor peoples, the Government of India had therefore
to nun to wealthier countries that had surplus capital to lend.
All these countries unfortunately happened to be on the gold
standard. As long as it was possible to say that so much gold was
equal to so much silver, the English investor was indifferent
whether the securities of the Government of India were rupee
securities or sterling securities. But the fall in the gold value of
silver was abo a fall in the gold value of the rupee securities, and
what was once 3 secure investment ceased to be so any more. This
placed the Government in a difficult position in the matter of

financing its extraordinary public works. Figures in Table X1l
are worth study.

The English investor would not invest in the rupee securities,

An unportant customes for the Indian rupee securitics was thus
lost. The respanse of the Indian money market was inadequate.
'I’o‘xssuc sterling securities was the only alternative to enable the
Government w tap a bigger and 2 more constant reservoir for the

. I S “
" Ef“; FC«.M-tEwI Fapirce Commities's Fepart, 18567 3l The Repors of
3k Favazar Corpmiiniaver {18573, wi '
‘ - § Lo ammpieted the work of the H
#Tr a8 wat it ved, f > ’ e ek o the Comanlies

%

Ty
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) TABLE XII
REVENUE AND EXPENDITURE OF THE GOVERNMENT OF Inpia

In Indua. i In England, Final Result,
b'{ \maamw )y
cal, ate 0 Net Expencs- | - o Surplus or
Exchange. | Net Revenue. g“mw MWMWMM»E« Hm%%hmw ZMMWMMWMno ‘ Exchange. Unm c1t AWT..W
d. R. R. £ R. R.

1874-75 22,156 39,564,216 | 25,897,008 | 13,667,118 | 12,562,101 1,045,239 - 59,778
1875-76 21.626 40,053.419 | 24,541,923 | 15,511,496 | 12,544,813 | 1,377,428 1,589,255
1876-77 20.508 38,253,366 | 25,355.285 | 12,898,081 | 13,229,646 | _ 2,252611 | -2 584,176
1877-78 20.791 | 39275489 | 27,658.021 | 11,617,468 | 13,756478 | 2,123,030 | - 4,262,040
1878-79 19.794 44,415,139 | 25,778,928 |. 18,636,211 | 13,610,211 2,891,902 2,134,098
1879-80 19.961 45,958,197 | 29,384,030 | 15,874,167 | 14,223,801 | 2,878,169 | - 1,227,893
1880-81 19.956 44,601,119 | 34,880,434 | 9,810,085 | 11,177,231 | 2,264,848 | 3,031,394
188182 19.895 45,471,887 | 27,717,249 | 17,754,638 | 11,737,688 | 2,421,499 3,595,451
1882-83 19,525 42,596,173 | 25,500,487 | 17,025,736 | 13,209,976 | 3,050,923 674,837
1883-84 19.536 43,591,273 | 28,566,381 | 20,024,892 | 14,770,257 | 8,375,158 » 1,879,477
1884-85 19,308 41,585,347 | 24,763,779 | 16,821,568 | 13,844,0287| 3,363,986 | - 386,446
1885-86 18.254 42,635,953 | 27,352,132 | 15,283,821 | 13,755,659 | 4,329,888 | -2,801,726
1886-87 17.441 | | 44,804,774 | 25,124,335 | 19,680,439 | 14,172,298 | 5,329,714 178,427
1887-88 16.898 45,424,150 | 25,968,025 | 19,456,125 | 15,128,018 | 6,356,933 | - 2,028,832
,1888-89 16.379 46,558,354 | 25,051,147 |. 21,507,207 | 14,652,590 | 6,817,599 37,018
1889-90 16.566 50,005,810 | 26,367,855 | 23,637,955-] 14,513,155 | .. 6,512,767 2,612,033
1890-91 18.090 49,403,819 | 25,579,727 | 23,824,092 | 15,176,866 |, 4,959,055 3,688,171
1891-92 16.733 50,023,142 | 27,013,618 | 23,009,524 | 15,716,780 | - 6,825,909 467,525
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History of Indlan Currency and Bahkl:ng'

drawing of capital to India ; but as'it was bound to increase the
burden of the gold payments, which it was the strongest interest
of the Government to reduce, the resort to the London money
market, unavoidable as it bccame, was somewhat .restrained,*
with the result that the expansion of extraordinary public-y worka
did not proceed at a pace demanded by the needs of the country
The effects of this financial derangement, consequent on' the. fall
of the exchange, were not confined to the Government of India.
They were immediately felt by the municipalities and other local
bodies who were dependent upon the Government for financial
aid. So long as the cash balances were overflowing in thc
Treasury of the Govcrnment, one of the most useful ways”
employ them was found in lending a portion of them to, thcsc
local institutions. As they had just then been inaugurated undet
the local self-government policy of Lord Ripon’s regime, and were
lookcd upon only as an experiment, their taxing and borrowing
powers were rigidly limited. Consequently, this financial: aid
from the Central Government by way of temporary advances wat
a resource of inestimable value to them. When, however, the
cash balances of the Central Government began to diminish owing
to.the contmucd losses by exchange, these facilities were sevcrcly
‘curtaxlcd 1 so that the very.vitality of ‘these i mstmmons was threat
ened just at the moment when they necdcd all help to fostcr thcu
.growtb and st:engxhen ‘their fonpdations.

Addrcssmg the. Secrctary of State, the Government of Indm
ina dcspatch of'February 2, 1886 observed x ST .

o e L P oy
J
iy "

FERREI “10, Wc do not hesitate to’ rcpcat tha: the facts set forth ir
REPT ‘thc preceding paragraphs are, ffom the point of Indian interests
. .17 . intolerable ; and the evils which we have enumeratéd do not exhaus
v [ the mmloguc_ Uncertainty regardmg the future of silver dis
«; courages the investment of capital in Indiz,” and we find i
4. "¢ .impossible’ tg borrow in silver except at an excessive Cost,

o 'Dunng the Pmod of falling achnngc the distribution of the debt of India wat

, 8 Iollnw: s B . S[;r{uxg Debs. - Rupee Dets.
Ex:d of 1873-74 . NI B § X3 v 66,41,72 900
_"\‘, E:;d “of 1898.99 Lo L ,‘ .. 124,268,605

d 1,12,65,04,340
pere . "“f"’ﬂ Carrency Commistee (1898),, Appendix I p. 179.,

R - fce .Fm,»mml Ststement, (187677, p, M N
Tt s:cc.4863nfxsss,,,g, -
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‘ oo Vdmou&x 11 to the Report of the Indian Currency Commitiee o 1893, p. 272. These prices- differ shghtly from those given
8 ,E,Z%E::M TV to the First Report of the Gold and Silver Commission, 1886, and also from those in the Statistics of Bntish India
. (st Issue) for 4 8 of the division called Prices.
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History of Indian Currency and Banking

“On the other hand, the Frontier and Famine Railiways
which we propose to construct, and the Coast and Frontier
defences which we have planned, are imperatively required
and cannot be postponed indefinitely. h

“We are forced, therefore, either to increase our sterling
¢ liabilities, to which course there are so many objections, or to do
without the railways required for the commercial development of
Lthe country, and its protection against invasion and the effects of
{famine.

* * * * *

“11. Nor can the difficulties which local bodies experience
in borrowing in India be overlooked. The Municipalities o
Bombay and Calcutta require large sums for sanitary improve-
ments, but the high rate of interest which they must pay for silver
loans operates to deter them from undertaking expensive works,
and we need hardly remind your Lordship that it has quite re-
cently been found necessary for Government to, undertake to lend
the money required for the construction of docks at Calcutta and
Bombay, and that when the Port Commissioners of Calcutia
attempted to raise a loan of 75 lakhs of rupees in September, 1885, -
guaranteed by the Government of India, the total amount of
tenders was only Rs. 40,200, and no portion of this insignificant
amount was offered at par. ... ."

The importation of capital on private account was hampered
for similar reasons, to the great detriment of the country. It-was
urged on all hands, and was even recommended by a Royal Com-
mission,* that one avenue of escape from the ravages of recurring
famines, to which India so pitifully succumbed at such frequent
interyals, was the diversification of her industries. 'To be of any
permanent benefit, such diversified industrial life could be based
ona CantahSUC basis alone. But that depended upon the flow,of
capital into the country as freely as the needs of the country re-
quired. As matters then stood, the English investor, the largest
purveyor of capital, looked upon the investment of capital in India
as a risky proposition. It was feared that once the capital was
spread out in a silver country every fall in the price of silver would
nat only make the return uncertain when drawn in gold, but
_‘_‘ffwthc capital value of his investment in terms of

»

0. 17;‘-"'-767."5‘ Report of the Funune Comsmitnon of 1880, Pare 1I, C. 2735 of 1880,

o -
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History of Indian Currency and Banking .

Servants were compensated to the extent of the difference at’ the
cost of the Indian Exchequer®* This relief was, comparatively
speaking, no relief to them. The official or the warrant rates og
exchange, though better than the market rates of exchange, were’
much lower than the rate at which they were used to'make their
remittances before 1873, Their burden, like that of the Govern--
ment, grew with the fall of silver, and as their burden increased’
their artitude became alarmist.  Many were the memorialists who
demanded from the Government adequate compensation for their.
losses on exchange.! The Government was warned ¥ that -~ -
“the ignorant folk who think India would be benefited by, lower- -
ing present salaries are seemingly unable fo comprehend: that,.
such a step would render existence on this reduced pay simply -
impassible, and that recourse would of necessity be had to other'
- methods of raising money. ” . ‘ s
Such, no doubt, was the case in the earlier days of the East
India Company, when the Civil Servants fattened on pickings
because their pay was small,} and it was to put a stop to their
extortions that their salaries were raised to what appears an’extra-
ordinary level. ‘That such former instances of extortions .should
have been held out as monitions showed .too well how discon-
tented the Civil Service was owing to-its losses through exchanges
« Quite a different effect the fall had on the trade and industry
of the country. Itsvas in'a Hourishing state as compared with the
affairs' of the Government or with the trade and industry of a
‘ gold-standard country like England. Throughout the period- of
. falling silver there was said to be a progressive decline relatively to
+ population in the employment afforded by various trades and in-
dustries in Englanid. The textile manufactures and the irop and
co.?.Ltradc were depressed as well as the’ other' important trades,

*CEL F. S 1887-8, pp. 39-40. This cost’ was as follows ¢

LOWIRI5 L L Re 640000 0 288556 .., . Rs 400,000
- IsBES L TRe 1843000 ¢ 138687 . . Rs. 515,000
= " ¥ CL Repors of ke 15

F i Curreacy Comriinies, 1593, App. T, pp. 185-90 and p. 202,
for m:m:)rmh of the Furopean Civil Servants, o ’
; :} Ct. .CoL Hu‘ghss.'ﬂ;ﬁkm MP.,, The Depreciation of the Rupee; its Efiect on the
An‘.o-lnaf.:s o;}"m.%—:.&i, Wrong and the Remedy, London, 1887, p. 14 B
. ‘Sé*j.:}.m”.;aa‘;‘mn betwien the. rapadious conduct of the carly European Civil
ﬂ{;‘:ﬁ d::,;:{ " = sx“.:aﬂn_c's.s of- their salasies was, well brought out by. Clive in his
8 2 Maren 38, 3772, during the course of the debate in the House of Com-
o83 63 the East India Fudsature Ball, Hansard, Vol XV, pp. 334-39. .
92 ' T
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History of Indian Currency and Banking

TABLE XV
Tue Deviropsmest oF Isniax Corron Twaur anp Ixpustry

Gruwth of Trade (Aversis Amnnad santitics
$n eab Gulughennteiy.

€
167071 1u73-70 § 17.0.81 pLESAEY B £ (N}
Lo (3] [ 19 to
1e74-75 1ETHE0 | 183403 Tl | 94 S

Irmapotts of raw cotton-—thou-

sands of ewts . . . 23 52 51 7% 69
Exports of raw cotton—thou. A

sandsofowts, . . .| 5236 39:81 5477 ] 5330 4050
Imports of twist and yazn .| 33.55( 33.55| 43.3:1] 4909 4473

»  Growih of Tudusiry (st ead of each flth yourlk.

o

Nymber of mills . . . 48 5 s8 81 114 143
v e Spindlos—000
omitted . . . .1 1000 1,471 2,037 | 2,935 3,712
Numbir of looms—000 omitied 10 13 15 22 34
Number of persons emgployed .{  — 38,537 § 61,836 7 99,22 —

Another industry which figured largely in this expansion of
Indian manufactures was jute. Unlike the cotton industry of
India, the jute industry was of a comparatively recent origin. Its
growth, different from that of the cotton industry, was fostered
by the application of European capital, European management,
and European skill, and it soon took as deep roots as the cotton
industry and flotrished as well as the latter did, if not better.
Its history was one ‘of continued progress as will be seen from
Table XVIIL
) Thxs increasing trend towards manufactures was not without
its indirect effects on the course of Indian agriculturé, Prior to
1870 the Indian farmer, it may be said, had no commercial out-
look.. He cultivated not so much for profit as for individual self-
sufficiency. After 1870 farming tended to become a business and
crops came more and more to be determined by the course of
market prices than by the household needs of the farmer. This
is well illustrated by figures in Table XIX.

. Such was the contrast in the economic conditions prevalent
in_the two countries. This peculiar phenomenon of a silver-
standard country steadily progressing , and a gold-standard

country tending 19 a standstill, exercised the minds of many of its
96 4
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History of Indian Currency and Banking

his case, was supposed to be the falling exchange* So mlfch .
were some people impressed by this view that even the extension
of the Indian trade to the Far East was attributed to this cause.
Already, it was alleged, the dislocation of the par of exchange be-
tween gold and silver had produced a kind of segregation of gold:
using countries and silver-using countries to the exclusion of each.
other. In a transaction between two countries using the same
metal as standard it was said the element of uncertainty arising
from the use of two metals varying in terms of each other was
eliminated. Trade between two such countries could be carried
on with less risk and less inconvenience than between two
countries using different standards, as in the latter case the un-
certainty entered into every transaction and added to the expense
of the machinery by which trade was carried on. That the Indian
trade should have been deflected to other quarters I where, owing
to the existence of a'common standard the situation trade had to

-deal with was immune from uncertainties, was readily admitted.

But it was contended that there was no reason why, as a part of

the segregation of commerce, it should have been possible for the
. Indian manufacturer to oust his English rival from the Eastern

markets to the extent he was able to-do"(see Table XX, p. 101).

* " 'The causes which effected such trade distiirbancés formed the:
_subject of a heated controversy.f * The point in “dispute was
. whethier the changes in international trade, such as they were, were:
_attributable to the monetary disturbances of the time. - Those who
- held ito the affirmative: explained their-position by arguing 'that
» the falling exchange gave a bounty to the Indian producer and im-

posed’ a penalty-on-the English producer. - The existence of this.
g bgu.n_ty, which was said to be responsible for. the shifting of the
position of established competitors in the field of international
- commerce, was based on a-simple calculation. It was said that if
‘the gold- value of silver fell the Indian, exporter got more rupees

+ for-his produce. and was therefore better off, while by reason of

% Cf. The Final Repor: of ‘

. 89-101, for a summary of the
- {The. distribution of - “during this peri ‘

. T tsv ; o;;z?c'gf Indfzx.nw wade during this period was as shown on the page 99

4

the Royal Commission on Gold and -Silver Part I, pare,
argumient., :

5 o-g - - e, N . . - v -
iy afsg:mlii evidence and memoranda by Profs. Marshall and Nicholson before the
3 S “;‘;"T"“dcf?‘? and Silver (1886); alio Prof. Lexis, “The Agic on Gold
erna anal lrade," inthe Ecomomic losiraal, Vol Vv, 1895, - AN

: . - . v
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History of Indian Currency and Banking

_the same fact the English producer got fewer sovereigns and was
therefore.worse off.” Put in this naive form, the argument that the
falling exchange gave a bounty to the Indian exporters and im-
posed a penalty on the English exporters had all the finality of a
rule of arithmetic. Indeed, so axiomatic was the formula
regarded by its authors that some important inferences as to its
bearing on the trade and industrial situation of the time were
drawn from it. One such inference was that it stimulated exports
from and hindered imports into the silver-using countries. The
second inference was that the fall of exchange exposed some
English producers more than others to competition from their
rivals in silver-using countries. Now, can such results be said to
follow from the fall of exchange? If we go behind the bald
statement of a fall of exchange and inquire as to what determined
the gold price of silver the above inferences appear quite un-
tenable. That the ratio between gold and silver was simply the
inverse of the ratio between gold prices and silver prices must be
taken to be an unquestionable proposition. If therefore the gold
price of silver was falling it was a counterpart of the more general
phenomenon of the fall of the English prices which were
measured in gold, and the rise of the Indian prices which were
measured in silver. Given such an interpretation of the event of
the falling exchange, it is difficult to understand how it can help
to increase exports and diminish imports. International trade is
governed by the relative advantages which one country has over
another, and the terms on which it is carried on are regulated by
the comparative cost of articles that enter into it. It is, therefore,
obvious that there cannot be a change in the real terms of trade
between countries except as a result of changes in the comparative
cost of these goods. Given_a fall in gold prices all round,
accompanied by a rise in silver prices all round, there was hardly
anything in _the.monetary. disturbance that- could-be said-to have
enabled .India to inerease her expertation of anything except by
diminishing _her. exportation’.or. increasing . ber..importation of
something else.. From the same view of the question of the fall
ing exchange it follows that such a monetary disturbance could
not depress one trade more than another. If the falling or rising
exchange was simply an expression of the level of general prices,
then the producers of all articles were equally affected. There
100
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History of Indian Currency and Banking

fallen, yet the ratio which gold prices in England bore to silver
prices in India had fallen more, ic. the price he received for his
product was smaller than the outlay he had incurred. It is not
quite established whether silver had fallen in Europe before it
had fallen in India* But even if that were so the possibility of
a penalty through the fall of exchange proves that the bounty,
if there was any, was not a bounty on the export trade as such, but
was an outcome of the disharmony between the general level of
prices and the prices of particular goods and services within the

country, and would have existed even if the country had no export
trade.

Thus the bounty was but an incident of the general depre-
ciation of the currency. Its existence was felt because prices of
all goods and services in India did not move in the same uniform
manner. It is well known that at any one time prices of certain
commodities will be rising, while the general price level is falling.
On the other hand, certain goods will decline in-price at the same
time that the general price-level is rising. But such opposite
movements are rare. ‘What most often happens is that prices of
some goods and services, though they move in the same direction,
do not move at the same pace as the general price level. It is
notorious that when general prices fall wages and other fixed in-
comes, which form the largest item in the total outlay of every
emplover, do notfall in the same proportion; and when general
prices rise they do not rise as fast as general prices, but geperally
lag behind. And this was just what was happening in a silver-
standard country like India and a gold-standard country like
England during the period of 187393 (see Chart IV). Prices had
fallen in England, but wages had not fallen to the same extent.
Prices had risen in India, but wages had not risen to the same
extent. The English manufacturer was penalized, if at all, not by
any act on the part of his Indian rival, but by reason of the wages of
thc': former’s employees having remained the same, although the
price oE.fﬁs products had fallen. The Indian producer got a
bounty, if any, not because he had an English rival to feed-upon,

bu‘t becaus:c he did not have to pay higher wages,” althcugh the
.price of his product had risen. - .. L

-
e

® Sec infra, Chap, IV.
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History of Indian Currency and Banking

duced by it. Far more disturbing than the fall were the fuctua-
tions which accompanied the fall (see Chart V).

The fAuctuations greatly aggravated the embarrassment of
the Government of India caused by the fall in the exchange value

of the rupee. In the opinion of the Hon. Mr. Baring (after-
wards Lord Cromer),*

!

1t is not the fact that the vatue of the rupee is, compamd\ ely
! speaking, low that causes ynconvemence. It would be possible,
{  although it might be exceedingly troublesome, 1O adjust the
. Indian fiscal system to a rupee of any value. ~What causes incon-

venience abike to Government and to trade is that the value of the

rupec is unstable. It 15 unpossible to state accurately in Indian
_ currency what the annual liabihties of the Government of India
t  are. ‘These liabilities have to be calculated afresh every ye&ar
according to the variations which take place in the relative value
of gold and silver, and a calculation which will hold good for
¢yen one year is exceedingly difficult to make.”

Owing to such fluctuations, no rate could be assumed in the
Budget which was likely to turn out to be the true market %
As matters stood, the rate realized on an average during 2 Paﬂi‘
cular year differed so widely from the Budger rate that the
Gnances of the Government became, to employ the phraaeology
of a finance minister, a “veritable gamble,” How greatly the
annual Budget must have been deranged by the sudden and un-
provided-for changes in the rupee cost of the sterling payments
Table XXIT on page 107 may help to give some idea. -

T Government finance was subjected to such uncertaintics 2%
a result of exchange fluctuations, private trade als

or 1 X o became more
r less 2 matter of speculation. Fluctuations in exchange ars 0

course, a common incident of international trade. But if they

Zf f I;Oé o produce discontinuity in trade and industry therec must
t"' ut:lm& limits to such fluctuations. 1f the limits are ascet-
ainable. trade would be reasonably certain in its calculation, an

i Lo .
0‘t.?:czlui:‘xtx(_m mrcxghangc would be limited within the known limits
deviations from an established par.

Vs Where. on the other hand:
the limits are unknown, all caleulations of tmd,c are {rustrated and

speculation in exchs

guﬁii’?&g*;&\dwngc takes the place of legitimate trading-

s vious that Austuations in the exchange between tW9
e

. ¥ s
Fot openad Seatenecns, 153304, p. 26,
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TABLE XXII

£
FLUCTUATIONS OF EXCHANGE AND FILUCTUATIONS IN e Rupck CosT OF GoLD PAYMENTS

Poy ents CONBL
Mwm,_m% nww—%n:mﬂwuc%wa%ﬂ cﬁ.m%% ﬁw..:ww?a aud tha
Lstimated Rato of Ex- | Tate of Lxchanes actually Taiized Wates of Fxchingt
¥ chiange o0 ¥ _:wm: s_,mum tontized om thg Aversge |
\ 1 jpancial Year. Budget mwﬁwn Lar during tho Year, — —
Rs Ras.
s, Q. s d Rs.
1 10.156 15,91,764
874-75 1 10.875 o6 9 —
wm.‘wmhm 1 9.875 W MM@.W um.uNl..wmq 76,736
1876-77 1 8. m ] m. o 26.43.050 8,
1877-718 1 9.23 3 .N.qm& gy -
1878-79 1 8.4 L7 7, .
S 18 1 7.956 424,722 —
o2 18 1 7.895 10,117,482 —
1881-82 1 8 H Q.wom Pt -
1632-83 18 1 7.5% 46, s
1683-84 1 7.5 L 7.536 57 2.
1884-85 1 7.9 ] m.am,» e -
1885-86 17 1 gz 56,87.638 =
180788 1% 1 4.898 71.90.087 —_
1897-88 1 5.5 1ot 7180007 -
13080 D s 1566 A 27/31,892
1889-50 1 4.38 1 L G A amm.mw.q.:
189D.91 1 4,552 1 o.cm . 2.3551"
. 169102 1 5.25 1 4.733 80,009,366 , -
- * Com

s Report of piled from figures gven in the Fual Repoyt of the Gold and Silver Commission, p. 40, and 10 App 1L, p 270, to the

the Indian Currency Commntize, 1893
1

1
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History of Indian Currency and Banking

countries will be limited in extent if the two countries have the
same standard of value. Where there is no such common
standard of value the limits, though they exist, are too indefinite
to be of much practical use. The rupture of the fixed par of
exchange, having destroyed a common standard of value between
gold and silver countries, removed the limits on the exchange
fuctuations between such countries. As a result of such varia-
tions in the value of the standard measure, trade advanced by
“rushes and pauses,” and speculation became feverishly active.®

That progress of trade depends on stability is a truism which,
seldom comes home until it is denied in fact. It is difficult to
appreciate its importance to healthy enterprise when govenment
is stable, credit is secure, and conditions are uniform. And yet 50
great is the handicap of instability that everywhere business men
have been led by a variety of devices to produce stability in
domains enveloped by uncertainty. Everywhere there have
grown up business barometers forewarning business men of im-
pending changes and so enabling them to forearm against them
by timely changes in their operations. The whole of insyrance
business is aimed at giving stability to economic life. The neces-
sity which compelled all regularly established Governments to
maintain standard measures by which the true proportion between
things as to their quantities might be ascertained and dealings in
tifem regulated with certainty was motivated by the same purposc.
?E meticulous precision with which every civilized country
t‘h' nes its standard measures, and the large machinery it main-

ains to preserve them from deviation, are only evidences of the

great importance that an economic society must continue to attd

rocz: tfl:ﬁﬁx?;t;z (x),ﬁigfo;léimg preci}iion of expression and assurance

ncmaber oae Wit indizz}é to the contracts cntered into by its
idual or corporate capacities.

Important as are t}}c sgandard measures of a community, its
ﬁ;;l;:‘;; toi g tcg:mmlﬁxlty, its measure of value is by far the most
amparant em all. T.he measures of weight, extension, of
rolume enter only into particular transactions. If the pound, the

. =
G T o Curtescy Commiuzs, 1898, Q. 6290, 950910,
S 23 Deay upon \eney and Cons (reprinted by ] R McCulloch in bis

seume of Searce T, .
WA ey, Messy, Past 1, Chap, I, par. 21; Part If, Chuap. H, pere
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CHAPTER IV

TOWARDS A GOLD STANDARD

The establishment of stable monetary conditions was naturally -
cnough dependent upon the restoration of a common standard
of value. Plain as was the aim, its accomplishment was.by no-
means an easy matter. Two ways seemed at first to be open for
carrying-it.out in practice.. One was to adopt'a common metal
as currency, and since all important countries of the world had
gone over to the-gold- standard it meant the silver-standard
countries should abandon their standard in favour of gold. The
other was to let the gold and silver standard countries keep to
their currencies and to establish between them a fixed ratio of

exchange so as to make the two metals into a common standard
of value. :

"+ The history of the agitation for the reforn -of the Indian
currency is a history of these two movements. The movement for
the introduction of a gold standard was, however, the -first ta:
occupy the field. The failure of the notification of 1868 may be
said to have miarked the failure of a policy, but the movernent
for'a gold*currency in India started in the sixties was not alto-

» gether stamped out'of the country. That the movement still had

life, in it is shown by the fact that it ‘was revived four years later
, by Sir R. Temple, when he became the Finance Minister of Indid, -
in a rgxemox:andum*."datcd‘Mp.y 15, 1872." The img;ortzfnt’f)&rti-‘

: \;ular in which he differed from his predecessors consisted in the

fact that while they all aimed to make the British sovereign the
principal unit'of the, gold currency in India, he désired to give -
éhat.;-)k\zcc to the'Indian gold. cain, the. “mohur.” "Why his pre- .
- :fi;sio;}iedld-no‘t do thc',"s‘amc when' the problem of correctly
| t}ittlc‘;urprgss?;;r:;gn was said to_have baffled them so much is a

\ hen ivis recalled that the Indian Mints had been
- . “Prnted 25 Appeddin 1 2 D -
of 1858, - © ‘if«,ft No..12, o the Report of rhe Indica Currency Committee -

10 -
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History of In_didn Currencyr:and:Bg‘nfdrig‘ ,

"

“the character of thé remedies indicated,” if. the disturbance is’

found to be due to a rise in the value of gold, will obviously differ-

from what would be suitable in the case of a fall in the value pf

© silver.# -

Out of these possibilities what seemed to it to be ‘proven was.

that “gold had risen in value since March, 1872,” t and therefore "
if -any” réform-was -to be.-effected ‘it should fall aipon-the gold-

standard countries to undertake it. Situated as the Government.

of India then was, it could have suffered itself without incurring .

much blame to be hurried into some kind of currency reform that
promised to bring relief. To have refused to allow the exigencies

of a crisis to rule its decisions on such a momentous: issue as the -

reform of currenty, need not imply a spirit of obstinacy. On the

other hand, it bespeaks a spirit of caution which o .reader of:

that illuminating despatch of October 13, 1876, conveying to
-the Secretary -of State its decision to wait and watch, can fail to
admire. But it is hardly possible to speak in a similar copmen-

datory manner of the underlying attitude of the Government of-

“India. Whether it is possible to hold that gold had appreciated
but that silver had not depreciated may be left for logician'to
decide upon. But for a silver-standard country to refuse to under-.
- take the reform of her currency system on the plea that it was gold
that had appreciated was no_doubt a tactical error. - In military
- matters there is probably such a thing as depending on a position;
_butin currency-matters there cannot be such a‘thing. The reason’
is that in the former strength sometimes lies in the weakness of
the other. But in the case of the latter the weakness of one
~becomes the .weakness of all. There can be no doubt; therefore,
} gtiz‘iifutllle'Gci;‘lcguneqt,‘ in discarding its responsibility to do the
gheediul 1n -the’ matter, committed the same kind of mistake as,

2 man who, in the' words of Prof. Nicholson, .“should supposc

‘that the ship cannot sink because there is no leak in-the particular
~ Gabin in which he'happens'to sleep.” R

e That {th; attitude of inaction was unwise “wassoon ‘brought
X me to'the Government of India. Within:a short space of two'
. years 1t was obliged to recofisider the position taken in 1876 In

> 15id.

N b, paS16. Lo
‘}'::‘vlgney and Moretary Problems, 1895, pr 90, T - o
116 ’ )
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rejected in 1876 by the Government of India . . . appears to us
1o call now for a closer examination.

%25, ‘This suggestion in its main featares is, that the Coin-
age Act shall be so far modified as to withdraw the free right
of the public to take silver bullion to the Mint for coinage, and
either to suspend it entirely in future, or limut it for a tme.

%26. It is obviously an essential part of any such scheme,
if it is to have the effect of fining the exchange value of the rupee,
that the power of obtaining that coin in future shall be regulated
in some manner by a gold payment, and that the relation between
sterling and rupee currency shall thus be fixed irrespective of
the fluctuations in the relanve value of the metils of which the
coins are formed. .

“77. It is not, on the other hand, an essential part of such
a plan that any particular refation of value should be thus fised
at two shillings . . . or at any smaller or larger proportion. A
that is necessary is that the rate, being once fixed, shall remain
for the fupure unchanged.

= * #*

“33, Probably the most important question is . . . whether
or not it is practicable to mainwin a silver comage as the princt-
pal clement in our currency, with a very limmted gold cotoags
or without 2 legal-tender gold coinage at all. The Government
of India, in its despatch of 1876, expressed an opinion adverse t0
the possibility of maintaining such a system. . . . On a full
reconsideration of this point, we are led to take the opposite view,
and to think that such a system would be perfectly practicable
and would lead t no material difficulty. It is true that there is
no country in which such a condition of things actually exists.
?ut those ‘countries, and there are many of them, in which an
inconveruble paper currency exists or has existed, give proof that
the far greater anomaly of a currency devoid of any intrinsic
value whatever is capable of performing the work of a metallic
currency satisfactorily, and of maintaining its local exchange value,
so long as an excessive issue is only guarded against.

= * *

“37.  (Such) instances (as the British shilling and the
French five franc piece) scem to show that neither in the way of
surreptitious ‘coinage, nor of discredit from depreciation of
intrinsic Yalue, is 1t probable that there would be any serious
difficulty in keeping the rupee in circulation at its present weight,

at a_pominal value of two shullings, with d
pactial gt comm vo shillings, with a gold standard and a

* % -
114
be pr:fé 1}% a{chmus led to the general conclusion that it will
cable, without present inj t . < a-
whole, P jury to the community a

or risk of future difficultics, to adopt a gold standard,

-
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of success. But even this timid attempt did not fare well at the .
hands of the Committec* appointed jointly by the Secretary of
State and the Chancellor of the Exchequer to ¢xamine and report -
upon the proposals. The members of thy Committee were Hupn--
 animously of opinion that they cannot recommend them for the
* sanction of Her Majesty’s Government.”f The reasons which: -
led to the rejection of the proposals we are not permitted to know..
‘Although the Report of the Committec was made public, the -
proceedings haye never seen the light of day. Indeed, there has
been a most stern and ebstinate refusal o the part of the officials
to allow a peep into them. Why they should be regarded as.
. confidential after a lapse of_nearly.half a century it is difficult
to imagine. Enough, however, was revealed by Sir Robert Giffen,
who was“a member of this Committee, in evidence before the
Indian Currency Committee of 1898} for us to know the contents .
of this closely guarded document. It scems that the Committes
declared against the praposals because it thought they were cal--7
culated to make the Indian currency a “managed” currency. At
the time when the Committee delivered its opinion the current
prejudice was unanimously against such a system. All acknow-
ledged writers on currency were pronounced opponents of an’.
artificially regulated system.$ A naturally automatic currency
was their ideal.  In addition to being misled by this prejudice,
Ehc Comnmittee felt convinced that the situation would soon ease-
. itself by the natural working of economic forces without necessi-
tating a reform of the Indian currency. This conviction on the "
_*part of the Committee was founded on the high authority of the
late Mr. Walter Bagehot § that the disturbance could net but be
* temporary. His argument was that the 'depreciation would
.- *It ‘was composed of Louis-Mallet, Edward Stanh

. ‘W‘“’};”FT-' H. Farrer, R. Giffen, and A. J. Balfour. :
o or Report of the Commitice, sec Commons:Piper €. 486 : .
CoiQot0esso. . L “Paper C. 4968 of 1886, p. 26. .
{375§ So novel was the idea at the time that the Uhited State? Monctary Commission;
1"_1?'35, s,“rp“.ssd' when some of the’ witnesses, expressed. themselves in favour of
- ;cg'uc ting ‘the principal metallic unit of account’in’ the currency system of z-country ©
. py sz‘grmnmt ageacy. See 44 Congress 2ud Session Senate "Document, No. 703"
; m.thq, CEIoI::: Same Articles on the Depreciation of Srl;cr:' and on Topics ca;xn}::t;J :
e o Condon, 1877 pp. 10, 55, and 80; alio his”evidence before the Sélect Com:
¢ mitce on the, Dfprccmfxon of Silver, Lords Paper 178 of 1876, Q. 1,361-1,450. :
120..: - ' T -

opc, T. L. Seccombe, R. E. .
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History of Indian Currency and Banking

chase of silver in preference to other gomn_lodmes. That ti)axj
buying power would be used in ptfrchasmg silver bgcaussr;t :i(m
depreciated in Europe was theoretically an unsoun a}‘:'Sh cpould
on the part of Mr. Bagehot. The deciding factor whic .
have caused such a diversion of this residual _buymg power t% o
purchase of silver was whether it was appreciated in Tzv}dza. , diay
on that condition could there have been a flow of it to In .
But as matters then stood, it was the opinion of Prof. P;lclrsrzfzr
that when the general depreciation of silver commenccd. l(iich
the world, it had been forestalled in that part gf the globe in w. et
India lies. India was already glutted with silver. Under or .
nary circumstances India would have sent bagk a large portlé)nhgr
its silver to Europe. But the general depreciation prevente ¢
from doing so; and now there were two opposing forces, one (tlertlh .
ing to produce an export of silver frong India to Europe ar} e
other tending to produce an export of silver from Europe to In ;
and, although the latter was the stronger of the two, the Jfo_rmcE
was sufficiently powerful to prevent any consxdcx:able quantity 0‘
silver {rom being exported from Europe to India. If the Cglm
mittee was deceived in one part of its assumptions, 1t was a0
disappointed in others. Far from resuming specie payments 1B
terms of silver, as Mr. Bagehot expected the countries then on
paper basis to do, they one and all demonetized silver to the ‘grcﬁi
disappointment of all those who adhered to the policy of “wai
and see.” g

The falsification by India and other countries of such antici
pations led to a change in the angle of vision of most qf the
European countries who had theretofore shown no inclination to
do anything by way of reducing the chaotic currencies to some
kind of order.” They were advised by eminent authorities not t0
hurry.  Jevons said T

“We only need a litde patience and a Jitle common sense
to surmount the practical difficulties.  Withun the next few years
good harvests in India will, in all probability, enable that country
o buy up all our surplus sdver, as it has been in the habs ?
doing, with rare exceptipns, since the time of Pliny . .. 18,
puse years any amount of silver could be got rid of without loss
f 1t be sold gradually and cautiously. » . S
*CE s reply to the Circular of the Gold and Siher Commussion, 15886, Second
Report, App. Vil 1), p. 254,

1 Op. e, p. 354,
122
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overvalued coins. It is clear® that when the stock of a country’s
currency is not equally good for all purposes it is relatively speak-
ing in an unsatisfactory condition. Though good for internal
purposes, these coins were useless for international payments.
Besides making the whole currency system unstable and top-
heavy, they could not be made to serve the purpose of banking
reserves, which it is the prume function of a metallic currency to
perform in modern times. The possibilities they opened for
illicit coinage were immense. But what made their existence such
a source of menace was the fact that a large proportion of the
total metallic money of these countries was of this sort. The
figures given by Ottomar Haupt in Table XXIII (see p. 125 prove
sufficiently the difficulties that these countries had to face in re-
gulating and controlling such a mass of token currency.

If a gold-standard country like England had escaped these
difficulties it was only to mect others equally embarrassing. As
has been pointed aut before, the continued fall of prices, the
reflex part of the appreciation of gold, had produced a depres-
sion in the trade and industry of the country never known before
in its history. Apart from this, the monetary disturbances
affected the yield on capital investment, the mainstay of so many
of her people, by reducing the field for its employment. Said
the American Commission:— :

“Within twenty years from 1877 ta 1897, it could probably
be correctly stated that the power of money to carn dividends
was reduced to onehalf, or in nearly that proportion. That
reduction of the earning power of capital affected injuriously
everybody who depended upon investments for a lving. It
affécted also the profits and enterprises of the captains of industy
and the kings of finance. In England and in France the price of
Government securities rose to a point which made it no longer
possible for the man of small means to invest in them and acquire
an adequate support during his declining years."t

Elt‘xs. of course, open to doubt whether the conclusion drawn is
¢ right one. But the fact remains that owing to monetary dis-

mm" (!:f. the speech of Prof. Pierson, Delegate of the Netherlands at the Inter
mal Monetsy Confesence of 1881, Repert of the Delegates of the Umited
Stazes, Cincinnati, 1881, pp- 77-84.

 Report on the Inwoducton of the Gold-exchange Standard into China a0d

::f:.: r:lsi“;—l:mg Countries by the Commussion on International Exchange 56t
190; p,mr; Session, House of Representatives Document, No. 144, Washingrods
» .

12t ’
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Jomne Gold. Sver. - Uncovered Notes! Hawmmwwa cr | wmw%m
Austria . fl. 65,000,000 | 197,000,000 ,Hs,.ooo.o% * 40,000,000 " 14,000,000 -
Englnd . 4| 118,000,000 — 10,000,000 26,000,000 1,900,000
Framce . fr| 5900000000 | $200000000 | 572000000 | 280,000,000 ,.\wmpo@b@o )
Germany . m.| 2500,000000 | 430,000000 | 450,000,000 | 457,000,000 |- 57,000,000 -
Holland . 8| . 64000000 | 13500000 | 98,000,000 760000 | 1,800,000
Italy C.LN ] 485,000,000 81,000,000 847,000,000 150,000,000 75,000,000
Russia . £ | 59,500,000 ~ 51,200,000 8,200,000 1,000,000
m@w,w *. pest| - 160,000,000 | 646,000,000 548,000,000 190,000,000 | 157,000,000
USA . U5 | e11,00000 | 458000000 | 418,000,000 77,000000 | 18,000,000

X

+

- . Hmm. hyures are as given by Oltomar Haupt {London : Effingham, Wilson & Co., 1892, p. 160).
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History of Indian Currency and Banking

turbances the field for the investment of English capital had
become considerably restricted. And, as a way of getting a living,
capital investment was an important resource to the English
people.

To mend such a situation there were convened one after
another three International Monetary Conferences to establish a
bimetallic par between gold and silver. The first International
Monctary Conference was convened at Paris in the year 1878 at
the invitation of the United States. The second met at the same
place in 1881 at the joint call of France and the United States.
The third and the Iast assembled by the wish of United States in
Brussels during the year 1892,

From the gravity of the situation nothing could have been
more natural than to expect these Conferences to fructify intc
an agreement upon the consummation of the project for which
they were called into being. Bur, far from reaching any agree-
ment, the deliberations of these Conferences proved to be entirely
futile. Only the second Conference showed any sign of agreement.
The first and the third marked a strong deviation in the opposite
direction. The advance, if any, that was made, as a result of
these deliberations, was summed up in the pious opinion that it
was necessary to retain and enlarge the monetary use of silver.
But so weak on the whole was the response that practice failed
to testify as to the sincerity of this solemn declaration.

The reasons for the failure of these Conferences to reach a
bimetallic agreement have not been properly understood. One
cannot read the debates on bimetallism at these Cofiferences with-
out observing that the opposing parties approached the subject
with different objectives. To ane the principal objective was the
maintenance of a stable ratio of exchange between gold and silver
irrespective of the question whether one or both remained in
circulation; to the other it was the maintenance of the two metals
in concurrent circulation. As a consequence of this difference
in the lines of their approdch an agreement on a bimetallic project
became wellnigh impossible.

The workability of bimetallism in the sense of maintaining 2
stable ratio between gold and silver is necessarily an indefinite
proposition. Nonetheless, it cannot be said, if the debates at
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History of Indian Currency and Banking

Marshall, consisting of paper based on a linked bar of gold and
silver in certain fixed proportions,* having the object of convert-
ing this “ecither-metallism” into double-metallism. But such
schemes apart, the free-mintage-cum-fixed-ratio plan of bimetal .
lism gave no guarantee against alternation in the circulation.
Indeed, under that plan the alternation is the very soul of the
mechanism which keeps the ratio from being disturbed. The only
thing the bimetallists could say in mitigation of this was that!
the alternation in currency would confine itself to bank reserves
and would nor be extended to the pockets of the people, This
was only an eyewash,f for how could the banks arrange their
reserves except in conformity with the prejudices of the people?
Even international agreement to use gold and silver at a fixed
ratio was no guarantee that this concurrent circulation would be
maintained. Stability of ratio did depend to a large extent upon
an international agreement, for, although it could be maintained
by the action of one nation, the deviations of the ratio in that case
would probably be greater. But mere international agreement
has no virtue of itself to prevent one metal driving out the other.
To suppose that Gresham’s Law is powerless under international
agreement is a gross mistake. Gresham’s Law is governed by
the relative production of the two metals to the total currency
needs of the movement. Supposing the production of one metd
relatively to the other was so enormous as to more than saffice
for the currency needs, how could international agreement
prevent the former from driving the latter entirely out of circula-
tion # On the other hand, international agreement, far from
discouraging, would encourage the procéss.

In adopting bimetallism, therefore, the nations had to make
a chaice between a stable ratio and a concurrent circulation, for

* Cf. Contemporary Rertew for March, 1887. It is imnteresnng to nofe that essen-
tully the same plan was suggested 115 years before Prof. Marshall by James Stewast
when lus adwice was sought Ly the East India Company as 1o the method of reforming
the then chaotic currency of Bengal.  He refrained from pressing it upon the Company
because he thought “mankind were not all philosophers.™ CE his Prnesples of Money
as applied o the Present State of the Cop of Besgal (3nd Edwion, 1772), pp. &1h
cf. also Willam Ward, On Monetary Derangements, 1 a Legrer addressed to 15
Proprictors of Bank Stock, Yondon, 1840, p. 8.

§ CL Prof, Foxwell, Oxford Econorie Review, 1893, Vol 11, p. 297.

1 Ch the reply by Prof. Camnas, s6d, p. 457,
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History of Indian Currency and Banking

truly said, waxed and waned with the changes in the volume of .
their gold reserves® In 1878, the United States took the Iead in
calling the Conference because the working of the Bland Allison
Act checked the inflow of gold necessary for its cash payments.
Germany was indifferent because she had enough gold and was
confident of selling off her demonetized silver without loss. In
1881 France and Germany showed more anxiety for reform be-
cause the former had lost all her gold and the latter was unable to
palm off her silver. By 1892 none was so poorly supplied with
gold as was the United States, largely as a result of a reckless
policy which did her harm without doing good to anyone else,
and she was therefore left alone to support the cause of silver.

Possessed as almost every Government was by this prejudice
for gold, it was not an ineradicable prejudice. 'What the countries
wanted was a lead from an influential nation. Throughout the
debates at these Conferences one thing stood out very clearly. If
England could have brought herself to adopt a bimetallic system,
others, like sheep, would have followed suit. But she was too
much wedded to her system to make a change, with the result
that bimetallism, as a way out of the currency difficulties, became
a dead project. The vanishing of the prospect of re-establishing
the bimetallic system as a result of her obstinacy was a small
matter to the European countries: They had virtually made gold,
the international form of money, as the basis of their currency,’
and were therefore quite indifferent as to the issue ; but it was 2
terrible blow to the hopes of India. After the proposal of 1878
had been turned down, bimetallism was considered by the Gov-
ernment of India as the remedy, and its advent looked forward
to for salvation. It is true that in the beginning of bimetallic
discussions the attitude of the Indian Government was rather

h;kewarm.. In a despatch dated June 10, 1881+ to the Secretary
:)Hv%a:lc, 1t was revealed that the Government of the time was
ide

dh in :its opinion regarding the merits of bimetallism. The
ceroy and another member of Council refused their support on
the ground that bimetallism was unsound in principle,} and even
the majority who thought differently on this aspect c;f the ques-
*Cr. T# of ¢ ; ; onn
Jrece f 1658, C. 5225 of 1ot 7w s, el Moty Con
PPPC. 3229 of 1852, p B3 erseg. T3 pu 3T
130 o
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History of Indian Currency and Banking
t
nations that Britain was not taking her share in the matter of
rehabilitating silver.* This was not the only advantagc‘exmcd
from a country bound to obey. On the one hand it restrained the
Government of India from taking any independent line of action
in the matter of currency reform, and on the other such means
as were calculated to make good the losses which arose from a
depreciating currency were subjected to Parliamentary censure.
The House of Commons was twice moved, once in 1877 and
again in 1879, to resolve that the Government of India should
lower its tariff, ostensibly in the interest of free trade, but really in
the interests of relief to the depressed condition of Lancashire.
The consequence was that the Government could not tap one
important source of its revenue in times of its greatest adversity.
The only adequate recompense, the British authorities could have
made to a Government so completely paralysed by their dicta-
tions, and of whose interests they so loudly claimed to be _ﬂlc
lawful trustees, was to have consented to join the bimetallic union,
the consummation of which only waited upon their grace. But
as is well known, they did nothing of the kind, so that, after’a
period of enforced waiting and by no means unavoidable suffer-

ing, the Government of India, at the end of 1893, found itself just
where it was at the beginning of 1878.

Like all common-sense people who pray and yet do not fail
to keep their powder dry, this interval was utilized by the silver-
ridden countries, with the exception of the United States, in
strengthening their gold basis no less than in ‘attending the
deliberation of the Monetary Conferences on the amusing plans
for extending the use of silver.t Mr. Goschen, at the Conference
of 1878, had quite philosophically remarked that States feared o
cmp%oy silver because of its depreciation, and the depreciation
continued because the States feared to employ it. Now, if the
first part of the diagnasis was correct, we should have found the

States seriously engaged in the task of rehabilitating silver when
- ;Cf« the speech of M. Goschen at the International Monetary Conference of 1878
: ird Session.  Report of the American Delegates, Senate Exccutise Document, No. 58,
orty-fifth Congress, Thud Sesslon, Washington, 1879, pp. 50-52.

1 tCL for the vancty of plans suggested at the Conferences The Report of #he

4 E:;;ﬂfdn Delegates 5o the International Morctary Conference of 1892, Washungtod,
e
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History of Indian Currency and Banking )
the country. If it had been adopted in 1878, all the subsequer;t,
additions to the currency would have been in gold, with the result
that by 1893 the proportion of gold to silver would have be'cg
large cnough to have endowed the whole currency system gvxt
the desired stability in relation to countries on a purely gold basis.
In 1893 the mass of silver currency had grown to enormous pro-
portions, so that it looked certain that it would take decades before

the stoppage of silver coinage could make the rupee a stable and
secure form of currency,

The plans showing a way out of an tmpasse such as this were
legion. One was the issue of heavier rupees* The second was
to make silver limited legal tender and to authorize the Secretary
of State to sell in London gold or silver Indian stock to the extent
of his gold payments, to be liquidated by the Government of India
by the issue_of unlimited legal-tender notes called “bons.”t The
third was that England and India should, as between them, adopt

a bimetallic standard on 2 new basis, T or to admit the rupec as
full legal tender in the United Kingdom.§ The fourth was to
regulate the opening and closing of Mints to coinage on the basis
of deviations of actual exchange rates from the rate of exchange
fised at the opening of each vear for the Council drafts of the
Sceretary of State.  Under this scheme, so long as the actual rate
did not exceed the fixed rate by less than 5 per cent., the free
comage of silver was 10 be suspended. § The fifth was to provide

tad 4z ir s, does not call for
e propel,

w0 costly a remedy ;
The sabstitution of 3 rold for 2 s
most exteodve and sostly opeeation, bur to sefuse
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bt for rupess a1 1 tixed rate, there would be introduced 1ngo Tndia the Bimetallic
Bslem provaing in T fance, and a change 1 the cagency vould be gradusily intro-
duad, At £rr v 5old would be broughe 10 be coined, but as the sucpenre of P
#unaze of sileer apesated 10 paise the salue of the rupees in exutence 1o the par value
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Brodghs 1 e Mint, and vonld find o WA o oirculaton, The procass would be
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History of Indian Currency and Banking

mittce. They were said to be defective in one important par-
ticular, and that was the absence of due recognition of the
necessity of a gold reserve for the maintenance of the value of the
rupce.  Many people felt doubtful of the success of the proposals
unless backed by an adequate gold reserve. But the Herschell
Committee, after an extended investigation into the working of
the corrency systems of different countries, reported™ —
. “It is impossible . . . 1o review foreign systems of CUFFENCY:
without feehing that, howeser admirable may be the precautions
,of our own {English] currency system, other nations have adopted
different systems which appear to have worked witheut difficulty,
~and enabled them to maintain for their respective currencies a .
‘wold standasd and a substantial parity of exchange with the gold-
B0 N D3l panty 5 .
using countries of the world
with little or no gold, ‘The Committee, therefore, was completely
satishied with the proposals of the Government of India, and not,
only sanctioned their adoption, T but added, by way of introducing
a modification in them, that
. “The closing of the Mifts against the free coinage of silser
.#should be accompanicd by an announcement that, though clawsl
L ° the pgbizc, zi:f_:y will be used by the Government for the
. toinmage of rupees in cxchange for gold at a ratio o be then m:ifg
) sy b 4d, per rupee, and that at the Government Treasuries 1;?:‘3
- wall be teceived in satisfaction of public dues al the same atie §
"Xb(:{f: recommendations were caried inte effect on Juns ;63
T3, which furms as great a Ladmark in the history of Judian
crTenty i _dm the year 1835, Ou thar date were pramulgat
eng Beaishative ensetiuent and three exeentive notilications, 10~
;;:cfhcr ealalated 0 sceomplish the object in viow. The Ad
YUY oF 1803 svas only i repeating A T vadeo] o
MY 2 oreprain g Act Tt repealed i
| e I ey > - a
() The fudian Colnane A, XXIH of 1850,

o M - - - s . ¢ -

Seeirers 19 v 20 thenk z:z-:iusm:}, regquTing the st
Matars woceln all silver brougls to thewr Minss for
Coanes

- (SR
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History of Indian Currency and Banking

. . 2 4
gold, or sovereigns or half-sovereigns at the rate of 15 rupees 3%
7 rupees 8 annas respectively.

To give effect to the second modification ir}troduccc.i by .&;’:
Herschell Committee, there was issued a third Notificauos,
No. 2662, to the effect that

“The Governor-General in Council hetgby announces ‘1“2‘;
until further orders, gold coins and gold bullion will be Iewm.
by the Mint Masters of the Calcutta and Bombay Mmtf ;?.1 i
tively, in eschange for Government rupees, at tlzc rate of /2 ™
grs. troy of fine gold for one rupee on the following ronditons? 1

{

(1) Such coins or bullion must be fit for coinage.

(2) The quantity tendered at one time must not be Jess haa
56 tolas. ;

o

(3) A charge of onefourth per mille will be mad:d‘-“;1 ti‘;
gold coin or bullion which is melted or cut so as to rence
same fit for receipt into the Mint,

(4) The Mint Master, on receipt of gold coin or bullion g‘i
the Mint, shall grant to the proprietor a receipt which shall ‘“l .
hum to a cernficate from the Mint and Assay Masters fo{m o
amount of the rupees to be given in exchange for such o «
bullion payable at the General (Reserve) Treasury, Cﬂlc“mmi
Bombay. Such certificates shall be payable at the Geeel
Treasury after such lapse of time from the issue thereof 48
Comptroller-General may fix, from time to time.”

Before the policy adumbrated by these measures was Cm@
to completion there came up a move for the undoing of it ne
the failure of the International Monetary Conference of 1892 ¢
United States and France, two countries most heavily b“fdcﬁ- .
with an overvalued stock of silver, opened negotiation with m‘.
Britsh Government, asking the latter to agree to certain con“’
ticns on the grant of which they were to open their Mints to 1

¢¢ colnage of silver ar the ratio of 15%4 tw 1. These condition?
inctuded +#

L

. ) ] ) § ¢
(1) Opening of the Indian Mints, which had been closed !
tac tree coinage of silver, and an undertaking not o make 5
legal tender in India.

3 &3 PR . . i
. &) Plucing onc-fifth of the builion in the Issue Departm®
b the Bank of England in silver.

E X oy i

. C; CEopiling pupetag Ge Pl sa Coseosy made by tbe 5598
e RUN 3 63 N v g op o @ -

Sedugh Gt e Klded Snten, PR EL6T of 1337, . 3
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History of Indian Currency and Banking

in France and being altered to the French ratio of 15% to 1 in
the United States, Jadia is 10 open her Mints to silver 1o
keep them closed to gold, and to undertake not to make gold
legal tender.  France and the United States wanld thus be
bimetallic; India would be monometallic (silver); whilst most
of the other important countries of the woild would be
monaometallic (gold).

* * # #* L

“The first result of the suggested measures, if they even
temporarily succeed 1n their object, would be an immense dis-
turbance of Indian trade and indusuy, by the sudden rise from
about 16d. to about 23d. the rupee. Such a rise is enough to kill
our export trade, for the time at least . . . such an arrangement
as is proposed is an infinitely more serious question for India than
for ecither of the other two countries, for it seems clear that
practically the whole risk of disaster from failure would fall on
India alone.  What would happen in cach 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 be admutted 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 suffer great
loss.  But it is inconceivable that precautions would not be takep,
at all events, so scon as the danger of the depletion of the gold
reserves manifested itself, and, therefore, it is probable that no
partfcular change would take place 10 the monetary system of
France or the United States, the only efect 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 be borne by India. Here the
rupee would rise with great swiftness, it would keep steady for a
time, and then, when the collapse came, it would fall headlong.
What course could we then adopt to prevent the fluctuation of
the exchange value of our standard of value wita the fluctuations
in the price of slver 7 We do not think that any remedy would
be open to us, for if the Indian Mints were reopened to silver now,
it would . ., be practically impossible for the Government of
India to close them again, and even if they were closed it would
only be after very large additions had been made to the amount of
silver in circulation.”

Bur soon after it had refused to be diverted from the goal it
had placed before itself, namely the introduction of a gold stan-
dard, it was faced with a crucial problem in its existing monetary
arrangements. The rupee stock, the addition to which was

140
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»

proposed by the Government of India. In their despatch dated
March 8, 1898,* they argued :— .o

<. "Qur present intention is rather to trust to the automatic
operations of trade.  The amount of coin required for the nceds
22 of commerce increases every year: and as we print no increase in
- the amount of silver comn, we may reasonably expect that the effect
% of the increasing demand for cotn will raise exchange to a point

at which gold will flow into the country, and remain in cireulation.
. The position will thus become stronger and stronger as time goes
on, but at the beginning at least, gold wall not be in circulaton in
the country to more than the extent pecessary to sccure stability
of exchange. The mass of the circulation will be a silver
circulation, maintined at an appreoated value-(just as ir i3 at
present), and we can be content to sce gold coin remmin litde
more than a margin, retained in circulation by the fact that its
remitance out of the country could create a scarcity of coin which
would have the effidet of raising the exchange value of the silver
rupee in such manner as to bring it back, or, at the very best,
stop the onuward current of remittance.  We shall have awained
a gold standard under conditions not dissimilar from those
prevailing in France, though not a gold circulation in the English
sense 3 and this last may possibly not be necessary at all.”

*y

Lyl

-

Besides expanding the currency through the use of gold,
there was also another mode of effecting the same object. It was
urged that this increase of currency might as well take place by
Government coining rupees whencever there arose a nced for ad-
ditional currency.s Though the Mints were closed, the Govern-
ment, by Notification No. 2662, had undertaken to give rupees
to anyone desiring to have them at the rate of 75334 grs. troy
of fine gold per rupee.t The Government had only to give
effect to that notification to augment the currency ta any extent
desired. Prominent in the advocacy of this plan of expanding the
.currency were Mr. Probyn and Mr. A. M. Lindsay. Both claim-
ed that the plan of the Government of India was defective be-
cause, although it provided for the expansion of currency by
making gold legal tender, it made the rupee entirely inconverti-
ble, and thereby likely to defeat the policy of stabilizing its ex-
change value.  On the other hand, they deemed their plans to
be superior to thar of the Government of India because they

m:gmfg:fsg?n:ggcogc?gznﬁ :3hc Proposals on Currency made by the Govern-
¥ See sapra, -
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History of Indian Currency and Banking
The London Office was to be kept in funds to meet drafts drawn

on jt—

(1) by borrowing in gold to the extent of five or ten million
sterling ; )

(2) by the receipts realized by the sale of drafts on India ;

(3) by the receipts realized by the sale of silver bullion in
rupee melted down;* and

(4) when necessary, by further gold borrowing. )

The Indian Gold Standard Office was to be kept in funds to
meet the drafts drawn on them—

(1) by the receipts realized by the sale of drafts on London ;
and

(2) by the coinage when necessary of new rupees from
bullion, purchased by the London Gold Standard Office and sent
to India.

The principal point of difference between the scheme of
currency advocated by the Government of India on the one hand
and that put forth by Messrs. Probyn and Lindsay consisted in the
fact that the former proposed to establish a gold standard wizk 2
gold currency , while the latter proposed to establish a gold stand-
>:ud without a gold currency.

To adjudicate upon the relative merits of a gold standard
with 2 gold currency and a gold standard without a gold currency,
the Secretary of State appointed another departmental Com-
mittee, under the chairmanship of Sir Henry Fowler. After
taking a mass of important evidence, the Committee observedt :—
T 350, On this scheme [of Mr. Probyn] we remark that,

while bullion may be regarded as the international medium of
exchange, there is no precedent for its permanent adoption for
purposes of internal currency; nor does it accord with cither
European or Indian usage that the standard metal should~not
pass from hand to hand in the convenient form of current coift.
No real support for such a scheme is to be drawn from the purely

temporary provisions of ‘Peel’s Act’ of 1819, whereby, for 2
Yimited period, the Bank of England, as a first step to the resump-

*r. Lindsay contemplated that when the demand for gold drafts on Londen
became ro great as to ind.cate the necessity, the volume of the rupee currency should
be contracted by melang down the rupess and sellng the silver for gold to ke deposited
in the London “Gold Standard” Office.

$ Report of the Compmuutee 2 I
e ppomted to wquire into the Indian Currency, P. P
C. 5300 of 1899, p. 15, y:
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History of Indian Currency and Banking

“take the necessasy steps for making the British sovereign a
fegal tender and a current coin, and make preparations for the
comage of gold under the conditions suggested by the Com-
mittee. ”

The first recommendation of the Commitee was given
effect to by the Government passing an Act commonly called
the Indian Coinage and Paper Currency Act (XXII) of 1899.
That Act made the sovereign and half-sovereign legal tender
throughout India at the rate of Rs. 15 and Rs. 7% respectively,
and authorized the issue of currency notes in exchange for them.

Along with placifig the Indian currency on a gold basis, the
Government was anxious to open a Mint for the free coinage of
gold. But as the coin to be issued from the Mint was the English
“sovereign” the Government of India was entirely in the hands
of the British Treasury. According to the provisions of the
English Coinage Act of 1870, it was necessary to issue a Royal
Proclamation in order to constitute an Indian Mint a branch of
the Royal Mint, a matter entirely dependent on the consent of
the Treasury. It was the intention of the Government of India
to announce the Proclamation simultaneously with the passing
of the Act making the sovereign legal tender. Indeed it held
back the legislation pending the arrival of the Proclamation*
and proceeded with it reluctantly when it was advised that there
was likely to be “some further delay over the Proclamation
owing to legal and technical questions.” The objections raised
by the Treasury, though merely technical, at first seemed to be
quite insuperable,i and had it not been for the conciliatory at-
titude of the India Office the negotiations would have broken
down. But the Treasury was not willing to give the project a
chance. Just when a compromise was arrived at on the technical
side of the question, the Treasury turned round and raised the
question whether a Mint for gold coinage was at all necessary in
India. The Treasury argued :— -

“While expressing their satisfaction that an agreement has
now been reached, my Lords think it desirable, before practical
steps are taken 1o carry out the scheme, to invite Lord George
~Lamilton to review the arguments originally advanced in_favour

*CL. the speech of the Hon. Mr, Dawkins on
Curreacy Bill, dated Scptember 8, 1899,

1 CE H. of C. Return 495 of 1913, p. 14.
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History of Indian Currency anﬁ Eanktng J

The anxiety displayed by the Government. was Anﬂf,r;thWj;
ever, on account of the want of a gold Mint. 'h’ldc&d,‘ 50 sl_lght‘,
was its faith in the necessity of it that in view of the'opposition,
of the Treasury it gracefully consented to drop the P¥OP°5%1' {
What troubled it most was the peculiar position of the rupee in-

"the new system of currency. Throughout the dcgpatfzh' of the,
Government of India there ran a strain of regret t‘h;%t' i could .
not see its way to demonetize the rupee and to assimilate the
Indian currency to that prevailing in England. A gcr{cral per-
usal of the despatch leaves the impression that though it recom--,
mended the assimilation of the Indian currency to that of France
and the United States, it did so not because it thought that their
systems furnished the bést model, but because it believed that. a

- better one was not within reach. Having regard to the accepted :
view of the French and the United States currency systems, it was
natural that the Government of India did not feel very jubilant.
about its own. According to that view of the currency systems
of these two countries, the position of the five-franc piece and.
the silver dollar has always been presented as being- very anoma-
lous. Even so great an authority as Prof. Pierson was unable to
assign them a place intelligible in.the orthodox scheme of classify-

“ing different forms~ of money*~ In a well-ordered system,
of gold standard of the orthodox type, gold is the only metal
freely -coined and the only one metal having full legal-tender

- _power ;, silver, though coined, is coined only on Government.
_-account in limited amounts, and being of less intrinsic value than
" its nominal value, is a limited legal tender. The former type of
- coins are called standard coins and ‘the latter subsidiary coins,
. and the two together make up, the ideal of a monometallic gold

" standard such as has been established in England since.1816. In

" a scheme of things like this, writers have found it difficult to_ fit
in the dollar or the five-franc piece. Their peculiarity consists
.in the fact that although their. intrinsic value is less than their:
- pominal valde they Have been inconvertible and are also unlimit=
ed legal tender. It is owing to this anomaly that the title-of gold
standard has been refused to the American and French currency

_ ®CE. Principles_of Economics; Vel. I, p.: 563, ”
148 ‘
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History of Indian Currency and Banking

nate is convertible into gold, while the fivefranc piece is not,
the reply is that the comparison must be made with the fiduciary
notes of the Bank of England. Those notes are practically incon-
vertible. For, at any given time, with the gold the Bank of Eng-
land has in its Issue Department the fiduciary portion of the notes
remains uncovered, and may, therefore, be regarded as inconvert-
ible as the delimited issue of the five francs. But even if it is in-
sisted that the fiduciary notes cannot be regarded as inconvert-
ible as the fivefranc pieces, it must be pointed out that the
similarity of the two is not to be determined by considerations of
convertibility or inconvestibility. The attribute of convertibility
with which the fiduciary notes of the Bank of England are
endowed is a superfluous attribute which in no way improves
their position as compared with the fivefranc pieces. What
makes them indentical is the fact that they are both subjected to
a fixed limit of issue. Thus viewed, the French limping stand-
ard and the English gold standard are nocthing but two different
flustrations of the “ currency principle ” ia so far as a fixed limit

of issue on a fduciary currency is a cardinal feature of that
principle.

Not only is the French monetary system identical with the
English in its organization, but the design in both cases was
identical. In the controversy which raged over the Bank Charter
Act of 1844, the motives of Lord Overstone were not quite clearly
grasped by his opponents of the banking scheol of thought.
Lord Overstone was not very much interested in providing a
method for preventing the depreciation of the note issue, as his
opponents thought him to be. His supreme concern was to pre-
vent gold disappearing from circulation. Starting from a chain
of reasoning the solidity of which can hardly be said to be open to
question, he came to the conclusion that gold would be driven out
of circulation by an increase in the issue of notes. To keep gold in
circulation the only remedy was to put a limit on the issue of

notes, and this was the purpose of the Bank Charter Act of 1844.
Now, precisely the same was the object of France in suspending
the coinage of silver. As has already been pointed out, owing to
thg fall in the value of silver after 1873, gold was being rapidly
driven out of circulation by the substitution of this depreciated
150 .
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CHAPTER V

FROM A GOLD STANDARD TO A GOLD
EXCHANGE STANDARD

For once it seemed that the problem of a depreciating rupee
was satisfactorily solved. The anxieties and difficulties that ex-
tended over a long period of a quarter of a century could not but
have been fully compensated by the adoption of a remedy like
the one described in the last chapter. But by an unkind turn of
events, the system originally contemplated failed to come_info
being. In its place there grew up a system of currency in 'Indxa
which was in every way the very reverse of it. Some thirteen
years after legislative sanction had been given to the rccommcgd-'
ations of the Fowler Committee, the Chamberlain Commission
on Indian Finance and Currency reported that

“in spite of the fact the Government adopted and intended to

; carry out the recommendations of_ the Committee of 1898, the
‘¢ Indian currency system to-day differs considerably from that
. - contemplated by the Commuttes, whilst the mechanism for

maintaining the exchange has some important features in com-
. mon with the suggestions made to the Committee by Mr. A. M.

Lindsay.”*

It will be recalled? that in Mr. Lindsay’s scheme Indian
currency was to be entirely a rupee currency ; the Government
was to give rupees in every case in return for gold, and gold for
rupees only in case of foreign remittances. The scheme was to
be worked through the instrumentality of two offices, one locat-
ed in London and the other located in India, the former to sell
drafts on the latter when rupees where wanted and the latter to
scll drafts on the former when gold was wanted, Surprisingly
similar is the system prevailing in India to-day. Corresponding
to Mr. Lindsay’s proposals, which, be it noted, were rejected in
1898, the Government of India has built up two reserves, one of
gold and the other of rupees, out of the, cash balances, the paper

* Report, P. . Cd. 7068 of 1913, p. 13. -
§ See Chap. IV, supra.
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The History of Indian-Currency and, Banking

as suggested by Mr. Lindsay, when rupees are wanted n India
the Secretary of State sells what are callcd‘“Coungﬂ Exll§, ,;encashp
able into rupees at the Government Treasuries in Indng, thereby
providing the rupee currency in India. When gold is \s{:}p}:(j |
the Government of India sells what are called “Reverse. Councils™
on the home Treasury in London, which are encashed by the
Secretary of State, thereby providing gold for. foreign remit-
tances. The result of the sale of “Council Bills”.and of the
“Reserve Councils” on the two funds has been to transform the
Indian currency from being a gold standard with a gold currency,
as desired by the Fowler Committee, into what is called a gold
standard without a gold currency, as wished for by Mr. Lindsay.

This system which has grown up in place, of the system
_originally contémplated by the Government of India is called the
gold-exchange standard. Whatever that designation may mean
it'was not the plan originally contemplated by the Government
of India in 1898. How the departure came about we shall deal
~ with in another place.” Here it is enough to state—one may also
say necessary, for many writers seem to have fallen into an error.
" on this. point—2hat the Government did not start to-establish
- a gold-exchange standard. Rather it was contemplating the
- .establishing of a true ‘gold standard, which, however inadequately
understood by the men who framed it, was in essential agree-
.- mient ‘With "the- principles ‘governing the English Bank Charter
Actof 1844, ;- v '

.

.. What are we t0 say about the new system ? The Chamber-
‘lain Commission, while reporting that there .was a departure
from the ideal of a gold standard” with- a gold currency,
R BRI R

} ““But to state there has been this departure is by no means to

-, ai ‘ co'nd’emx'z the action taken, or d’chsystgmlactual{j in ‘foxcc. . ,.,*
.7 Now why.not? _.Ts not .the system ‘the same as that
proposed by, the’ Goyernment in India in 1878 andcondemned
> by the. Committee of 18792 It is true the arguments urged

. -agawnst that plan:by the' Committee of 1879 were not of much
§ Wﬂ_ght.'f‘ - Nonetheless _the  plan “was essentially’ "unsound.

7 “Reportypar. 46, -
o L o

: 1 See mprz;,, Chap, T~
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The History of Indian Currency and Barking

legal tender. In so far, therefore, as the plan did not provide
for controlling the valume of rupees it was subversive of the gold
standard it had in view. .

The only difference between this plan of 1878 and the system
now in operation m India is that under the former the Mints
were open to the public, while under the latter they are optn
to the Government alone. In other words, in the one case
rupees were coined on behalf of the public, and in the other they
are being coined on behalf of the Government. It is not to be™
supposed that the plan of closing the Mints to the public was
not thought of by the Government in 1878. On the other hand,
the Government of India had then considered the feasibility of
taking over into its hands the coinage of rupees, and had rejected
it on some very excellent grounds. In their despatch outlining
the scheme the Government of the day observed :—

“48. The first point to be guarded in attempting to carsy
out the proposed change, is to provide for complete freedom for
any expansion of the currency which the trade requirements of
the country demand. This, we think, could net be properly
secured if the Mints were wholly closed for the coining of silver
for the public. If this measure were adopted, the responsibility
for supplying the silver demand would be thrown on the Govern-
ment, and in the present position of the market for gold and
tsﬁlxlvcr bullion in India it would not be possible to accept such a

ury.

*49. What might at first sight appear the simplest, and
therefore the best way of allowing for the expansion of the
Indian silver currency with a gold standard, would be for the
Government to undertake to give silver coin in exchange for gold
coin 1 ail comers, at the rates fixed by the new system, and to
open the Mints for the coinage of gold, while they were closed
for sther.  But in the absence of any supply of silver in India
from which to obwin the necessary material for coinage, such an
cbligation could not be accepted, without imvolving the Govern-

. ment in complicated transactions in the purchase and storing of
bullion which it would be very inexpedient to enter on.”

. With these reasons, interesting in so far as they were prophetic
of the scandals connected with the recent silver purchases by the
India Offics,* we are not directly concerned.  What is of
maportance is whether this difference in the mode of issue makes

* See PUO406D of (512,
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The History of Indian Currency,and Banking

1

1ssue of rupees which could not have been possible had the Mints
remained open to the public in general, the reply is that this will
to limit could be effective only if the Government had the power
to refuse to issue. Central banks limit their ‘currencies so far
as will is concerned, because they are.not obligated to issue to
anyone and every one. But the position of the Government of
India is lamentably weak m this resécgt. Tt is bound to issue
currency when asked for. It is tryfe that every issue does not
involve a net'addition to the existing volume of currency ; for a
portion of the new issue is a re-isjue of what is returned from
circulation. Nonetheless, it cannpt be said that the Govern-
.ment by reason of its monopoly has put an effective limit on the
volume of rupee currency. On the other hand, having no escape
from the liability to issue currency, the exercise of this cherished
privilege has recoiled on the Gbvernment, so much so that this
monopoly of issue, instead of /strengthening the positdon of the
Government, has weakened it considerably.* The view of the
Chamberlain Commissiont /

“ that while the Gov cmx,.'hent are very large dealers in the exchange
market, they are not monopolists (1) and 1t scems doubtful if
they could successfully stand out for any such [fixed minimum
rate] at all tdmes ofﬁ‘thc year,”
is therefore interesting ag a confession that the closing of the
Mints has not had the virtue of so limiting the coinage of rupees
as to enable the Government to dictate ar all times the price of
the rupee, which none But it alone can manufacture.

i

Thus the present standard is different from the standard
proposed in 1878 only 1n name. If this one is characterized by
the adoption of the rdte of exchange as an index for regulating
the volume of curregey, the same must be said of the former.
But, as Mr. Hawtrgy remarks,i whatever means are adopted
for the manipulation of the currency, - -

“the value of the rupee will be determined by the quantity in
arcolation, f

* The danger mmi\ud m this iodefimie hability 1o issue rupee currency was
recogmized by the Smu[h Currency Commuttce of 1919, which recommended thar thus

obligaticn shoul i i
dm’i m‘n skould be ynthdrawn.,  Ses Report, par. 68,  Of course its motive wes

I3
1 Revort, par. 182,
{ Curreney a:zii Credut, 1919, p. 341,

158
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The History of Indian Currency and Banking

“the Government sells drafts against jts foreign gold credit
(i.c. its gold reserve), when money at home is relatively redundant,
as evidenced by exchange having reached the gold export point.
Thereby it relieves the redundancy through the withdrawing from
circulation and locking up the local money received in payment
for the drafts. Under the practice of holding forcign bills to
protect the money market, the central bank sells its foreign bulls,
when money at home is relatvely scarce, as means of securing
gold for importation or preventing its exportation. In the
former case, the sale of drafts takes the place of an expartation
of gold, and the resulong withdrawal of local monpey from
circulation is 1 essentials an exportation; in the latter case the
sale of the drafts abroad is part of a process for securing gold
for importation, or for preventing its exportation.”

The Indian currency system therefore bears no analogy to
the European currency systems, as Mr. Keynes would have us
believe. But if a parallel is needed, then the true parallel to the
Indian system of currency is that system which prevailed in
England during the Bank Suspension 'period (1797-1821). The
fundamental likeness between the two systems becomes quite
unmisFakable if we keep aside for the moment the remittance
operations of the Government of India and thé Secretary of
State, which becloud -thc true features of the Indian currency
system. If we tear dus. veil and take a close view, the following
appear to be the prominent features of the Indian system :—

., *(1) The gold sovereign is full legal tender. ~
. (2) The silver rupee is also full legal tender.
% (3) The Government undertakes to give rupees for

sovercigns, but does not undertake to give sovereigns for rupees,
. e the rupee is an inconvertible currency unlimited in issue.

=, Turning to the English sy £ i !

Q stem of currency dur: d

. of the Bank Suspension, we find :— Frency during the peri
(1) The gold sovereign was full legal tender. -

(2) The paper notes of the Bank of England circul ,

ted as

mon(:;r of general acceptability by common cust%m if nlc:t ‘I;; IZW. *
(3) The Bank of England undertook to give

he B g notes fi id

or mercantile bills or any other kind of good gclluivalent, gfltggid

not give gold for notes, ie. th 1
{ , 1.e. the notes formed an inco i
currency unhmited in issue, avertble

.y

Fonge

* Cf Andreades, Hhistors of Bink of England, p 198,
{41]
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The History of Indian Currency and Banking

how severe must be the obligations as to convertibility in order
to prevent prudent management of currency from degenerating
into an Imprudent management resulting in over-issue.  If
therefore, it is true that in countries having a convertible currency
the affairs were so prudently managed that when specie left the
country the paper money not only did not increase to take its
place, but actually diminished, and that usually by a greater
absolute amount than the gold currency, it was because the
obligations as to convertibility were those of “effective absolute
immediate convertibility,”  We can now appreciate why
Prof. Sumner said t that

“ convertibility in the currency is like conscientiousness in 2 man:

it has many grades and is valuable in proportion as it is strict

and pure.”
That being so, it would be foolish to assume that we are immune
from the consequences of an inconvertible currency until we
know what is the grade of the convertibility that is provided.
Now, what is the character of the convertibility of the rupee in
India? It is a deferred, delegalized, delocalized, and therefore
2 devitalized kind of convertibility. Indeed, really speaking it is
not a convertibility, but rather it is a moratorium which is a
negation of convertibility, for what does the provision for con-
vertibility for foreign remittances mean in practice ? It simply
means that #nzil a fall of exchange takes place there is a2 mora-
torium or inconvertibility in respect of the rupece. Not only is
there a moratorium as long as exchange does not fall, bur there is
no guarantee that the moratorium will be lifted when a fall does
occur. It may not be lifted, for it is a matter of conscience and
not of law.¥  Is such a grade of convertibility, if one has a
. p}-gddcctxon for that term, very far removed from the inconverti-
bility of the bank notes during the suspension period 7 Let

* “No single word can convey the full meanung,” i
8 P
War Finance, 2nd od., 1918, p  36. ys Prof Nicholoo

t A Hustory of Amencan Gurrency, New York, 1874, p. 116,

§ The Finance Member of the Viceroy’s Counctl, in his Financial Statement for
1908-0% (p. 23, ltalics not in the onginal), observed “—  “Had we complied with
the demand for”issues fof gold] without lumit, the whale available supply might
have bcen drawn off in a few weeks.... For these reasons we decided to stand by
our legal rights. . We are gaot bound to give soveriegns  in exchange for
rupees cxcept at our own convemence.! The currency offices were accordingly
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The History of Indian Currency and Banking

fiduciary currency well-nigh inconvertible, and also possessing
the quality of unlimited legal tender.

It needs no acute power of penetration to see that, so
interpreted, the existing currency system in India is the opposite
of the system outlined by the Government in 1898 and passed
by the Fowler Committee. The two are apposites of each other
for the same reason for which the Bank Charter Act was the
opposite of the Bank Suspension Act in England. Under both
the Acts the currency in England was a mixed currency, partly
gold and partly paper. The difference was that by the Bank
Suspension Act the issue of gold became limited and that of
paper unlimited, while under the Bank Charter Act the process
was reversed, so that the issue of paper became limited and that
of gold unlimited. A In the same manner, under the original
scheme of the Government of India, the issue of rupees was to
be limited and that of gold unlimited. Under the existing system

the issue of gold has become limited while that of rupee has
becorae unlimited.

* Was this an improvement on the plan originally contem-

- plated by the Government of India?  The only, objection to
that plan was that it made_ the rupee an inconvertible rupee.®
:But is convertibility such 2 necessary condition, and, if so, when ?
The idea that convertibility is necessary to maintain the value
a currency is, on the face of it, a preposterous idea. No one
wants the conversion of bananas into apples to maintain the value
_of bananas. Bananas maintain their value by reason of the
fact that there is a demand for them and their supply is
limited. There is no reason to suppose that currency forms an
exception to this rule.- Only we are more concerned to maintain
the value of currency at a stable level than we are of bananas
because currency forms a common measure of value. What is
wanted to maintain the value of currency, or of any other thing
for the matter of that, is an effective limit on its suppl;.
Convertibility is useful, not because it directly maintains the
value of a currency, which is nonsense, but because it has the
effect of putting a limit on the supply of currency. But con-

* Both Lindsay and Probyn had attached the plan of the Government of India

on this score, and had clamed that ther plans were su
CIior y
least provided some sort of convertbihty, ~ ? because they had at
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The History of Indian Ci){reﬁéy‘and. B‘ankiﬂng,'ﬂ‘l. .

as a sufficient limiting influence. When a standard of valuc is a .
convertible paper money the provisions as to reserve act as a check.
on its expansion. But -when a standard of value consists of a
money the value of which is greater than its cost and is incon-;
vertible, the currency must be said to be fraught with ‘the. fatal
facility of indefinite expansion, which is another name for depre;
ciation or rise of prices. It cannot, therefore, be said .that the
Bank Charter Act made no improvement on the Bank Restriction

“Act.  Indeed, it was a great improvement, for it substituted a_

currency far more liable to expansion. Now the rupee.is.a-
debased coin* inconvertible, and is unlimited legal tender. . As.
such, it belongs to that order of money which has inherent in it
the potentiality of indefinite expansion, i.e. depreciation and rise

- of prices:,- As a safeguard against this the better plan was no

doubt the one originally designed, namely of putting a limit-on’

. the. issue "of rupees, so:ds to make the Indian currency system’

- analogous to the English system governed by the Bank Charter

" examine the foundations of that standard from a fres
1like' to* admit this fact.

" - the “altering the denominations of the”

" there is in ninepence, should be

- obvicus as it would, have been had it taken the form of

Act of 1844.

]

., If there is any force.in the line of reasoning adopted above,
then it.1s ot casy to agree with the opinion entertained by the

"Chat'nb‘erla"m Commission of the Exchange Standard. Indeed;
it raises a query whether for all that the Commission said there -

is not somewhere some weakness in the system likely to bring
about its breakdown, Tt thierefore ' becomes incumbent 'to

h point

of view. .

|

T is difficult tor understand why some writers on Indian currency “do not

Cf. .the discussion on -Mr. Madan’ )
L ; , <us; : . ] s paper at the ‘annual
m’ccn:g of the Indian Econamxg Association (Indian Journal of Economics,Vol. i,
Parr' 4, Seal No. 12, p. 560)." Jt is trué the debasemént of! the rupee is not o
. ceatinuing the weight and
preserving the same fineness and. making it Jighter.. Bot, |
his Essay upon Mopey and Coins {Part II,-Chap. I, par. 8),‘;
coins, \‘Vltho\l.l making any alteration at the
o ashsluppis,mg mnepence, or as much silver ;{xs
] T : bz called a shilling,” is 4 mode of debasement not different’
‘,gr%m that “of the Jfupee, and is virwally' the same as the other two modes, of
_debasement. So viewed it is difficult 1o avoid | the conclusion " that th q‘f )
debased ¢oin, . e C ' ©reEaE s

466

making it baser, or of
+ as Hareis points out in

Mot or in the colns themsclves,™
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The History of Indian Currency and Banking
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History of Indian Currqnc:)_! ~and Banking

That the arrest in the fall of the rupee should have lifted
the burden from Indian finances was just as was expected to -
follow from the closure of the Mints. . Notwithstanding
important reductions in taxation and large expenditure of social:
utility; the annual budgets since the Mint closure have shown -

few deficits (see p. 171).  ~ H S

Now there is a2 tendency among some writers to interpret
these facts as unmistakable proofs of the soundness of the,

currency system. It is argued that if the trade of the country

has not received a setback,® and if the finances of the country.

“have improved, ! then’the implication is that the currency. of -
which such results can be predicated must be good. It'is nof,

necessary to. warn' students of currency that such easy views on’
thé soundness of -the currency system, however plausible,, are’

devoid- of the logic necessary: to carry conviction. ~ Trade no.

doubt. is dépendent on -good money, but the growth of trade,

“is not a conclusive proof that the money is good. It should -
" be noted, that during the periods of debased coinages so common
_at*oné time the social misery and nuisance arising therefrom
were intolerable, yet during the same periods it was possible

- for.countries to make great advance in trade. Speaking of
“seventeenth-century England, when that country was afflicted
 with debased and constantly changing coinage and when there
- was, besides, ‘2’ long period :of civil war and confusion, Lord
Liverpocl, "'who was above all. statesmen of his day most alive

to the evils of a bad currency, remarks :—

M "k C . - - .

. 3 . It is certain, however, that during the whole of this period,

. ‘twhen our’ coins were in so great a state of confusion, the com-

R ‘xb'qe;cc of the kingdom was progressively improving, and the
.7+ -balance of trade almost always in favour of this country.”

.~ .That commerce- can increase even when currency is bad
is easily supported from the- experience of India- herself.  In.
no pcr19d -did Indian trade make such strides as ‘it did
Between 1873 and 1893, Was the Indian currency of that period
gocd ? ,~0‘n the other hand, it is possible to hold that if trade is
. i’Kc‘yncs,‘op’,‘cit.,p’.B, ‘ T . ’ Lo R

.+ 1 Batbour, D., The Stendard of ifa]ue,‘ix: 24, o )

-

N A § ¥ rzafx?é oz the g","m of ;!&a Realm (reprint of 1880), p. 135.

-



«
- -

.- Hgﬁm VCQEH .

FINANCES om THE, moéwzznza

N [ - . N ..

’

i

" : k ! ’ s |7 o mE lus .
:Em‘.. . w%m..w Years. mmmmﬁmh«. Years. mﬂmmwwmw. Yours. .mUpM owm_l..*.s Years.' " anl.w. ;
o Rs. £ S S E £ - . A

1893.94 | —1,546,998 | 1898.9 | -+2,640873 | 1003-4 | 42,996,400 | 19088 |—3787.710] 191314 | 42,312,423
1894-95 | - 693,110 | 1899-1900 +2,774,623 | 1904-5 43,456,066 | 1909-10 | 4 606,641 1814- 15, | ~1,785,270 -

1895:96 41,533,998 | 19001 | 41,670,204 | 1905-6: | +2,091,854 | 1910-11 | 3,936,287 | 1915- 16. ©--1,188,661

1896-97 | 1,705,022 -1801-2- | +4,950,243 1906-7 | 1,580,340 | 1911-12 | 43,940,334 56.5 “,T.Q.Sm..:ou
Eow.mm, 5,359,211 \SS. %u.o%.m% 1907-8 | +.300,615°] 1912-13 | 45,107,634 | -* — o

# -

i

s hygos

i

4ax3 3y

. 28uD

A

DIDPUDIS

B

:



The History of Indian, qurency and. Banking D

good it may be ecause the currency is bad. The trade of Indiz
betweeni 1873 and 1893 fourished becaise it received a, bounty
But the bounty was 2 mulcting of the Indian labourer, wl}me’wagc:
did not rise as fast as prices, so that the Indian prosperity of thai
_period was founded not upon production, but upon deprcdauo;
: made possible by the inflation of currency. L

Similarly it cannot be granted without reserve that the new
currency system must be good because it has obviated the burdén
of the gold payments and given relief to the Indian taxpayer
Such a view involves a misconception of thé precise source of thf
burden of India’s-gold -payments during.the, period of falilmg

_exchange. . It has been widely held that the burden of gold pay-
ments was caused by the fall in the gold value of silver, a view
which carried with it the necessary implication that if India had
been a gold-standard country she would have escaped that heavy
burden. ‘That it is an erroneous view hardly needs demonstra-
tion® It is not to be denied that India bore an extra burden
arising from the increased value of the gold payments. But what
is not sufficiently realized is that it was a burden which weighed
on all gold debtars irrespective of the question whether their
standard was gold or silver. In this respect the position .of 2
gold-standard country like Australia was not different from .a

silver-standard country like India. In so far as they were gold
debtors they suffered each in the same way from the same cause,
namely the appreciation of the standard in which their debts were
measured.  The fact that one discharged ber debts in gold and
the other in Silver made no difference in their condition, except
that the usc of silver by India to discharge her debts served as-a
refractory medium through which it was possible to see the
magnitude of the burden she bore. The fall of silver measured
- and not caused the burden of India’s gold payments.. The arrest
in the fali of the rupee cannot be accepted as a prima facie proof of
a relief to the taxpayer and thérefore an evidence of the soundness

of the currency systemn.  It'is possible, that the benefit may have
* - been too dearly paid for: . - -

¢ ¥ Cf. evidence 'oE)Prof.' Marshall before the Gold and Silver Commission, 1886
Q. 10,140-50. ) ’
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The History of Indian Currency and Banking

the market and preferred to follow it. But this let-go policy
was not without its cost. The drop in the exchange below
Is. 4d. added to the burden of remittances to the Home Treasury,
and also compelled the Government to grant exchange compen-
sation allowance to its European officers, civil and military~an
aid which it had so far withheld. The cost to the Government
involved by the fall of the rupee below par was quite a consi- .
derable sum.*

TABLE XXX
Cost oF TaE FALL oF THE RUPEE
Lowb Loss by Total on all Counts for
mgﬁm I:S(:K.:mga Increase af{Tatal on each three Years
Yeara nct Compensa-{ FPayof | Accountin
g:{g% “gg tion Alow-{ British | each Year. In Steshiog
¥ par. ance. Troops In Rupees. at 15, 40,
Rs, £
1864-95 3,74,15,000 | 78,02,000 1 57,84,000 1 4,00,01,000
1883 28 3,65,91,000 g?.]S,ODD :},6,33,000 4.42,47,000 11,91,86,000 7,945,732
1596-47 1,66,43,000 | 48,05,000 } $4,25,000 | 2,59,33,000 z

In the midst of such a situation it is no wonder if the faith
of the Government in the ultimate stability of the rupee had
given way, for we find that in October, 1896, the Financial
Member of the Council had personally ,come to the conclusion
that it would be better in the interest of stability to substitute
15d. for 16d. as the par of exchange between the rupee and gold. 1
But the suggestion was dropped as the rupee showed signs of
reaching the gold par, which it did in January, 1898, after a
periad of full five years of depreciation from the established par.

Between January, 1898, and January, 1917, twice did the
rupee fall below its gold par. The year 1907-8 records the
second occasion when the parity of the rupee under the exchange
standard broke down. The actual rates of exchange prevailing
in the market were as follows :—

* Evid:nctt: of Hon. A. Arthur before the Fowler Commltce. Q 13506.7,
t €& Shitres, Induwn Finance ond Banksng, p. 168.
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History of Indian Currency and Banking

TABLE XXXII
.,  Rates or ExceanceE LonpoN ON CALCUTTA (FROM THE
NATIONAL Bank oF Inpia)

1914, 1915.
Months,

Haghest. Lowest. Highest. Lowest.
January . — — 1 3% 1 38
February . — — 1 4% 1 33
Maxch . — — 1 4 1 3.
April . . — — 1 38 1 33
May . . 1 41 1 31 1 3% 1 3
June . 1 31 1 3 1 3% 1 33
July I 33 1 34 1 33 1 31
August 1 3z 1 3u 1 38 1 3
September 1.8 1 31 1 4 1 31
October 1 31 1 3y — —_
November. 1 8 1 31 — —
December 1 31 1 313 — —

currency. Once the price of silver rose above that point the
danger of the rupee passing from currency to the melting-pot
was imminent. Now, with the exception of a brief period
from September, 1904, to December, 1907, the gold price of
silver had since 1872 showed a marked tendency to fall. The
declin€ in its price was so continuous and so steady as to create
the general impression that the low price had come to stay.
Indeed, so firm was the impression that the framers of the
txchange standard had never taken into account the contingency
of a rise in the price of silver above 43d.  So little was it antici-
pated, that the system was not criticized on this ground by any
of the witnesses who deposed before the successive Committees
and Commission on Indian currency. But the unexpected may
happen, and unfortunately did happen after 1916, and happened
suddenly.  On February 10, 1914, the cash price in London of
silver per ounce of standard fineness was 2658d. It fell to
2211{16d. onFebruary. 10, 1915, and. though it jumped-to_27d.
on the same date"in- 1916, “yer- it “Was. below the_Tupee melting-
.pomnt.  After the last-mentioned date its rise was meteoric. On
178
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H:stary of Indran Currency and Bankmg

value of the rupee in’terms of-the pound wﬂl rise. On the
other hand, if rupees in India fall in purchasing power. (ie. if
the Indian price-level rises) while pounds rise in purchasing
" power or remain stationary or fall less rapidly (ie. if the'English
price-level falls relative to the Indian pricelevel), it will take
more rupees to be worth as much as a pound, ie. the exchanoc
value of the rupee in terms of the pound will fall. e

_ . On the basis of this theory the real explanation. fora faﬂ in
- the Indian exchange should be sought for in the movement of
the Indian price-level. Lest there be any doubt. regarding the
validity of the proposition let us take each of the occasions of
the fall and find out whether or not the-fall was coincident with
the fall in thc purchasmu pawer of the rupec. S

fl

- TABLE XXXVI

Pertop 1, 1893-98 ’
Currency in Circulation S
. Rupees 4 Notes. Index Number.| Index Number
Yeass, of l;riges in o}fzfr%cez in. -
T . ) . - ndiz. and.
C‘rt‘fé’s“gf“ oy ngg?)’fg";i“{ggf 1890-94=100. 1890-%4:100._,«
W @ &) S B O
T 18990 - 120 92 <113 104 -
1891 - 131 . 100 - 106 105
: 1892 141 . 108 100 99
L1893 | - 133 o101 96 T.99.
T18se |. 129 ag ~ | - 8 ez o
"'1895" 132 11 | sg cgol b
1896 127 97" 99 ' 89 -
'1897 . 125 - 96 . 120 90
. 1898 122 | 93 18 ] m
1899, 131 ., 100 L 108 94

AN P
- . g -t
2 d N .
\

¥ The figures for-the followiy
g tbles are taken, usless otherwise smtcd from
thc chotn cf lhc Price Inqu.u»y Comrmmx, Calcutta, 1914, 0'

18
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History of Indlan Currency and Banking

TABLE XXXIX
Periop 1V, 1915-1921,

Currency 1 Circulation
Rupees+-Notes Index Number | Index Number
Years. + of }’r‘xic;m in ofé’mii;én
* s I ndia. X
Smount | IndexNurecr | 1913=100. 1913100,
(1) {2) ) 4 )
1915 266 104 112 127-1
1316 297 116 125 1695
© 1917 338 132 142 2061
1918 407 155. 178 2265
1519 463 180 200 241-9
1920 411 160 209 2953
1921 393 114 183 182-4

*lndex numbers of prices are taken from the League of Nauons Memarandum
on Curfency, 1913-1921, Znd Td. (1922). Table VII Figures for Cuculation
are tahen from HL S Jevan's The Future of Exchange and Induan Currency, 1922,
P. 44, Index pumbers of Circulation are Caleulated.

Now do these tables confirm] or do they not, the argument
that the fall in the gold value of the rupee is coincident with 2
fall in the general purchasing power of the rupee? What
was the general purchasing power of the rupee when a fall in
its gold value occurred ?  If we scrutinize the facts given in
the above tables in the light of this query there can be no doubt
as to the validity of this argument. From the tables it will be
scen that the gold value of the rupee improved berween 1893-1898
because there was a steady, if not unbroken, improvement in its
general purchasing power.  Again, on the subsequent occasions
when the exchange fell, as it did in 1908, 1914, and 1920, it will
be obscrved that those were the years which marked the peaks
in the rising price-level in India; in other words, those were
the years in which there was the greatest depreciation in the
general purchasing power of the rupee. A further proof, if
it be needed, of the argument that the exchange value of the
rupee must ultimately be governed by its gencral purchasing

power is afforded by the movements of the rupeesterling
exchange since 1920 (see Table XL). '

186
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History of I:;dian Ci:'rren‘cy and Bdnk{ng }

I

TABLE XL ! ¢
. Ru;l)ice- -
Sterlin Average * Sterling'”
PRupeg Prices 1%3 Rate éi Purclms?ng
Date {:f;;m England Exchange | © Power
9!3-::‘100. {Statist). Londonon |, Panty. :
1 1913=100. | Calcutta Col.8
16&(}0}‘ B
(1) @ @) (&t) (5)
1920. January . 202 289 27.81 , 22 89
Februiry 203 306 . 32.05 24.12
March. . 194 301 29.66 25.40 -
- April . 193 300 27.88 25.95
May 190 298 25.91 25.77
June . 192 293 23.63 25.08 -
July 196 282 22.63 24.49
August . 193 263 22.75 24.70.
September 188 244 22.31 24.94 .
October 188 232 19.88 24.00 ,
November | ~ 186 215 19.69 22.62"
. December 179 209 17.44 21.81"
- 1921. January . 169 200 17.66 21.96
. .  ‘February 164 191 16.31 20.98
March, . 162 183 15.53 20.40 |
April . -163 - 186 15.75 19.63
May" 170 182 15.44 17.98 "
June - - 172 176 15.53 17.14
July 171 163 15.38 17.40
August . 178 161 16.25 16.36:
September 178 157 17.22 15.82
October . 178 156 17.02 14.65 |
November 173 161 16.25 14.89
. December 169 " 157 - 15.94 14.86
1922, January . - 162 186 15.88 15.41
- February. 159 156 15.59 16.70
March . 160 157 15.34 15.70
L oApril {160 | 159 15.19 15.90
CoMay. ) - 182 . 159 15.59 " 15.70
June © -6y - 160 15.63 15.14°
July IS8 I Y (1 3 - 158 15.69 14,87
August {168, | -153 15. 66‘ (14,74,
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History of Indian Currency and Banking

never had. In giving a value to the rupee so much above its pur-
chasing-power parity, it is obvious the Committee originated a
solution for the simple problem of stabilizing the rupee which
involved the much bigger and quite a different problem of
deflation or raising the absolute value of the rupee. How was
the object to be attained ? _The Committee pever considered
that problem. And why ?  Was it because the price of silver
had gone up? May be. - But it is doubtful whether the
Committee could have believed firmly that the value of silver
was going to be permanently so high as to require a’modification
of the gold par. Anyone who cared to scrutinize the rise in
the price of silver could have found that the rise was largely
speculative and could not have been permanent. (see Table XLI).
TABLE XLI
Price oF SILVER IN STERLING (PENCE) *

\ Year. Highest. Lowest. Avemage. %;gg : lf
1913 293 254 274 3%
1914 273 22% 25¢% 5%
1915 27% 225 234 41
1916 37% 2611 31% 10&
1917 55 358 403 19t
1918 49} 42 47% 7
1919 79} 473 574 313
1620 893 38% 61,4 50
1921 433 30§ 37 mg

But supposing that the rise in the price of silver was not
speculative, did it follow that the rupee was appreciated ? The
diagnosis of the Committee was an egregious blunder., With
the facts laid before the Committee it is difficult to wunder-
stand how anyone with a mere smattering of the knowledge
of price movements could have concluded that because silver
had appreciated the rupee had therefore appreciated. On the
other hand, what had happened was that the rupee had depreciat-
;ﬁdmdtcgfxs of general i:c;mmodities, including gold and silver.

eed, the appreciation of silver was a depreciatio .
Table XLII is conclusive evidence of that fgct:—- " of the rupes

* From Rukaldy's Briuk Wer Fance, 1921
s . 35. B £
xdded from the foduan Paper Cusrency Report, r P 1gures for 1921 sse

190
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History of Indian Currengy ‘qnif‘ Banlng‘

of gold. The latter solution was applicable only if thf: rupec.
had appreciated. But as it was silver that -had appreciated in
terms of the rupee, the only feasible solution was to have proposed-
the reduction of the fineness of the rupee. Had the Committee
regarded silver as 2 commodity distinct from the rupee- like any
other commodity to be measured in terms of the rupee as a unit*
of account, probably it might have avoided committing. the,
blunder which it did. But what is more than probable is that ™
the Committee did not think thar the general purchasing power’

of the rupee was a factor of any moment in the consideration of
the matter it was asked to report upon. What was of prime-
importance in its eyes for the maintenance of the exthange value
of the rupee was a favourable balance of trade, and that India -
had at the timé the  Committee drafted its Report. For the.
‘Committee, in the course of its general observations on the’
exchange. standard, remarked : * -
"+ “that the system had proved effectual in preventing the fall in

i' the value of the rupee below 1s. 4d., and unless there should

"% have been profound modifications in India’s pesition @s an
% exporting country with a favourable trade balance, there was.

3 no reason to apprehend any breakdown in this respect.”*

Proceeding on this view of the question it was quite natural
for the Committee to have argued that if a favourable balance
-of trade sustained 1s. 4d. gold ‘exchange, why should a similar
balance of trade not sustdin.Zs. gold exchange ? o

. "Again,- it is only”on some such hypothesis that one can
“explain  why - the recommendations of the Committee were

adopted at: all when the necessity for their adoption had
passed away. Even if the intrinsic value of the rupee exceeded
its nominal value, there was no danger of a wholesale disappear-
ance of the rupee from circulation in view of the enormous’
volume of rupees. in India.f What would have taken: place
~» was not a wholesale melting of rupees, but a constant dribble
of an irregular and illegal character leading to the contravention
-of the orders then issued by the Government of India against
the melting or exportation of-the rupee coin. At the time
when the Committee reported (December, 1919) the price - of
- g Report, par, 33, 70 . ) -
e Ct, evxdincc of Mr,
192 - ..

-

Keynes before the Comumittee of 1919, Q. 2,665-65,"
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History of Indian Currency and Banking

this enactment, so singular in its rashness, was none the less
founded upon the hope that the balance of trade would become
favourable in time and thus help to maintain the 2s. gold value
of the rupee.” That this is a correct interpretation of the Gov-
ernment’s calculations is borne out by the following extract
fram the letter which it addressed to the Bengal Chamber of
Commerce in explanation of the currency fiasco.* After speak-
ing of the necessity for granting international credits to revive'
commerce, the letter goes on to say :—
“But for the rest they [ie. the Government of India} cam
. now only rely on the natural course of cvents and the retum
of Favourable export conditions, combined with the reduction
of imports . . . to strengthen the exchange.  Experience has
demonsttated that in the present condition of the world trade
stability is at present unatwinable, but the Government of India
see no reason why the operation of natural conditions . . . should

not allow of the eventual fixation of exchange at the fevel advo-
cated in the repost of the Currency Committee.”

Which of the two views is correct # Is it the low pur-
chasing power of the rupeé which is responsible for its fall,
or is it due to an adverse balance of trade? Now, it must at
once be pointed out that an adverse balance of trade, as an
explanation of the fall of exchange, is something new in Indian
official literature. A fall of exchange was a common occurrence
between 1873 and 1893, but no official ever offered the adverse
balance of trade as an explanation. Again, can the doctrine of
adverse balance of trade furnish an ultimate explanation for the
fall that occurred in 1907, 1914, and 1920 ? First of all, taking
into consideration all the items visible and invisible, the balance-
sI}cct_qf’ the trade of a country must balance. Indeed, the
disquisitions attached to the Indian Paper Currency Re;)orts
wherein tlns doctrine of adverse balance as a cause of fall u;
exchange 1s usually to be found, never fail to insist that there is
no such thing as a “drain” from India by showing item by item
how the exports of India are paid for by the imports, even in
those years in which the exchange has fallen. The qu’cer thing
is, the same Reports persist in speaking of an adverse balance
of trade. Given the admission that all Indian exports are paid
for, it is difficult to see what remains to speak of as a balaxx)xce.

,
3
="t e's

PIe

*The letter B -
ol 6. was published in the Times of Inda, November 20, 1920, p. 14,
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History of Indian Currency and Banking

rise of prices in India was assigned, among others,” to the
decline in supplies relatively to population. In view of the
more or less generally accepted theory of quantity of a currency
as the chief determinant of its value, the line of reasoning
adopted by the Committee is somewhat surprising.  But there
is enough reason to imagine why the Committee preferred this
particular explanation of the rise of prices. The position of
the Government with regard to the management of the Indian
‘currency is somewhat delicate.  Already the issue of paper
currency was in the hands of the Government. By the Mint
closure it took over the management of the rupee currency as
well. Having the entire control over the issue of cursency,
rupee and paper, the Government becomes directly responsible
for' whatever consequences .the currency might be said to pro-
duce. It must not, also, be forgotten that the Government is
constantly under fire from an Opposition by no means over-
scrupulous in the selection of its counts. As a result of this
situation the Government walks very warily, and is careful as
to what it admits. Lord Castlereagh, in the debate on Horner's
resolution of 1811 stating that bank notes were depreciated by
over-issue, asked the House of Commons to consider what
Napoleon would do if he found the House admitting the depre-
ciation even if it was a fact. The Government of India is in
the same position, and had to think what the Opposition would
do if it admitted this or that principle. The reason why the
Government of India adheres to the adverse balance of trade
as an explanation of the fall of exchange is the same which led
the Committee to ascribe the rise of prices to the shortage of
goods. Both the doctrines have the virtue of placing the events
beyond the control of the Government and thus materially
absolving the Government from any blame that might be
otherwisc cast upon it. What can the Government do if the
balance of trade goes wrong Again, is it a fault of the Gov-
ernment if the supply of commuodities declines? The Gov-
crnment can move safely under the cover of such a heavy

* See Report, pars. 126.27. ~
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History of Indian Currency and Banking

the quantity explanation of the value of money. Recasting
the argument of the Committee in the light of what is said
above, we can say without departing from its language that
the rise of prices in India was due to the supply of currency
not having diminished along with the diminution in the
supply of goods. In short, the rupee fell in purchasing power
because of currency being issued in excess, and there is scarcely
any doubt that there has been a profuse issuc of money in
India since the closing of the Mintsin. 1893.

The first period, from 189398, was comparatively speaking
the only period marked by a rather halting and cautious policy
in respect of currency expansion. ‘The reason no doubt was
the well-known fact that at the time the Mints were closed the
currency was already redundant. Yet the period was not
immune from currency expansion.* At the time the Mints
were closed the silver bullion then in the hands of the people
was depreciated as a result of the fall in its value due to the
closure.  An agitation was set up by interested parties to compel
the Government to make good the loss.  Ultimately, the Gov-
ernment was prevailed upon by Sir James Mackay (now Lord
Inchcape), the very man who forced Government to close the
Mints, to take the silver from the banks. The Government
proposed to the Secretary of State that they be allowed to sell
. the silver even at a loss rather than coin and add to the already

redundant volume of currency. The Secretary of Srate having
refused, the silver was coined and added to the currency. The
stoppage of Council Bills in 189394 had temporarily accumu-
latc‘d a large-number of rupees in their Treasuries, a transaction
which practically amounted to a contraction of currency. But
the Government later decided to spend them on railway con-
struction—a  policy tantamount to an addition to currency.
The resumption of Council Bills after 1894 had also the same
effect, for a sale of bills involves an addition to currency. In
view of the heavy cost of financing the Home Treasury by gold
borrowings, the resumption of sale was a pardonable act.  But
what was absolutely unpardonable was the increase in the
fiduciary portion of the paper<urrency reserve from 8 to 10

* CL . M. Rows, The Trursph of the Sunderd, Gk, 1597, pp. 16-47.
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History of Indian Currency and Banking

portion of the paper-currency reserve was increased to Rs. 1Z crores
by Act IIT of 1905. The first event was only calculated to
enlarge the circulation of the notes, but the second event had
the direct effect of lowering the value of the rupee currency.

The third period (1909-14) was comparatively a moderate
but by no means a slack period from the standpoint of currency
expansion in India. The first three years of the period were,
so to say, years of subdued emotion with regard to the rupee
coinage. With the exception of the year 1910, when there
was no net addition to rupee coinage, and 1911, when the
addition was a small one, the coinage in the years 1909 and
1912 ranged from 24 to 30 lakhs. But during the last two
years of this period there was a sudden burst of rupee coinage,
when the total reached 26% crores. The expansion of paper
currency took place also on a great scale during this period., ~
In 1909 the Rs, 5 were universalized in Burma as they had
previously been in other parts of India. This process of
universalization was carried further during this period, when,
under the authority granted by the Paper Currency Act (II
of 1910), the Government universalized nates of Rs. 5 and.
Rs. 50 in 1910, of Rs. 100 in 1911.. Along with the stimulus
thus given to the increase of paper currency, the Government
actually expanded the fiduciary portion of the issue from 12

to 14 crores by Act VII of 1911, thereby throwing into circula-
ton 2 crores of additional rupees.

During the fourth period (1915-1920) all prudential res-
traints were thrown overboard.* The period coincided with
the Great War, which created a great demand for Indian pro-
duce and also imposed upon the Government the necessity for
meeting large expenditure on behalf of H. M. Government.
Both these events necessitated a great increase in the current
means of purchase. There were three sources open to the
Government to provide for the need: (1) importation of
geld;  (2) increase of rupee coinage; and (3) increase of
‘paper currency, It must not be supposed that the Govern-
ment of India had no adequate means to provide the necessary

* For a view of the currency policy of this period the pri
b ¥ primary source are the
Annual Fioincal Satements, for these years, of the Government of Indix.
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History of Indian Currency and Banking

Government of India with such avidity that within four years it
passed one after another eight Acts, incredsing the volume of notes
issuable against securities. The following table gives the changes
in the limits fixed by the Acts and the total issues actually made

under them :—
TABLE XLIIY

Issue oF CURRENCY NOTES

Acts prescribing the Fiduciary Issue of Currenty Notes.

1. Limits to fidu- { Act | Act | Act | Act | Act | Act Act
ciary issues V of [IXof | XJeof| XIX | VIof] II of | XXVI
1915 | 1916 | 1917 lof1017) 1918 | 1919 jof 1019

In Lskhs of Rupecs:

(a} Permanent
{b) Temporary |} 14,004 14,00 14,00{14,00 { 14,00} 84,00 | 14,00 ,
6,00 12,00 | 36,00 | 48,00 72,00 | 85,00 |126.00°

Total limit N
20,00 | 26,00} 50,00 ) 62,00 | 86,00} 100,00 120,00
11. Totalissues of e’
currency
sotes 61,63 {6773 86,36 {9979 | 153,46 { 119,67

Silver | 32,34 | 23,67 19,22 10,79 | 37.30 1 7,44
Gold 115,29 | 24,16 18,67 orpel 1719 | 33,70

Sc(zuri— 14,00 | 20,00 48,49 61,48( 98,58 { 09,53
{513 g
* Oo November 30, 1919, The rest of the figures are for March 31,

But this facile procedure could not be carried on
ad infinitum  except by jeopardizing the conyertbility of
the notes. Consequently the very increase of paper money,
added to the increased demand for currency, compelled
the Government to go in for the provision of metallic
money for providing current means of purchase and also
give a backing to the watered paper issues. The rising price of
silver namraily: made the Government go in for gold. An
Ordinance was issued on June 29, 1917, requiring all gold imported
mto India to be sold 10 Government at a price based on the
sterling cxc}mpgc, and opened a gold Mint at Bombay for the
coipage of it into mohurs.* Frantic efforts were made to acquire

oI mee[

* Act VIX of 1918,
202
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History’éf‘ Indian Cufreizcy and-Banking ™

of India acquired a substantial volume at 101%. cents per ‘fine .
ounce. The total silver purchased during this. period’ was as -
follows: ) IR

TABLE XLIV L
Rureee Cormvace, 1915—20

Silver purchased | Silver purchaced e
Year. m OpeI? Market, iromp[}. S. A, Tota(.i)uitg;@:an{ -
Standard Ounces.} Standard Ounces. A
1915~-16 . . 8,636,000 — —_—
.i8is-17 . . 124,535,000 — —
: 1617-18 .. . 70,923,000 —_ — .
T 1818197, " 106,410,000 152,518,000 —
Too1919-200 . 14,108,000 60,875,000 — -
! Tot:al .. l 321,612,000 213,393 600 538,005,0_00 L

Now, recalling the fact that from 1900 o 1914 the Govern- .
ment had coined about 532 million standard ounces of silver,” it.'
means that the coinage of silver by Government during these five:

. years exceeded the amount coined in the fourteen preceding years'
. by fve million ounces. .

. Thus the fall in the gold value of the rupee is an inevitabic,

" consequence of the exercise of the power to issue inconvertible

currency in unliunited quantities, This is the fate of all incon-

. vertible currencies known to history. But it is said that an excep- -
-tion must be made in the case of the rupee currency, for if the

Government has the liberty of issuing it in unlimited quantities

it has also resources to counteract the effects of a fall when it does

Sty —
occur. We must thercfore turn to an examination of these -

, Tesources, .

L {ngc,?gsxs <_1£ the reasoning is that the rupee is a token currency,
and that if the value of a token currency is maintained at par with -

-, A the figeres 2 b ' in n Cu.‘ RSy
. Be fgperes queen by Lo Abrabows in b evidence. to 4 e
e 5 L Al . i e e Cur Cammittee
N of MI9—Mit of Eaid, Q. 3731 - ! - v

)

'

-
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History of !ndmn Currency and Bankmg

I Rzmzmmov OF Cvmncv, 1907'8

TABLE XLV." ~-: ...
By the Sale ol Reverse Counala, 'Byf Iégléa:ec p i' . :
[4) TIVA
Diminution II rta ec! . Drawlngs
D§tc. A gﬁ Gg‘vg} dﬂazg C&n of the Secte-.
ou:?:i Amouat sold. Golﬁcdnxin" n:loz'ﬁh.f tary of State.
or the Month.

1907 £ £ £ £ £,

Sept. . [ — 152,000 14 | - 858,888"

Cct. . . — — 254,000 9, 109 921,678

Nov. . . - — 532,000 ‘31 427,344

%eocé_ . . — -— 338,000 ..,501 571 905 .

March'28 . 500,000 70,000 - ' 226,000 —_— " 172},]659

- oo N . or the
R , . Lo - .whole
. - ' - L A mounth)

Aprl 2 . . 500,000 { ' 449.000 . LR ST
w 9. .4 . 500,000 340,000 R C
o 16, . ' 500,000 441,000 461,000 —_— 64,834
o 23 . . 500,000 329,000 )
n 30 . . 500,000 203,000 )

May 7 . . 500,000 81,000 } .
o M. . 500,000 145,000
» 21 . . 820,000 { 793,000 645,000 — 42,764
» 28 . . 500,000 500,000

June 4. . 1;000 000 755,000 )

e 11, ./ 1,000,000 -70,000 334,000 — 169,810
w18 . b Usoo000| N F N I R
w2500 500,000 { - 50,000 J -

Juy.2 . . . ’500,000 |- 470,000 o
e g . L3 TN SUU 000 3’0‘1‘.0‘06 R . N N ST i

SO 16 . f ' 300 000 500,000 L 18,000 10— 186,847
w 28 2 “ 1,000,000 868,000 . . N e
. 30 0 1.000 000 860,000 J -

Aug. 6 . “f 1,000, 000 418,000 .
. 137, . 500,000 310,000 1 354,000 282,217
” 2;0 . 500,088 N:} J
o 27 . . 500,0 Ni M S

Sept. 3. . 500,000 Nit 502,000 — 1,431,012
» 10-. . . 500,000 N1l - ) -

Total' .1 15,320,000 | 8,058,000 | 4,394,000 | 249,932 .
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History of Indian Currency and Banking

TABLE XLVII

11I. REDEMPTION IN 1920

-

SaiE oF REVERSE COUNCILS (FIGURES IN THOUSANDS OF PouNDS).
Amount | Progres-
Amount Amount &

Date of Sale offered at applied for sold at swve Total
each Sale atsflréch each Sale of ‘:‘;?g?nt

1920. January 2 1,000 770 770 770
,, 8 1,000 8,499 950 1,760

., 15 2,000 300 300 2,060

» 22 2,000 4,890 2,000 4,060

. 29 2,000 1,334 5,000 5,394
February 5 2,000 32,390 2,000 7,394
”» 2 2,000 | 41,312 2,000 12,394

- 19 © 2,000 122,335 2,000 14,394
o 26 2,000 78,417 2.000 16,394
March 3 2,000 64,931 2,000 18,394
» 11 2,000 117,185 2,000 20,394
' 18 2,000 153,559 2,000 22,394
o 25 2,000 56,295 2,000 24,394

” 31 = nx

it } 2,000 | 85,050 1088 | 26382
" 8 2,000 16,721 2,000 28,382
" 15 2,000 48,270 2,000 30,382
»” 22 2,000 59,020 2,000 32,382

’ 29 1,000 53,210 1,000 33,382
May 6 1,000 89,514 1,000 34,382
.» 13 1,000 101,625 1,000 35,382
» 20 . 1,000 122,279 1,000 36,382
v 26 1,000 85,620 1,000 37,382
June 3 1,000 101,821 1,000 38,382
5 10 . 1,060 | 109,245 1,000 39,382

. 15 . 1,000 122,991 1,000 40,382

o 24 . 1,000 73,391 1,000 41,382
July 1 1,000 | 106,751 1,600 42382
w 8 1,000 63,690 1,000 43,382
w15 1000 | 101,830 1,000 44,382
o 22 . 1,000 103,960 1,000 45,382
.29 . 1000 | 75486 1,000 46,382
August 5 1,000 | 101,260 1,000 47,382
o 12 1,000 112,230 1,000 48,382

» 19 1.000 | 114,767 1,000 49,382
w26 1,000 117,390 1,000 50,382
Sept. 2 . 1,000 126,425 1,000 51,382
U 1,000 117,200 1,000 52,382

» 13 1,000 | 115,095 1,000 53,382

» 21 1,000 | 122,590 1,000 54,382

. 28 . 1,000 ' 120,050 1,000 55,382

208
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History of Indian Currency and Banking

councils in 1920 had undergone 2 profound modification as
compared with the view it held during the crisis of 19078. In
that crisis the Government behaved like a miser, sitting tight on
its gold reserve and refusing to use it for the very purpose which
it was designed to serve. An Accountant-General had “to go on

his knees” to persuade the Government of India to release its gold.*
It was probably because it was rebuked by the Chamberlain

Commission for failing to make use of its gold reserve in 1907 that

in the crisis of 1920 the policy of selling reverse councils was so.
baldly conceived. There was a great deal of ignorant criticism of

that policy from the general public that it was an “organized loot.™
But the Finance Minister was undaunted, and argued | :—

“It is an essential feature of our exchange policy . . that we
should not only provide for remittances from London to India
through council bills at approximately gold poiat, but from India
to London in time of exchange weakness also at gold point, through
the sale of sterling remittance known as reverse councils, It is
simply an alternative 1o the export of gold.  This is no new
mater—we have been sclling reverse councils for years . . . . and
unless we do so the exchange policy does not become efective. . . .
This is the reason, and the only reason, why we have sold reverse
councils. . . . It is an cffort in fact to maintain exchange as near
as possible o the gold point. . . Whar would be the consequence
if we yielded to the pressure placed on us and ceased to sell reverse
councils at all? I can understand a demand that reverse councils
shauld be sold by some different method, or at rates different from
those at present in force, but I must confess that ¥ cannot understand
the demand that the facilities for the exchange of rupees into
external currency should be entirely withdrawn, 1 see that in
Bombay it is urged that we should let exchange Fnd its *natusal
level” That is a catchward which docs not impress me. Used in the
sense in which that phrase has been recently used, there is no such
thing a5 2 'natural fevel’ in exchange, for, when one translates the
intzreal currency fow another currency, there must be some sost
of common desominator to which both currenceies can be broughr;
it may be gold, it may be silver, it may be sterling or it may be
Spanish pesctas, which we take as our basis, The tupee must be

“‘ Evidence of Mr. . C, Hankon before the Chamberlsin Commissh . 10,209,
i Lf»,“{{*;‘:i ] . gw t:sob::wa re “Reverss Coyocils,® March ?fafg%,xficy,

A0
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History of Indian Currency and Banking

value of a currency what is essential is its shrinkage, ie. its retire-
ment, cancellation, The important question with regard to this
mechanism is not to what extent the currency can be redeemed,
but to what extent it can be retired. In the prevalent view of this
question it seems to be accepted - without question that this
extent is determined by the magnitude of the gold resources of
the Government of India and the Secretary of State. Let us first
make it clear how these gold resources are located and-distributed.
Jt will be recalled that these gold resources are distributed between -
(1) the paper-currency reserve, (2) the gold-standard reserve, and
@3) the cash balances of the Secretary of State. It has been the
habit to speak of these resources as being three “lines of 'defence”
on which the Government can safely rely when an exchange crisis
takes place. But are they ? They can be, for the purposes of re-
tirement, only if they were all “free” resources; in other words, if
they were not appropriated resources. To what extent are they
unappropriated? Can the Secretary of State take gold from the
paper-currency reserve ? He can, but then he must replace it by
something else, or must cancel notes to that extent. Can the
Secretary of State take gold out of his cash balances? Hg can, but
then he must either borrow to fill his Treasury or draw upon the
Government of India if there is anyone to buy his bills, which is
tantamount to issuing rupee currency. The gold in the paper-
currency reserve and that in the cash balances is of no use at all,
for it does not permit of the cancellation of the rupee currency,
which is what is wanted in restoring its value when it suffers a fall.
Itis therefore sheer nonsense to speak of the effectiveness of
redemption as being commensurate with the gold resources of
the Secretary of State. The matter is important, and an illustration
may not be out of place. Suppose A,'a holder of rupees, wants to
get gold for them. -He can go to three counters; (1) thar of the'
controller in charge of cash balances; (2) that of the controller
of currency in charge of the paper-<urrency reserve; or (3) that
of the custodian of the gold-standard reserve. If A. goes to the
grst,d what is thg result? The cash balangc is pro tanto reduced.
n the assumption that the cash balance is at its minimum, as it
“should be, the controller must reimburse himself immcdiait::ly to
m;un{am Lis solvency by drawing a bill on India and thereby
;cmcasmg rupees received for gold again in circulation, so that in
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Histary of Indian Currency and Banking

the Government to retire the currency by October, 1920, when it
was to expire. Rather than do this the Government altered the
paper-currency law, not temporarily but permanently (Act XLV
of 1920), changing the provisions in such a manner as to require
the Government to cancel the currency to the smallest degree
possible by retiring their “created securities.” Even this was not
done, owing to deficits in the Government Budget.

But even if such indiscretions were not repeated the fact re-
mains thar Government cannot effect a greater retirement than
is permitted by the gold-standard reserve. If that reserve fails
Government has only two resources left: (1) to melt down the
rupees and sell them as bullion for gold and to go on further
contracting the currency, in this way till its value is restored: or
(2) to borrow gold. Both these are evidently costly methods. To
sell rupees as bullion is bound to result in loss unless the bullion
in the rupee fetched more at the time of sale than what it cost
when it was purchased for manufacturing it into bullion. The
second process, that of borrowing, cannot be lightly resorted to for
the purpose of creating a reserve fund to retire the currency. Indeed,
so costly are such methods, and so complete would be the proof
they would afford of the instability of the exchange standard if
they were resorted to, that Government has never contemplated
them as possible lines of defence in an exchange crisis. It seems
certain, however, that Government does recognise that the gold-
standard reserve by itself cannot suffice for the maintenance of
exchange. For we find that from the year 1907-8 dates a complete
change in the distribution of Government balances between
London and India. Up to that period it was the policy of the
Secretary of State to draw only as much as necessary to finance
his Home Treasury.” After that date the practice was originated
of drawing as much as the Government of India could provide,
and as the Government of India has been supreme in financial
matters it provided large sums for council drawings by increased
taxation and budgeting for surpluses. The cﬂ‘ccccof this was to
swell the cash balances of the Secretary of Stare* No official
explanation of a satisfactory character has ever been given for this

*For figuees, see Chap. VII,
214
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History of Indian Currency and Banéing

was dissipated.* Such differences apart, is the gold-standard
reserve an adequate reserve? Figures of the magnitude of the
gold-standard reserve, as usually given in official publications, are
a meaningless array. What is the use of displaying assets without
at the same time exhibiting the liabilities? To be able to judge of
the adequacy of that reserve we must know what is the total cir-
culation of rupees. When, however, we compare the circulation of
the rupees with the reserve, the proportion between the two is not
sufficiently large so as to inspire confidence in the stability of the
system (see Table XLIX.)

How can a reserve so small as this carry through the process
of retirement to any sufficient extent? That it will not always do
it the crisis of 1920 gives abundant preof. But the supposters of
the exchange standard maintain that the smallness of the reserve
is a matter of no consequence, for the reserve is kept only for the
purposes of foreign remittances. That being the case, it is said
the reserve need not be large. Granting that it is so, what must
govern the magnitude of the reserve in order that it may prove
adequate in any and every case? The only attempt made to enun-
ciate a rule of guidance is that by Prof. Keynes. That rule he findsT
in the possible variations in the balance of trade of India. Now,
does this make the problem of regulating the reserve more
definite? As has been explained previously, the adverse balance of
trade would be due to the depreciation of the currency, so that
Mr. Keynes's statement amounts to this, that the reserve should
vary with the depth of the depreciation. But how is a Govern-
ment to do this? Only by adverting to the movement of the price
level. But in all its currency management the Government of Indix
never pays any attention to the price problem. Indeed, as was
pointed out above, its conception of the underlying causes of the

* In the course of his s
peech on the Indian Paper Currency (Temporary Amendment)
Ball, daftcd March I7, 1920, the Finance Mimster observed | | from a pracucal
fo 1at o h:fw\ it 15 desirable to leave the go'd standard reserve unul the papercurrency
eserve been re-ransterred, 1n case ., the Secretary of State finds i impossible t0
kcus:Pm}mmCE m funds by Counals for s beavy home habilites He wall then be able
Ther e gold standard reserve, and we can credit the gold-standard resermve out hers
a c: é;: thud powmt, and 1 think a wonclusive one, When you operate agamst the
opi: a.tc Teacy reserve you have to operate within the paper-currency reserve; when you
obi gaﬁo:g::,nﬁp?bc go!d-s;andard reserve it disappears: it melts, and we are under 90
ace 1t, whercas dex 2 statut -
currency resene"—S.L.C.P Vol. XI‘.%?{IT ;n 1412. tutory obligation to replace che papet
T0p at, ppo 1667,
216
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TABLE XLIX '

UEaEwcdoz OF THE GOLD-STANDARD RESERVE AND 1TS PROPORTION TO RUPEE CircULATION (1N THOUSANDS OF

_Pounps (STERLING)

in Hwnﬁubn. * 1o Indis; HOSOMM\
HE | oo e || | |, SRR SR
v ° - )
wonEEmmP Notleo, u,naaguﬂ.a of %uwmma | - in Indla. HMMM..WQ gﬂno%nﬂ“. ‘ m.‘ crores. Am.ﬂ-w._ !
balances: ) 16)
(1) )] (3 4) JGV (6) O] (8) (8 (10) (11) (12) (13) (14)
T = = o 1,831 | — | 1200 | 3,031 3,081 143 3.1
t) haund o - £) — innnd - — —
0 | asio| — — — 3810 | ~— 1| — —_— 1 w”mﬂ 158 3l
A N 8 ol Il el I <GB e B+ S R W e | 1o | 84
08 | 12065 | — _ — |26 — 287 —_ —_ 287 | 12,452 | 164 | 10.7
07 | 12519 — - — | 12519 4000] 801 | — 22 | 49323 16,842| 178 | 10.6
o8 | 13187 — | 113t | — | 14318 4000| — — — 4000 | 18,318 | -1p1 | 11.2
09 | 71| — 0 | — 7.884 | 10,687 | — _ — |.0587 ] 18471 | 187 7.
10 | 13210 | so11 | — — | 16230 2534 | — = — | ob3e| 1878t | 1 8
11 | 15,840 | 1477 — — | 1732 | 1934 — — —_ 193¢ | 19,260 i YR
12 | 16,748 | 1,074 | — — | 17822 | 193s| — _ —_ 1,934 | 19,956 s | 1es
13 wm.mmm _.omm — gwo 18,572 | 4,000 35 - —_ £035 | 22,607 Mwm W .w
. 2 — | 4320 | 21510] 4000] 22 | — —_ 4022 | 25, .
I | 17,106 51— |43 40 0 5532 | 187 | 17.2
| gy &) — 250 | 13,407 | — 70 | 7,000 528 13,308 | 25715 | 204 | 18.9
17 | 25,406 | 6,001 — — | 3L407| — _ ’ 4240 ) 202810 212 | o8.7
18 | 28463 | 6000 | — — | 34453| — - 108 103 ) Ses | 2 | a0
9 | 20729 | 6,01 — —_ — - — - :
6 35745 | ~— - — —_ — | 35745 | 228 | 23.5

* In striking the proportion the rupee portion of the reserve has been omitted.
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History of Indian \CurreH;:y” and )Bankf(ig' .

fall of exchange is totally at variance with the only true concep-
tion, nothing but a firm grasp of which can enable it to avert a
crisis. Being ignorant of the true conception it blindly goes on
issuing currency until there occurs what is “called an adverse .
balance .of trade. All it aims at is to maintain a "gold
reserve, and so long as it has that reserve it ‘does’ not
stop to think how much. currency it issues.” The propor-
tion of the issues and the reserve not being correlated -the ..
stability of the exchange standard, in so far as it depends-upon the
‘reserve, must always remain in the region of vagueness, far too
problematical to inspire confidence of the system. Nay, the lia-
bility of redemption for foreign remittances, small as it -appears,
may become so indefinite as entirely to jeopardize the restoration '+
of stability to the exchange standard. - s

[T

. But-is a gold.reserve such an important thing for the' main- .
- tenance of the value of a currency? All supporters of the exchange | .
standard must be said to be believers in that theory. But the view
cannot stand a moment’s criticism. To look upon a gold reserve-

as an efficient cause why all kinds of money remain at par with - -
gold is a gross fallacy* To take such a view is to invert the casual-. -
order. It is not the gold reserve which- maintains the value of the' -
circulating medium, but it i§ the limitation on its volume which " .
not only suffices-to-maintain its own value, but also makes possi-
- ble the accumulation and retention of whatever gold reserve there
+ .is in the country. Remove the limit ‘on the volume of currency, .
* and not only will it fail to maintain its value, but will prevent the .- .
* accumulation of any gold reserve whatever. So little indeed is the -
importance of a gold reserve to the cause of the preservation of the.
value of currency that provided there is a rigid limit on its issue -
the gold reserve may be entirely -done away with without im- -
pairing in the Jeast the value of the currency. The Chambérlain
Commission recommended that the Government of India should
'fxccun‘;ulatc a reserve to maintain the value of the ijupcé because
- it was by ‘means of their reserves that European banks maintained
the value of their currencies. Nothing can be a greater perver-
sion of the truth. ¥ Whar the European banks did was just the

 * CE. in this cénnection, the brilliaht b . o :
. S 10 this ction, the b paper by F. A, Fetter, ‘“The Go'd Rescrve:
its Function and its Maintenance,” in the Political Science Quarterly. 1896, Val. XI. No. 2.
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é

meagre.® But is there no danger in a reserve of this kind ?

+1In answer to Mr. M. L. Reddi Garu, the following statement was laid on the

table:—
*Statement showing the average cost of silver purchased by the—
Royal Miok
Year. .‘A&egig dc:}‘g Indis Office Lve(x)n‘;gneg::fmt for Btandsyd | gynaneiel Your
Qunce.
d. d.

1893 . . 364 No purchase 1893-94
94 . . 29% . 1894-95
95 . 303 " 1895-98
96 . . 30, " 1896-97
97 . .| 27 . 1897-98
98 . .| 273 v 1898-989
99 . . 2% 28 18981900

1900 - . 28% 29 1900-01
oL . 2713 No purchase. 190102
0z . 248 22.80 1902-03
03 . . 234 27.18 1903-04
04 . 26} 27.14 1904-05
05 . . 273 29.74 1905-08
06 . Kys 31.59 ~ 1906-07
g e

8 . . 245, No purchase.
09 23if o 1909-10
o . . 24 - 1910-11
oo A : i
12 . . 2743 28.71
13, . 232 28.71 1913-14
14 . 248, No purchase 1914-15
15 . b 24 33.96 1915-16
18 . . 30} 33.96 1016-17
17 . » 3913 42.78 1917-18
18 . R 4718 48.20 1918-19
19 . . 49 52.04 1919-20
20 . .| 80 Silver purchased at special rates | 1920-21
from the Baldwin minesand the
Perth mint.

® Legulative Assembly Debates, Vol. 1I, No. 3. September, 10 1920, p. 181.

In the absence of information whether the price is lj..OB, or CIR. it is diﬁa{l:
1o say that the Secretary of State has had to pay higher prices for silver-than were paid

by the Master of the Royal Mint.

7

TFrom 1900-1 to 192021 the profits on coinage credited to the gold-standard

rescrve amounnted to 228,573 606 only; while d

uring the same period Interest and

Ducount gave £13,306,847 or nearly one half the profits on coinage, Cf Easz Indis:
Aecounts and Estimates, 192122, Crmd, 1517 of 1921, p, 20.
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History of Indian Currency and Banking .

for an increase in the Indian gold-standard reserve cannot be
said to have been alive to the dangers involved in the existence
of such a reserve. The smaller the gold-standard  reserve the
better it would be, for there would be no inflation, no fall in the
purchasing power of the rupee, and 1O necessity for its
retirement. .

Having regard to its origin, the gold-standard reserve, instead

of acting as a brake upon reckless issue of rupee currency, 15 the
direct cause of it and tends to aggravate the effects of an incon-
vertible currency rather than counteract them. Perversity cannot
go further. If the fact that a mechanism like that of the gold-
standard reserve, set up for the purpose of limiting the currency,
cannot bs made to function without adding to the currency,
does not render the system an unsound currency, One
l?egins to wonder what would. Great names have been invoked
in support of the exchange standard. After trying hard to find
authoritative precedents for his plan,* Mr. Lindsay claimed
before the Fowler Committee that it was founded upon the
Report of the Parliamentary Committee on Irish Exchangeﬁ‘
There he was on firm ground. Among other things, the Com-
mittee did recommend that for stabilizing the exchange between
England and Ireland the Bank of Ireland should open credit at
the Bank of England and sell drafts on London at 2 fixed price.
In so far as the exchange standard rests on gold reserve in London,

*in In 1876, when Mr. Lindsay fir i . "
Re W y first st out his scheme in the pages of his Caleutta
m;::g’ t.}}l]i r:acnuonsf 1o parale at all, In 1892, in hus Recardo's Exchange Remedy, be
ground, so mur:}: . lthawdo as an authority for his plan, but in 1898 he shifted his
Rtmrdo,' s gold-bar Soh ¢ he lfhmﬂl {Economsc Journal, supra) Probyn for taking
rity most probabl Pl' o as a basis. The reason why he disavowed Ricordo as his autho-
damaging to his y lies in the fact that Ricardo’s general views of curzency were rather
o deibe. fro Ihpc)sn:mn. In view of the fact that there are so many people who asserts
Ricardo W!o:: ,c-mlc of his Proposals for an Economical and Secure Currency, that
passage from hi g;mst a metallic ;"mdﬁfd, it is worth while recording the following
bullion questol is Proposals, in “.'h“'h he says: “Dunog the late discussion on the
be fomnt] igs, 1t gvas‘ almost justly contcgdcd that a currency, to be perfect, should
carency, byy th:ag:n;: ﬁn value, But 1t was said, too, that ours had become such a
and sxlv;r as the stand. ddlfnmon Bull; for by that bil we had wisly discarded gold
sce that such a cu:rcncaf . OF our Moncy . . -.- Those who supported this opimion did a0t
that the only use of ¥y mds:rcad of being variable, was subject to the greatest variaions—
of the Currcncy—-—;n; :;n . d 15 to regulate the quantity, and by the quantity the value
to which the ignorance Ot, 'E?al:;“ﬁ‘éascii‘s;:’m t_’;husol:cd to all the fuctuations
cae s might subject it.”
{ The Repost, which is a mastesly document, was Cd-\pscd) by the Bullion Repoft,

though both contain th &
See Lords Paper 48 of 1826, doctring, by reason of its not bewng printed ull 1826-

222 . -
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History of Indian Clui'renc“y;qng“f( Banking c

This shows that the test sought to be applied by the adherents
of the exchange standard is a false one and gives an inaccurate
reading of the value of a currency. There can be no’ doubt that .
people who have urged its application to that standard would not
have pressed for it so much as they have done if they had taken
proper care to distinguish between specific depreciation of a
currency in terms of gold and its general depreciation in terms of!
commodities.* The experience of the Bank of England during
the suspension period is a capital instance of the phenomenon
where a currency is generally depreciated, although it showed no
sign of specific depreciation :— ’

TABLE L "
DerreciaTioN OF THE NOTES OF THE BANK OF Exncranpt

Percentage Values of Bank Notes in Terms of
(1) Gold. (2} Commodities.

1797 100.0 - 110
1798 . 100.0 118
1799 — 130

' 1800 107.0 141
1801 109.0 153

- 1802 - — 119
1803 . | — 128
1804 » 103.0 122
1805 - - | - 103.0 136 .

© 1806 | — 133
1807 —_— 132
1808 P 149
1809 — e 161
1810 - 164
J181t . “123.9 147
1812 T '130.2 . - 148
I813 . 1364 149

, 1814 - - T 124.4 . 153" ..
1815 - L T 118.7 132
.1816. 102.9 . © 109

1817 e 102,20 J.. 120
S18187 . 104.6 - 135~

* CE Prof. Nitholso

. n's Principles'of Political Economy. (1897 OIS 2

$4; and Walker, F. A., Money, 1878,.pp. 387-91.- ’“,fy e ).: ve I'L Chop. X,
; From Hawtrey's Credit and Currency, p. 269. On the values of.the notes in terms
:7 gold Prof. Foxwell says: “It 15 admitted by the severest crirics of the bank that there
226 ’ " ’ C ‘ ’
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History of Indian Currency and Banking.

not perfectly harmonious, yet they are essentially inter-related.
That lesson may be summed up in the statement that when the
general depreciation of currency has taken place the occurrence
of a specific depreciation, other things being equal, is only a matter
of time, if the general depreciation proceeds beyond a certain
limit,. What will be the interval before specific depreciation
will supervene upon general depreciation - depends upon 2
variety of circumstances. Like the surface of a rising lake,
general depreciation touches different commodities at different-
times according as they are located in the general scheme
of things as determined by the relative strength of
demand for them. If there is no demand for gold for currency
purposes or for industrial purposes, the depreciation of the
currency. in terms of gold may be delayed. It is only to make "
foreign remittances that the demand for gold first makes itself
felt, and it is there that specific depreciation primarily arises. But
there again it need not, for everything depends upon whether
other commodities equally good, which the foreigner would take
as readily as gold, are forthcoming or not. Now, in the case of
India  all these three factors tending to postpone specific
depreciation are more or less operative. The rupee is a full legal-
tender currency and can effectively discharge debts without
compelling resort to gold. The industrial demand for gold in a
poor country like India cannot be very great.® Consequently, the

. ! The following tble regarding the consumption of gold in different countries is
interesting :—

*CONSUMPTION OF GOLD (MILLIONS OF POUNDS STERLING AT 85s.
PER FINE OUNCE})

| 1015 l 1016 I 1917 | 1018 \ 1 | 100
Industnal Arts (Europe and
Amenca . .. . 17,0] 18.0| 16.0] 17.0) 22,0 22.0
India (Yeat to March 31 fol-
lowing} . . 1.4 5.1 19.6 [— 3.3 27.7 5.1
hina - . . — 1.7 2.6 2.6 0.4 11.5 |— 3.7
Egypt - . . J— 0.8 }— 0.2 |— 0.1 |~ 0.0 |— 0.0 ? .
Balance avaslable as money
(diflerence) . . .4 80.5} 68.0 48.21 84,9 13.8] 46.8
World . . 96.4| 93.5{ 86.3| 79.0} 75.0| 70.0

(*The figures are those of Mr. Joseph Kitchin in The Review of Economiic))
228
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History of Indian Currecny and Banking

This statement of the case agrees cJosely with the experience
of the Bank of England and that of India as well. In the case of
the Bank of England the “great evil,” ie. the specific depreciation
of the bank notes, of which Horner complained so much, made its
appearance in 1809, some thirteen years after the suspension was
declared. Similarly, we find in the case of India specific depreci-
ation tends to appear at different intervals, thereby completely
demonstrating that, even for the purpose of avoiding specific
depreciation, it is necessary to pay attention to the general depre-
ciation of a currency.

Having regard to these facts, supported as they are by theory
as well as history, the incident that the rupee has maintained its
gold value over periods of some duration need not frighten
anyone into an admission that the exchange standard is therefore
a stable standard. Indeed, a recognition of that fact cannot in the
least discredit what has been said above. For our position is that
in the Jong run general depreciation of a currency will bring about
its specific depreciation in terms of gold. That being our position,
even if we are confronted with the absence of specific depreciation
of the rupee, we are not driven to retract from the opinion that
the best currency system is one which provides a brake on the
general depreciation of the unit of account. The exchange standard
provides no such controlling influence; indeed, its gold reserve,
the instrument which controls the depreciation, is the direct
cause of such depreciation. The absence of specific deprecia-
tion for the time being is not more than a noteworthy and an
Interesting incident. To read into it an evidence of the security
of the exchange standard is to expose oneself, sooner a later, to

the consequences that befall all those who choose to live in 2
fool’s paradise.
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History of Indian Currency and Banking

It is, of course, a little difficult to understand how the remedy
of high exchange which he supported was calculated to achieve
that object. Raising the exchange was a futile project, in so far
as it was not in keeping with the purchasing power of the rupec.
As an influence governing prices it could hardly be said to
possess the virtue he attributed to it. The existing price-level it
could affect in no way; nor could a high exchange prevent 2
future rise of prices. It could only change the base from which to
measure prices. Future prices could vary as éasily from the new
high base-line as prices did in the past from the old base-line. In
other words, Mr. Keynes seems to have overlooked the fact that
exchange was only an index of the price-level, and to control it,
it was necessary to control the price-level, and not merely give it
another name which it cannot bear and will not endure, as was
proved in 1920 when the rupee was given in law the value of 2s.
(gold) when in practice it could not fetch even ls. 4d. sterling,
with the result that the rupee exchange sank to the level deter-
mined by its purchasing power. But, apart from this question, we
have the admission of the ablest supporter of the exchange
standard that the real merit of a currency system lies in main-
taining the standard of value stable in terms of commodities in
general. .

Given that this is the proper criterion by which to judge a
currency system, we must ask what has been the course of prices
in India since the Mint closure in 1893? This is a fundamental
question, and yet not one among the many who have praised the
virtues of the exchange standard has paid any attention to it. In
vain may one search the pages of Prof. Keynes, Prof. Kemmerer,
or Mr. Shirras for what they have to say of the exchange standard
frorp this point of view. The Chamberlain Commission or the
Smith Committee on Indian currency never troubled about the
problem of prices in India* and yet without being satisfied on
that score 1t 1s really difficult to understand how anyone can give
an opinion of any value as to the soundness or otherwise of that
standard. R

In proceeding to consider the exchange standard from the
standpoint of prices, it is as well to premise that one of the im-

1 * Perhaps an exceprion may be made in the case of the Iatter Committee ; but ics

ebject was only to make g 2 ground for high exchange.
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History of Indian Currency and Banking

On the basis of the doctrine of purchasing power parities as
an explanation of actual exchange rates, 0n€ may be led 10
answer the question in the affirmative. For 1t may be argued
that if the gold value of the rupee Was maintgmgd it is because
gold prices and rupee prices were equal* This, 3t may be .sald,
% all that the exchange standard aims at doing and can be claimed
10 have done, for the fact that the gold—standard reserve was
seldom depleted is a proof that the general prices inside India
were on the same level as those ruling outside India. On a prior:
considerations such as these, the exchange standard may be
deemed o be as good as a gold standard.

One may ask as to why Indian prices should have been kept
as high, if they were no higher than gold prices, and whether it
would not have been better to have kept Indian prices on 2 lower
level. But we shall not raise that question. We shall be satisfied
if Indian prices were only as high as gold prices, Now did Indian
prices rise only as much as gold prices? A glance at the chart
reveals the surprising phenomenon that prices in India not only
rose as much as gold prices, but rose more than gold prices. of
course in comparing Indian prices with gold prices to test the
efficacy of the exchange standard we must necessarily eliminate
the war period, for the reason that gold had been abandoned as
a standard of value by most of the countries. And, even if we do
take that period into account, it does not materially affect the
conclusion, for although India was not 2 belligerent country, yet
prices in India were not very much lower than prices in countries
with most inflated currencies during the war, and, barring a short
period were certainly higher than gold prices in U.S.A.

It is obvious that the facts do not agree with the a priors
aislumpnon mad.c in favour of the exchange standard. So notice-
able must be said to be the local rise in Indian prices above the
%;ncml price level in England that even Prof. Keynes, not given
< ?«faggcrat.c the faults of the exchange standard, was, as 2 result

his own independent investigation, convinced that T

# e as h -
. homeyer, to be noted that neither Prof. Kemmerer nor Prof,  Keynes has

set up this clam

1 favour of the exchan dard, If 1 qued
a1mst the accumne ge sundard. If anythin both have ar
agamst the assumpnon of there beng equalnty of all prices. i

4{' “Recent Fron
. ot Fronomr.e Events AL 3 . -
1A% ot i the ereging. wn India” in Tée Econonuc Journsl, dazch, 1909, p 54.
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History of Indian Currency and Banking.

argue that at any given time the exchange is more of less an-exact
measure of general purchasing power of the two currencies, is 0
assume what cannot always be true, namely, that the prices of-
traded and ‘non-traded goods move in*sympathy. This assump-
tion is too large and can only be said to be more. or less true’:
according to circumstances. Now a5 Prof. Kemmerer* points out:

11

L “While India’s exports and, imports in the absolute are large, .
still, in the main, the people of India live on their own products;™
and a large part of those products run their life history' from pro- -
ducticn to consumption-in'a very small territory. - They have only
the remotest connection with foreign trade, 'gold, and the gold
exchanges. ‘In time; of course, any substantial disturbance in the
ecquilibrium of values in the .counuy’s, import and export trade .
will make itself felt in these local. prices, but allowing for excep~
tions, it may be said that'in a'country like India the influences of.

*  such disturbances travel very slowly and lose much of their

momentsm in_travelling.” N

In consequence of the thinness of connection betwéen the two.
it is obvious that the prices of such Indian goods as do enter into .
international trade cannot always be said to move in more or less’’
the same proportion as those which do not. . Besides this thinness’
of connection which permits of deviations of the general purchas-
ing power of a curtency from the ‘level indicated by 'the actual .
exchange rate; it is to be noted that the prices of Indian commadi-*
ties which: largely, enter into international .trade are not governed
by local inBuences. Such exports of India as wheat, hides, rice
"and oil:seeds are international commodities, not solely amenable -
to influences originating from changes that may be taking blacc‘
,in, the prices of home commodities and services. The combined
| f@&teoi ;};esi tttgpmcixirii::nstan?cs, except in abnormal events such -
: . IS iitate against the prices of traded and non-

traded goods'moving in quick sympathy.t

‘ZFJ“_‘:"-

- anIcfi this is true, then, although the maintenance of the exchange
2ald a_xd'dc;es imply a purchasing power parity of the rupee with
809 3t 15 not a purchasing power parity of the two currencies

2102, aty pp. 64, P A . -

* o This 15, merely ‘resstating wh i L
specific denrocg Y Festating© what has previous’y been stared to explain , why
depreciatan, 7 (B¢ Tupes dogs, gt immediately follow upon its general
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History of Indian Currency and Banking

depreciating standard of value, as gold has been since 1396, is an
evil. But can a standard of value, undergoing a continuous
depreciation as has been the case with the exchange standard, and
that too of a greater depth than the gold standard—in other words,
causing a greater rise of prices—be regarded as a good standard
of value?

In the light of this it is strange that Prof. Keynes, in his
treatise on Indian Currency and Firance, should have maintained
that the exchange standard contained an essential element in the
ideal standard of the future ¥—a view subsequently endorsed by
the Chamberlain Commission. If stability of purchasing power in
terms of commodities in general is the criterion for judging 4
system of currency, then few students of economics will be found
to agree with Prof. Keynes. Perhaps it is not too sanguine to say
that even the Prof, Keynes of 1920 will prefer a gold standard i
a gold-exchange standard, for under the former prices have varicd
much less than has been the case under the latter.

_ In this connection attention may be drawn to the prevalent
misconception that India is a gold-standard country. It will be
admitted that the best practical test whether any two countries
have the same standard of value is to be found in the character of
the movements in their price-levels. So sure is the test that Prof.
Mitchell, after a very careful and wide survey of the price-level of
different countries and the American pricelevel during the
greenback period, was led to observe T that

4,

“when two countries have a similar monctary system and im-
rortant business relutions with each other, the movements of their
price levels as represented by index-numbers are found to agree
rather closely. This agreement is so strong that similarity of
movement is usually found even when comparisons are made with
material 50 crude as index-numbers compiled from unlike lists of
;2:;{1}'06:&5 and computed on the basis of actual prices in different

»

. ?OW, we know that before the war England was a gold-
z oan ard country, and we also know that there was no close
rrespondence between the contemporary movements of the price-

*Q0p. at, p. 36.
T €old, Prices, and Wages under the Greenback Standard, 1908, p. 27.
238
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History of Indian:Currency and .Banking ° = .

stable than one which is incapable of easy expansion, but is not.
capable of easy contraction by reason of the fact that it is neither,
exportable nor meltable, nor is it convertible at will. The effects.
of such a currency as compared with those of an exportable’
currency were well brought out by the late Hon. Mr. Gokhale in
a-speech in which he observed*® C

~—~—

A
“Now, what is the difference if you have an automatic ‘self-
adjusting currency, such as we may have with gold or we had with
silver before the year 1893, and the kind of artificial currency that
we have at present? Situated as India is you will always require;
to meet the demands of trade, the coinage of a certain number of
gold or silver pieces, as the case may be, during the export season,
that is for six months-in the ycar. When the export seison is
brisk-money has to be sent into the interior to purchase commo--
dities. That is a factor common to both situations, whether you -
have an artificial currency, as now, or a silver currency, as before
1893. But the diffe ence is this. During the remaining six
months of the slack season there 15 undoubtedly experienced @
redundancy of currency, and under a self-adjusting automatic-
system there are three outlets for this redundancy to work itself,
off. The coins that are superfluous may cither come back to the,
banks and to the coffers of Government, or they may be exported,’
or they may be melted by people for purposes of consumption for-
other wants. But where you have no self-adjusting and automatic_
currency, where the coin is an artificial token currency, such as
our rupee is at the present moment, two out of three of these out
lets are stopped. You cannot export the rupee without heavy loss,
you cannot melt the rupee without heavy loss, and consequently the
. extra coins must return to the banks and.coffers of the Government
or they must be absorbed by the people. In the latter case the
sitPatZon is like that of a soil which is water-logged, which has no
efficicnt drainage, and the moisture from which cannot be removed.
In this country the facilities for banking are very inadequate, and’
therefore our money does 'not swiftly return back to" the banks or
Gov;x:nmcnc Treasurics. Conscquently, the extra money that is
senit into the interior often gathers here and there like pools of'
water turning the whole soil into a marsh. I believe the fact cannot
) be gz_;insaid thav the stopping of two outlets our of the three tends.
to raise prices by. making the volumeof currency redundant.” -

: ‘_Snprcme’l.:gx}iatwc Counest Protecdings, Vot. L p \5.‘;2~ ' )y L
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History of Indian Currency and Banking

commodity and the least likely, in a well-ordered monetary
system, to deteriorate in value "during short periods, is hoarded
continually by all people, ie. treated as a store of value. But in
treating it,as a store of value the possessor of money is comparing
the utilities he can get for the money, by disposing of it now, with
those he believes he can get for it in the future, and if the highest
present utility is not so great as the highest future utility;
discounted for risk and time, he will hoard the money. On the
other hand, he will not hoard the money if the present use was
greater than the future use. That being so, it is difficult to
understand why hoarding should be an objection to a gold
currency for the Indian people. If they hoard gold that means
they do nat care to spend it on current purchases or that they have
another form of currency which is inferior to gold and which they
naturally like to part with first. On the other hand, if they do
wish to make current purchases and have no other form of
currency they cannot hoard gold. There are instances when
precious metals have been exported from India, when occasion
had called for it,* showing that the hoarding habit of the Indian
peoples is not such an unknown quantity as is often supposed, and
if on some accasions T they hoarded an exportable currency when
they should have released it, it is not the fault of the people but
of the currency system in which the component parts of the total
stock of money are not equally good as a store of value. The
argument from hoarding, if it is an argument, can be used against
any people, and not particularly against the Indian people.

The sccond argument against a gold currency in India has
no greater force than the first. If gold were to Cgisappear frf)lm
circulation then the cause can be nothing else but the over-issue
of another kind of money. In the nineties, when the question of
cstabixshmg a gold_ standard in India was being considered, some
quir? used to point to the vain efforts made by Italy ax,ld the
gﬁz usa?d}i?gm to promote the circulation of gold. That their

Isappear is a fact, but it was nor due to their poverty.

® Sec the Memorand
Vol. 11, 'X){Inmn um by Mr Dalal to the Cha
Hn i" » f, B: 67375, for this and other coguate fapics.
© cnias of 1907 —8 the Ind "
noted that 1 that <tsis some gold wasm:x[;poc:!gxlic ;;C-:’:\:tncls:gmfn:h i Yer i must be
242
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History of Indlan Currency and Banking

it should have realized that it was as seriously jeopardizing .t.hc
prospects of the rupee being maintained at par with comzpodltxcs
in general, and therefore with gold, by urging the extension of a
paper currency, be it ever so perfectly convertible, as it could have -
done by making the paper altogether inconvertible. But so

obsessed was the Commission with considerations of economy,

and so reckless was it with considerations of stability _Of

value, that it actually proposed a change in the basis of the Indian

paper currency from a fixed issue system to that of a fixed pro-

portion system® That, at the dictates of considerations of

economy, the Coramission should have neglected to take account

of this aspect of the question, is only one more evidence of the very

perfunctory manner in which it has treated the whole question

of stability of purchasing power so far as the Indian currency was

concerned.

If there is any force in what has heen urged above, then surely |
a gold currency is not a mere matter of “sentiment” and a “costly
luxury,” but a necessity dictated by the supreme interest of steady-
ing the Indian standard of value, and thereby to some extent,
however slight, safeguarding the welfare of the Indian people from
the untoward consequences of a rising price-level.

We'now sce how very wrong the Chamberlain Commission
was from every point of view in upholding the departure from
the plan originally outlined by the Government of India and
sanctioned by the Fowler Committee. But that raises the question:
How did that ideal come to be so ruthlessly defeated? If the
Fowlcx: Committee had proposed that gold should be the currency
of India, how is it that gold ceased to be the currency? It cannot
be said that the door is closed against the entry of gold, for it has
been declared legal tender. Speaking in the language of Prof
Fisher, the movement of gold in the money reservoir of India is
allowed a mucl} greater freedom so far as law is concerned than
za\l;t be said ?f silver. Silver, in the form of Tupecs, is admitted by
theet.;yi;m:o‘v vl::;ltvc Wh{éhdnges it an inlet into that reservoir, but
admitted—i?ztgut;c sz? o res Eqr ll)t O{I the Othm.. hand,. gOk.l i
it an inlet as well asmc res;l:rvm{ ) at}? s orion Wi e
the curre;lcv rcsen'o?f C;ful g >Vhy’ en, does nor gOI-d fow into

: of India® A proper understanding on this

* Report, See, 112,
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History of Indian Currency and Banking

State in Council—hence the name, council bill—when the Govern-
ment of India was taken over by the Crown from the Company.
In the hands of the Secretary of State the council bill has under-
gone some modifications. The sales as now effected are wcel;ly
sales;* and are managed through the Bank of England, which
issues an advertisement on every Wednesday on behalf of the
Secretary ‘of State for India, inviting tenders to be submitted on
the following Wednesday for bills payable on demand by the
Government of India either at Bombay, Madras, or Calcutta The
minimum fraction of a penny in the price at which tenders of
bills are received has now¥ been fixed at 1{32nd of a penny. The
council bill is no longer of one species as it used to be. On the other
hand there are four classes of bills; (1), Ordinary bills of exchange,
sold every ‘Wednesday, known as “Councils”; (2) telegraphic
transfers, sold on Wednesdays, called shortly “Transfers”; ¥ (3)
ordinary bills of exchange, sold on any day in the week excepting
Wednesday, called “Intermediates”; and (4) telegraphic transfers;
sold on any day excepting Wednesday, named “Specials.” Now,"
in what way does the Secretary of State use his machinery of
council bills to prevent gold from going to India? It is said that
the price and the magnitude of the sale are so arranged that
gold does not go to India. Before we examine to what extent this
has defeated the policy of the Fowler Committee, the following

figures (Tables LI and LII, pp. 247 and 250) are presented for
purposes of clucidation. )

From an examination of these tables two facts at once become
clear. One is the enormous amount of council bills the Secretary
of State sells. Before the closing of the Mints the sales of council
bills moved closely with the magnitude of the home charges, and
the actual drawings did not materially deviate from the amount
estimated in the Budget. Since the closure of the Mints the draw-

* From Jonvary 22, 1862, when the S i

M 2, X ¢ Sale of Counail Bills under the authorjty of

:‘m ﬁ;‘;ﬁmgr OO:‘ 5';?1: ﬁrg; wok %ahcc, up to November, 1862, the m!cscwctc i&iﬂd

1676, they o ! agce;n& kt],y‘lEtS.., the sales were effected fortnightly; and in Augusy
¥ From January to March, 1862, the minimum fraction was a farthing; it was reduced

to {4th of a penny i k¢
K ¥ in March 1862, 1o 6th i ry 5 H i
which fracuon 1t | s cond s b il ‘. in January 1875, and to 1i32nd in 18§Z, at

*First dutreduced in 1876,
~ 246
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History of Indian Currency and Banking

ings of the Secretary of State have not been governed purely by the
needs of the Home Treasury. Since the closure, the Secretary of
State has endeavoured®:— i

“(1) To draw from the Treasuries of the Government of
India during the financial year the amount that s laid down in
the Budget as necessary to carry out the Ways and Means pro-
gramme of the year.

“(2) To draw such further amounts as may be required to
puay for purchases of silver bought for coinage purposes.

“(3) To draw such further amounts as an unespectedly
rosperous season may enable the Goveinment to spare, to be used
p may ¢ P
towards the reduction or avordance of debt in England.

“(4) To sell additional bills and transfers to meet the con-
vemence of trade.

“(5) To issue telegraphic transfers on India in payment far
sovereigns which the Secretary of State has purchased in transit
from Australia or from Egypt to India.”

The result of such drawings is that_the councils are made to
play an enormous part in the adjustment of the trade balance of
India, and the swelling of balances in the Home ‘Treasury and the
l}ocking up of Indian funds in London.

_ The second point to note in comparing the preceding tables
is with regard to the price at which the Secretary of State makes
his sales. Before the closure of the Mints the price of the council
bills was beyond the control of the Secretary of State, who had
therefore to accept the price offered by the highest bidder at the
weekly sale of his bills. But it is objected that there is no reason
why the Secretary of State should have continued the old practice
of auctioning the rupee to the highest bidder when the closing of
the Mints had given him the sole right of manufacturing it.
Availing-himself of his monopoly position, it is insisted, the
Secrct?ry of State should not have sold his bills below 1s. %,d or
Is.4 33 4, \Yhich, under the ratio of 15 rupees to the sovereign,
t;as for Ind}a the gold-import point. In practice the Secretary of

tate has willed away the benefit of his positioh, and has accepted

* CL. Memorandum on the Sale of
. oul <, Couacil 5
Chamberkin Commission, App. Vol. I, No, ﬂfxszﬂész,. by F. W Newmarch, to the
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History of Indian Curreﬁcy and Baaking

thanks so we have in India the singular spectacle of a country in
which there was a Gold Mint even when Gold was not legal tender,
as was the case between 1835-93, while there is no gold Mint, when
gold is legal tender, as Las been the case since 1893. Just what an
open Mint can do in the matter of promoting the ideal of the
Fowler Committee it is difficult to imagine; but the following
extracts from the evidence of a witness (Mr. Webb), than whom
there was no greater advocate of an open gold Mint before the
Chamberlain Commission, help to indicate just what is expected
from a gold Mint.

‘ “The principal advantage which you would expect to derive
from a gold Minr is that you would increase the amount of gold
coin in circulation?—That would be one of the tendencies.

“Is there any other advantage?—The advantage is that the -
covntry would be fitted with what I regard as an esscntial part of
its monetary mechanism. 1T regard it as an essential part of its
currency mechanism that 1t should have a Mint at which money
cquld be coined at the requisition of the public.

“I want to get exactly ar your reason why that is essential.
Ara T right in thinking that you consider it essential to a proper
curiency system that there should be a gold currency?—Yes.

“And essential to a gold currency that there should be a gold
Mint?>—Yes, on the spot in India itself . It would do’away, in a
measure, with the management by the Secretary of State of the
Foreign Exchanges, in that there would be always the Mint at

. }vhich the public could convert their gold into legal-tender coins
in the event of the Secretary of State taking any action of which
the public did not approve. It is a safeguard, so to speak, an
additional safeguard, that the people of India can on the spot
obtain their own money on presentation of the metal.”

Here, again, the assumption that a gold Mint is a guarantee
that there will be a gold currency scems to be one as gratnitous
as the fon':ner assumption that if gold were allowed to be freely
imported it would on that account become part of the currency.
On the other hand, there are cases where Mints were open, yet
therg was neither gold coinage nor gold currency. Instances may
be cited from the history of the coinage at the Royal Mint im
London: The magnitude of gold coinage during the bank
Suspension peried, 1797-1821, or the late war, 191418, is instruc-
tive from this point of view. The Mint was open in both cases, but
252 ’
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History of Indian Currency and Banking

asking the Government to open the Mint for the coinage of gold
in India, observed :—

“Let me make myself clear on one point. I do not suggest

that Government should give up the right to coin rupees or refuse
10 give rupees when people demand the same. 1 do not propose 10
rouch the gold-standard reserve, which must remain as it is as the
pltimate guarantec of our currency policy. My proposal does not |
interfere with the existing arrangements in any way, but is merely
supplementary to themn. . . . Let the Government of India accumulate
gold to the maximum limit of its capacity, but let the surplus gol
hich it cannot absorb be coined and circulated if the public chooses
to do so. Whth our expanding trade and the balance in our favour,
gold will continue to be imported in ordinary time, and if tac
facilities of minting arc provided in India, it will go into curcl:
lation*

These are surely not the ways of promoting 2 gold currency.
Indeed, they run counter 10 it. So long as the coinage of rupees
goes on gold will not enter into currency. Indeed, to cry out on
the one hand against the huge drawings of the Secretary of State
and the consequent transfer of Indian funds to London and their
mismanagement by the Secretary of State, and on the other hand
to permit him to manufacture additional token coinage of rupees,
is to display not only a lamentable ignorance of a fundamental
principle of currency, but also to show a complete failure ta under-
stand the precise source from which the whole trouble arises. It
is true that the Government of India cannot bind the Secretary
of State to any particular course of action,} and he often does over-
ride the provisions of the Annual Budget. But the question
remains, How is it that he is able to draw so much more after
1893 than he ever did before? It must be remembered that what-
ever the Secretary of State does with the funds in London he must
pay for his drawings in India. Before 1893 he drew less becatisc
%‘; I;:zi t())% pzzmcnt were less; after 1893 he drew more because
e
Indeed, the amou e e Timited able to coin rupes

s nt of drawings are limited by the demand for
¢5. L. C. P., Vol. L, pp. 637-39. Tulics not in the original. -

¥The legal position of the Secrctary of State and the extent to which he can be

bound by the ¢

. provisions of any law passed by the Government ia w

c:atl::‘?cgd‘l)y S!x; James Westland 1 Ius speech on the Indian P?;;crOECuIrx;i:xacyw(icm;c‘b
, which afterwards became Act IT of 1898; compare also the peculiar wording

of that Act,
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History of indian Currency and Banking

that all he touched might be turned into gold, and was then rather
painfully surprised when he found that his food had been converied
into the same somewhat indigestible material. So much gold, in-
deed, have we got, that we are now giving gold for rupees as well
as rupees for gold, i.e. we are really in the enjoyment of complete
convertibility—a state of affairs which would have been derided
as impossible by the esperts a year ago.”

Compare this state of affairs in 1900-1 with that found to exist
in 1910-11, for instance. Speaking of the currency situation as it
was in that year, the Hon. Sir James (now Lord) Meston,
observed *:—

“We have passed through many changes in currency policy
and made not a few mistakes. But the broad lines of our action
and our objects are clear and unmistakable, and there has been no
great or fundamental sacrifice ot consistency in progress towards
our 1deal. Since the Fowler Committee that progress has been real
and unbroken. There is still one great step forward before thie
ideal can be reached. We have linked India with the gold coun-
trics of the world, we have reached a gold-exchange standard,
which we are steadily developing and improving. The next and

final step is a true gold currency. That, I have every hope, will
come in time. . ... .

Leaving aside for the moment the extenuatory remarks of
the speaker, the fact remains that in 1900 India had a gold currency.
But, taking stock of the position at the end of 1910, it had ceased
to have it. What is it that made this difference? Nothing but the
fact that between 1893-1900 no rupees were coined, but between
19001910 the number of rupees coined was enormous. During
fhc first period the inducement to coin rupees was very great
indeed. The exchange was not quite stable, and the Government
ilad still to find an increasing number of rupees to pay for the

quc Charges.” And an Honourable Membert of the Supreme
Legislative Council actually asked:—

Is there any objection to the Government working the Mints
on their own account ? Considering the low value of silver: and the
great margin between the respective prices of bullion and the
rupee. would not Government by manufacturing rupees for itself
make sufficient profit to mest at least a substantial portion of the

present deficic ? It seems to me to be a legitimate source ©
fevenue and one capable of materially easing our finances.”

’LFr'nancial Statement, 1910-11, p, 346.

# This wasno other than the Hon. Fazulbhai Vishra financics
of Bombay. Ci_ hi speech in the Finaneidl Statemens, 189&9;'}1;.“ ;é{—known
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History of Indian Currency and Banking

the Government's folly of indulging in excessive rupee coinage.
But this was certainly not the explanation which the Government
gave in 1990 when it was first asked to assume that responsibility.
The Government know perfectly well that to keep on selling bills
indefinitely was to keep on coining rupees indefinitely. They
refused to assume that responsibility because they did not want
to coin rupees. That this was the original reason was made quite
plain by the Hon. Mr. Dawkins,* who reminded those who asked
Government to undertake such a responsibility that

“the silver coin reserve of Government in consequence rapidly
neared a point at which it was impossible to continue to miect
unlimited transfers [i.e. council bills]. Therefore the Secretary
of State decided to limit the demands by gradually raising the
rate, thus meeting the most urgent demands, and weeding out
the less urgent, while warning those whose demands were not so
urgent to ship gold to India. No other course was practicable.
‘The liability of the Secretary of State to keep the tap turned on
indefinitely at Is. 4 5{32d. has been asserted. But I cannot see that
any positive liability exists, and I wonder if those who assert its
existence would have preferred that the stability of our currency
(whose situation they are well able to appreciate and follow)
should have been affected by the reserve of rupees being danger-
ously reduced?” [and which could not be augmented except by
coimng more rupees].

Just at the nick of time, when the ideal of a gold standard with
a gold currency was about to be realized, there came on the scene
Sir Edward Law as the Finance Minister of India and tore the
whole structure of the new currency to pieces with a piratical
nonchalance that was as stupid as it was wanton, His was the
Minute of June 28, 1900, which changed the whole course of
events.t In that Minute occurs the following important passage:—

“15. As a result of these considerations it must, I think, be
adraitted that the amount of gold which can safely be held in the
cuirency reserve must for the present be regulated by the same
tules 2s would guide the consideration of the amount by which
the proportion invested in Government securities could be safely
increased.  Pending an increase in the note circulation . . . . - at
some other change in existing conditions, I am of opinion that a
maxmum sum of approximately £7,000,000 in gold may now be

I

:}(:Ifr his Iiu&f,ét dsxpzzch. Finaucial Staterient, 19001, p. 27.
Lt A oy e Minute and the correspondence the
Iaterim Repast of the Chamberlain Commission, C4. 7070 ;;mlx;)l‘.;: Appendss ¥ 1o the
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History of Indian Currency and Banking

to moke in sovereigns all payments of money orders in the Pre-
sidency towns and Rangoon, and we requested the Presidency
Banks to make in the Presidency towns and Rangoon paymeats
on Government account as far as possible in sovereigns. These
measu-es were taken, not so much in the expectation that they
would in the early future relieve us of any large part of our sur-
plus gold, but in the hope that they would accustom the people to
gold, would hasten the time when it will pass into general
circulation in considerable quantities, and by so doing would
mitigate in future years the difficulties that we were experiencing
frgm the magnitude of our stack of gold and the depletion of our
stock of rupees.

“3. In order to meet these difficulties and to sccure, if possi-
ble, that we should have enough rupees for payment to presenters
of currency notes and tenderers of gold, we began ts coin addi-
tional rupees. . . .. !

* * * * * ’

“14. We may mention that we have closely watched the
result of the measures described 1n parag-aph 2.  The issues of
gold have been considerable; but much has come back to us
through the Currency Department and the Presidency banks. The
Comptroffer-General estimated the amount remaining in circula-
tion at the end of June at over a million and a quarter out of nearly
two millions issued up to that time; but there are many uncertain
data in the calculation. We are not yet able to say that gold has
passed into use as money to any appreciable extent.

“15. It is very desirable that we should feel assured of being .
ablz to meet the public demand for rupees, as indicated by the
presentation of currency notes and gold. We therefore strongly
press on your Lordship the expediency of sanctioning the above
proposal for further coinage [of rupees]. ... .

* - -4 #* »

“17. But we do not wish our proposal to be considered 38
dependent on such arguments as those just stated. We make it
primarily on the practical ground that we consider it necessary in
order to enable us to fulfil an obligation which, though we are nof,
and do not propose to be, legally committed thereto, we think it
desirable to undertake so long as we can do it without excessive
inconvenience; namely, to pay rupees to all tenderers of gold and

to give rupees in encashment of currency notes to all who prefer
Tupess to sovereigns,”

_ Thearguments advanced in this statement of the case for
coiung rupees age a motley lor. At the ontser it is something

unheard of that 2 Government which was proceeding to establish
250
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History of Indian Currency and Banking

sidered advisable to hold in connection with the maintenaoce of a
seady exchange. So far no authority has ventured to name a
definite sum which should suffice for this purpose, but there is a
general consensus of opinion, in which I fully concur, that a very
considerable sum is required. The most ready way of cbtaining
such a large sum is by gold borrowings, but the opinion of the
Currency Commission was strongly hostile to such a course, and
the question therefore remains upanswered: How is the neces-
sary stock of gold to be obtained?

“17. 1 do not presume to offer any cut-and-dried solution of
this difficult problem, but I venture to offer certain suggestions
which, if adopted, would, 1 believe, go a considerable way towards
meeting the difficulty. I propose to create a special ‘Gold
Exchange Fund,” independent of, but in case of extraordinary
reqairements for exchange purposes to be vsed in copjunction with,
the gold resources of the currency reserve. The foundation of this
fund would be the profit to be realized by converting into rupees
the excess ahove £7,000,000 now keld in gold in the currency
reserve.”

Can there be any doubt now as to the true cause for coining
rupees? Writers who have broadcasted that rupees were coined
because people did not want gold cannot be said to have read

carrectly the history of the genesis of the exchange standard in
India.

But was Sir Edward Law the evil genius who turned a sound
system of currency into an unsound one by his disastrous policy
of coining rupees? Opponents of the Government as well as its
supporters are all agreed® that this was a departure from the ideal
of the Fowler Committee. In what precise respect the Govern-
ment has departed from the recommendations of the Fowler
Committee has, however, never been made clear anywhere in the
official or non-official literature on the subject of Indian currency.
What were the recommendations of the Fowler Committee? It is
usually pointed out, to the shame of the Government of India,
that the Fowler Committee had said (it is as well to repeat it):—

“We are in favour of making the British sovereign a legal
tender and a current coin in India. We also consider thar, at the
same ttne, the Indian Mints should be thrown open to the ua-
reiteicted coimage of gold. . . . . Looking forward as we do the

*Evn e Chamberlsi it
; W oL n Commusson =id that the Gover
tbe {de3l of the Fawler Cormmitice ameat kad degand Gom
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History of Indian Currency and Banking

been defeated by the coinage of rupees, the question must be
referred to the Fowler Committee. Why did the Committee permit
the coinage of rupees? There is no direct answer, but it may be
guessed. It seems the Committee first decided that there should
be a gold standard and a gold currency as desired by the Govern-
ment of India. But then they seemed to have been worried by the
question whether in the ideal they had sketched they had made
enough provision for the maintenance of the gold value of the
rupee. In the view of the opponents of the Government of India
the rupee ought to have been made either convertible as a bank
note or a limited legal tender as a shilling. The Committee rejected
both these demands as being unnecessary. Stating their ground
for refusing to reduce the rupee to the status of a shilling, the
Committee argued*:—

“It is true that in the United Kingdom the silver currency has
a fixed limit of 40s., beyond which it cannot be used to pay a
debt. . . . While it cannot be denied that 40s. limitation tends to
emphasize and maintain the subsidiary character of our silver
coinage, yet the essential factor in maintaining those tokens at
their representative nominal value is not the statutory limit on the
amount for which they are a legal tender in any one payment, but
the himitation of their total issue. Provided the latter restriction is
adcquate, there is no essential reason why there need be any [imit
on the amount for which tokens are a tender by law.”

Regarding the necessity for convertibility the Comimittee
observed T:—

_ “Outside the United Kingdom there are two principal
instances of countries with a gold standard and currency, which
admit silver coins to unlimited tender. These countries ate
France and the United States of America. In France the five-franc
Picce is an unlimited tender and for all internal purposes is equi-
valent to gold. The same remark applies in the United States to
the silver dollar. . . . Both in France and the United States the
Mints are now closed to the coinage of silver coins convertible by
law into gold; in both countries alike they are equivalent to gold
for all internal purposes. For international payments, so far as
»Specie is concerned, France and the United States depend ultimate-
ly on the international medium of exchange, which is gold. In
the last resort, it is their gold which, acting through the foreign
exchanges, maintains the whole mass of their cgrrency‘ at it
nominal value for internal purposes.

* Report, par. 56. T Repart, pars, 57—~60.
264
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History of: Indian qurénc’y’aqd Banking :

could it be built up otherwise ? The Committee seems to, have
been considerably troubled over the problem of finding an alter-
native mode of raising a reserve until some member of it, probably .
at 2 moment when his intellect was rather weak, proposed “Well,
why not allow the Government to coin rupees? If that were
allowed it could easily build up a gold reserve withour having to
borrow, and can then discharge-the obligation of convertibility for”
foreign remittances.” So innocuous seemed the proposal that the
Committes wholeheartedly adopted and incorporated it into its °
Report with a certain sigh of relief that is unristakable from' the:
firm language in which it was expressed. ‘ C

"This may or may not be a correct interpretation of the reason-
ing employed by the Committee in permitting the Government
to coin rupees. But the fact remains that the Committee did not
realize what was involved in that recommendation. First of all,
what was to happen to the gold standard and currency if the
coinage of rupees was to go on? In this regard is it possible to
have more respect for 2 Committee which lays down on the one
hand the ideal of a gold standard and currency, and permits .on .
the other hand the coinage of rupees, than Bagehot felt for the:
Directors of the Bank of England, who on March 25, 1819, passed -

_ that notorious-resolution :— -
“That the Court cannot refrain from advertising to an opinion, -
strongly insisted upon by some, that the Bank has only to reduce
1ts issues to obtain a favourable mun in the Exchanges, and a
tonsequent influx of the precious metals; the Court conceives it to
1 be its duty to detlare that it is unable to discover any solid founda-
. tion for such a sentirnent”?

If the opinions of the Directors were classical for their’
3?&153!15% are those of the Fowler Committee less so? Ts there any.
ntincs iboqed . the Setaton, v St

: ) e resolution, not dissimilar to the
ICCOmmt;ndatx_ons of' the Fowler Committee, urged 'some
) g_tenuanngﬂc_lrcumstanccs which compel us to forgive the Bank
. 3“’-9‘0{5},}1@11? nonsense. 'The Directors lived in an age when
fggnghn;m“{c?lsogxgg was in a confused state; nor were they anxious
~ None of tﬁx;scl?i;colfmgé?iﬁ! eing perfectly satisfied with paper.
3 ces camnex

| f thes ) cuse the nonsense of the Fowler
Z:inmiattcc.r "They framed their recommendations at a time when
. 5 ‘ o ' ’ o
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History of ‘Indian 'vCurrﬂer‘ch and qukin'g ;, R

mical to compel it to make the necessary additions by. undertaking
to coin rupees. It was to adjudicate in the dispute between the
Government of India on the one hand and Mr. Lindsay on' the
other, the former desiring additions by gold coinage and the latter
by rupee coinage, that the Fowler Committee was called into
being. If the Government was anxious to add to the currency by
coining more rupees rather than by the influx of gold, there was
no necessity to appoint the Fowler Committee. Such a power had
already been given to it by the Herschell Committee. It was
because the Government did not want to exercise that ill-charged
power that an appeal to a new Committee became necessary. Faced
with this immediate problem of how best to expand the currency
in relief of monetary stringency, the Committee had -solved it in
one part of its Report by prescribing that gold should be made
legal’ tender, so that any debtor ‘who was unable to find-rupees
could have the option of paying his creditors in gold. If gold was
allowed to be the general medium of exchange, was not the
proposal to coin rupees a superfluous one, quite uncalled for?

_Thirdly, could the proposal to coin rupees as a means of
building up a gold reserve be justified as calculated to maintain
the value of the rupee? The one thing essential to the main-
tenance of the value of the rupee was a limitation on its issue:

. The Qomm:;tee talked in a very learned manner about the shilling
. as bgmg maintained in value in consequence of a limitation in its
issue. But did it understand how the shilling was maintained
- limited in quantity? If it is true that it is not the limit on legal
tender, but the limit on the total volume, that maintains the value
of tf;c shilling, why is not the shilling issued in unlimited quanti-
ties? The manufacture of the shilling is profitable in the same
gay as is the manufacture of the rupee. Why does not the Beitish
S avernment com it in unlimited quantities? Only because shil-
_tings cannot be paid out in unlimited quantities? If the Govern-
Ia‘:é’tthc‘“;}d pay its Chancellors of Exchequer, Cabinet Ministers,
il e hosts of officials and clerks, and if they in turn could pay
o {f,ri;tocus,thixnnﬂkmm, \brewcrs, and- .butchcrs in ‘shillings,’ there
‘ b‘»’ca'uscc ng y g to prevent the over-issue of shillings.. But it js
o ngllohy can pay out shillings in unlinited quantities that
“of 'Yh“ t have them in unlimited quantities. ‘Tt is the-ahsence
26: wholesale market, so 10 sdy, due.to a limit on legal .tender,
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History of Indian Currency and Banking

provided against it. In their despatch of March 3, 1898,
outlining their plans, the Government observed :—

“9..... We know now that one of the main reasons of
this failure [to maintain the exchange value of the rupee] is that
our rupee circulation had before the closing of the Mints been
increased to such an extent that it fully, and more than fully,
supplicd all the demands of trade, and allowed no room for any
further addition in the form of gold. .. .. The necessary condition
of a fixed rate of exchange between two countries is that, when the
currency of one of them becomes redundant as compared with that
of the other, the redundancy may be relieved by the withdrawal,
for a time, of the excess coin, and we wish, therefore, to reach
the condition in which our circulating medium . . . . is not
composed wholly of silver coin which has no equal value outside
the country, but contains also a margin of gold which is capable
of being used elsewhere as coin, and will therefore in natural
course flow to where it is most wanted. Our total rupee currsncy
is estimated to be at present somewhere about 120 crores, to which
we have to add 10 crores of fduciary circulation of currency notes.

“10. It is impossible with any exactness to say, and it can
only be ascertained by actual experience, by how much this rupee
circulation has to be decreased in order to remove its redundancy.
. ... But some considerations point to the amount being within
quite manageable limits. For example, there are twenty-four
crores, more or less, of currency notes in circulation, including the
amounts held in our Treasuries, If we could imagine that amount
of circulation at present existing in the form of currency notes
suddenly converted into £16,000,000 in gold, it seems impossible
‘that Indian trade should be able to get on without having part at
least of that amount held in actual circulation, in other words, it
would not be possible for that amount of gold coin to be remitted
out of the country without the value of the rupee being forced up
to a point which would arrest the stream of export. If this is the
case, twenty-four crores of rupees is the outside limit of the ameunt
it might be necessary to convert into gold coin in order to introduse
a stable exchange of 16d., accompanied by an actual (active of
inactive) circulation of gold at that comparative value; and it is
more than probable that the amount required may really fall far
short of this. . .

.11 The mere reduction of circulation might be carried out
in the same way in which it was effected in 1893, namely, by
absaining from withdrawing council bills, until we have an
accumulation of, say, twenty crores in excess of our ordinary
S o S by et o
of twc;xt)' crores :;oslll‘d coet stt.hp e e, permanent locking 4P
the amount of gold borroswc::is incéntcrcst o t_hat amount, or o

ngland during the suspension

410 of drawings, and in the second place the existence of this accumu-
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History of Indian Currency and Banking

to give rupees for gold, but there can be no doubt that in the
absence of a counter-proviso, requiring Government to give gold
for rupees, the proviso is simply a cover for an authority to the
Indian Government to issue inconvertible rupee currency of un-
limited legal tender in the same way as the bank restriction was
for an authority to the Bank of England to issue inconvertible
notes in unlimited quantities. The first step in the right direc-
tion would be to scrap that Report and make a speedy return to
the safe and sound proposals of the Government of India as out-
lined in the despatch referred to above. The primary condition
is to stop the coinage of rupees and not merely close the Mints to
the public. -Whether it would be necessary to melt a portion of the
rupees depends upon what gold value it is desired the rupee should
have. Once the total contraction of the rupee is settled upon and
all further coinage is stopped, India will be in a position to have
an effective gold standard based on a free inflow and outflow of
gold. There will be no necessity to reduce the rupee in legal tender
and provide for its convertibility. Its value would be maintained
intact by sheer force of its quantity being limited, provided the
quantity in circulation has been reduced so far as to be always
below the minimum demand.

. Su.ppc.)rtcrs of the existing system of rupee currency have ever
since its inauguration held out that the currency is economical
and secure. Its claim for security, both in terms of gold and com-
modities, has been tested, and the grounds of it have been analysed
in the course of this and previous chapters, wherein is demon-
stralied how very much wanting it is in the essentials that go to
I“I:ﬁctch ;pi ta_ ssecurc: cufrcncéy. ’Wc must now endeavour to assess
besoer olf cconon;lxcal, for if it were really so, then that might
g some value against its opponents. We must therefore

zc the economy effected by the rupee currency.
Kemmerer says® :

“A convertible money finds its raison detre in the

faig that it economizes, the precious metals, andr mﬁ:fsdgo:i!blc a
Sailn_g to the community. If paper money or token money are
.*gnsntutcd for primary money, their substitution reduces the
. demand for the precious metals by the difference between the
amount of metal used in the token money introduced plus that

*® Morcy and Credit Instruments in Relation i Prices, p. 63
272 ’ -



-saded s,1°0Y p’x“eﬁa: s uonsonb oqr;o"madse é;q{ o I',egp‘mu o

ZIpu] JO JUSHUIAA0D Q3T 20U 01 soueswmond Addeq e-st 3]

-poIEIUTET ST oUR1Ind ST 70 anjes [Eyded 9T 30T 996 03 ATEssadau

st. 31 Apusnbasuod UOTMSOAUT [E10S O wioy ¢ Sunuass1das )

pood readeo @ )_iumu’:’gxd st foua1Ind STj[ErP W +£30150s 03 1955¢ |NJ
OIEM E st e1pu] 30 Sowanmd 23 m{ddpumé Jatpoue‘uib} d ‘SuTuIey
uom £oUaLId Sadnz oy Ui Awouod? oU st 519t BIPU] JO $393008
za1 oA A mozy Jrede PRy AP A siyoid oy se Suof os
ey smoiaqo 210301913 51 31 h'saadnx utod 030U oM se st 3 K108
jo sasodmd Jua1IN2 Aue 30 pasn 9q 03 30U 51 yoxd s 1 '-tpﬁ:am
;O :UO!ID‘Enqu SSDIQS“,C SIUQSQIdDI JUNXI 1El{i 0} pIIB ‘,pmoq e St
-£151008 03 3Y2UT ou st “pajfe? st 3 ST 3Sewnod uo yyoid 1o ued §np
;g -ures  @simod 30 St 211} 9IUIYIP SHR JO XD Sq oL
-pio8 Ut ooud Surfps s)t PUt andnr ot o oopxd 3500 aqx’ix::maq'
2oudIIPP ® sospre 21973 ‘ORTd o Mopq st 30als.30 ooud o
sy -seadnr suod pue 1aps sng TS 30 A1c30193g A pios sty
jo MO IMIGO 10 S9XE} JO yuowied ut wIpuj Ut vipuj Jo Juat
“uioa0s) S 01 Pa1opUl st pod 10 S [ounod Sy 30J' UOPUOT]
w 2es 0 LrEa010og Ot 03 PAIPUA st plog ‘e 3o eI C[RONE
ouood §1 ouesimd UepUl AW Je To[d oY A[snotIss ST 01 A[qE
-soduy sawi033q 3t pashpeue Ajmgaxed st Suroq oyu1 SAWOD aodnx a{p

'

worga 4q ss001d o WM "eoTImou0d3 Ajjeor st Aousnind sadny, - ¢
a1 10YIRYM N0 PUY 01 ST (PIA PIUIIOVOD I 8% IR N, (OSIOWIRE o

o 31 1dopE pinoys Anunod ¢ foua1ImD [EIIUIONODD 10T A st

fouarmo 1aded 2]qUISATOdTL UE 4snEDaq JER PUAILIC] pom -
soukay] Joid 1° o1omas] Joid TR T woIsn{au0d AGEIITY>
sTq1 w0} meIp 08 s oA Pl o} MOT[0] fyngesn

S sAINUNod pasuEApE 230 33110 JEY1 PUT ¢furotind3 JO PAIE
£ st wasAs AoURIIMD ueipu] Ay IR audo 01 saukay] 391 PR pasty

A

st ST SMAA NS -3[qr10AU0D S fouow oy AN SI,II SE )

¢pury vondwapaI T 10§ UaAd Aouowt fxeunzd osn 01 Assa09u OU St
o191} 9$NLIAY ¢opeas 1987e] B UO woae pue ‘ool 2]qUIPATOIUL jo
asn o} 03 SAYITNE ¢yazouamaay SAES ‘qured jo puty WL Y, - -

+{farunumod AP A ured PU E sussa3dal ponim
ouc? [T A 3% pauttio plo§ o unowe juajeAmbs ‘Ut kg~
Anjunod oW JO PILA Liegayom-uou A csTatolry PUT ST AN O 2
pue proige so03 Aiddns yonya} REIL godn uscryi 30199 |
fddns paseanul \re ul Snsal SERY snopoxd 2 3¢ Luouods sL
‘pung wonduopa3 3 303 paambas fouour Kigwud aq U pomITINod

pADpUDIS p]ojaq:-bz' Wy V.



History of Indian Currency and Banking
. .
currency reserve, and -has very recently instituted a depreciation
fund for the preservation of its capital value.* Now, the considera-
tions that apply to the paper currency should apply also to the
rupee currency. Has the rupee currency maintained its capital
value? The gold part of it, called the gold-standard reserve, is
invested in interest-bearing securities. Interest is no doubt an
additional source of gain, but have the securities maintained their
capital value ? Far from it. Turn to the rupee half of the currency.
Has the bullion in the rupee maintained its capital value? There
have been endless charts and diagrams drawn by playful
economists in which the black line, showing thé nominal value of
the rupee, has remained up while the red line, showing the bullion
value of the rupee, has gone down with the falling gold value of
silver. But what does that mean? Simply that the rupee is a
wasting asset and is not worth at a later date what it cost to society
when it was manufactured. Surely there was more economy in the
project of the mad Chinaman who burnt his house to roast his pig
than there 1s in the Indian rupee currency. The Chinaman’s house
must have been very old and uninhabitable. The same cannot,
however, bt said of this converting of gold money into silver
moncy, becanse we know that silver is an inferior
kmd of investment to gold. Thus viewed, the currency is
not in the least economical. It appears to be so because people laok
only to the rupee. But, adding the cost of the rupee currency to
that of the gold-standard reserve, can it be said that India would
have required more gold if she had a gold currency in place of a
rupee currency? Bearing in mind that with a fixed limit on the
1ssuc of rupees there can be no reason for a gold reserve, the only
result of a stoppage of rupec coinage wauld be that gold, instead
‘:‘fulic?_g, as now, part reserved as a sinking fund and part trans-
bei ed 1nto a rupee currency, would enter into circulation without

eing subjected to this bancful and wasteful process.

Oth;\fo\?om gold would be required in the one case than in the
o ¢ cI:m therefore conclude without fear of challenge thar
" 1c’omp cte stoppage of rupee coinage Indian currency would

truly cconomical, prices would be more stable, and exchange

m———

*CL the Spesch of the Finanze Min Hailey,
* 2 e Minister, Mr. ) 2 i
:’:&w {Amendment} Bill, dated Sepiatmber 1’6. 1929, S.L.C:E’jn Vp%hLDIL,ng:? 30?";:96'
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History of Indian Currency and Banking

parties were agreed that a paper currency ought to be identical
with the metallic currency which it displaced. But the system of
issuing against two-thirds of securities and one-third of specie, as
was proposed by Mr. Wilson, would not always ensure this identity,
and there was considerable risk that in times of buayancy and
speculation the circulation would be unduly extended. He thought
that that was a point of considerable importance, because if we
looked at what had taken place in India during the last three
years, we should find a great increase in the wages of labour and
the prices of commodities, which should warn us as to what the
consequences might be if we were to accelerate the process already
going on so rapidly by any artificial inflation of the currency. If you
unnaturally stimulated the rise of prices by an over-issue of paper
circulation you ran considerable risk of changing the healthy
action of commerce inty a feverish excitement which was sure to
bring about a reaction. If we continued to go on as we had done
for the last two or three years, the result would be that many
articles of Indian produce might be driven out of the market by the
competition of other countries, and he therefore thought that the
Government ought to be exceedingly cautious how it took any
step that might unduly accelerate the tendency to a general advance,
as might be the case under the system of paper currency which
to any considerable extent represented securities and not bullion.
Such an advance might even reach a point seriously embarrassing
o the Government if the general rise in the rate of wages and cost
of living made the present scale of salaries and the pay of troops 5o
longer adequate.* For these reasons he thought it by far the wisest
course to adhere to the principle of paper currency adopted in
England as laid down in Sir Charles Wood's despatch.”

Not only was the Government anxious to put a limit on the

issue over and abave making it convertible, but it did not want
to be vested with the legal authority to issue notes. In a despatch

dated April 27, 1859, to the Secretary of State, the Government
of the day observed :— ‘

b

&

“We believe that the convertibility of the notes on demand
would not be a sufficient guarantee against over-issue. When once
the paper currency is established in public confidence, the tempta-
tion to take dangerous advantage of this confidence will be very
great in a time of difficulty, if the power of doing so is left in the
hands of the Government of India alone. Restriction by law,
cither to 3 certain amaunt of issue absolutely, or to any amousnt
relative o the balances in India, will, in our opinion, be necessary.

* Dunag th 3 : s r oo .
and the Na\; w::eme suspension period in England it is to be noted that the Army

1For a copy of i, tee Commens Paper 183, of 1860, p. 1.

paid 1 gold, for fear of cusing discontent,
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History of Indlan Currency and Banking

b 3

at the idea of inflation. I may remind him that one of the
accepted(!) doctrines of economists is that artificial inflation of
paper cusrency only exists when the note circulation is not fully
covered. Now we have covered every rupee of our note circu-
lation . ... in securities. ., .” [How could there be an
inflation 7]

The change in the Government’s view with regard to the
rupee currency is equally noteworthy. In 1908, when the exchange
value of the rupee fell below par, the Government was reminded
that it was the result of the excessive coinage of rupees. But
although in 1876 the Government did not think it was possible
for it to so increase and decrease the currency to suit the needs of
commerce, yet in 1908 the Government advanced the opposite
view. The Finance Minister, the Hon. Mr. Baker, in his reply,
went on to argue *:—

' “In the first place the whole of the new coinage that we have
undertaken during this period has been undertaken solely to

meet the demands of trade. Not one single rupec has been added
to the circulation except to enable us to meet these demands. . . .”

Now, if it is dangerous to entrust a Government with the
power to manage currency, how very dangerous is it to entrust it
to the Government of India, which professes to carry out its trust
on the basis of doctrines such as these! No one is so ill-instructed
in these days as to suppose that these are sound maxims. If security
“is enough, what need is there for convertibility? If currency is
issued only in response to trade demand, what fear is there of over-
issue? A Government acting on such a principle may well go on
indefinitely increasing the currency without remorse. History
abound§ with instances of ruin caused by the management of
currencies on such naive principles as these.t Happily for the -
country, the paper currency profoundly altered in its basis—on¢
might almost say, tampered with—in 1920 by the Government i
yet far away from currencies regulated on the theory enunciated
by the’ Finance Minister. It is the rupee currency which has been,

e\:cr since the Min_t closure, the chief source of danger to the
V&elfare. of the Indian people, particularly because of the principle
governing s issue. Because that principle has the support, in

* Cf Fuancial Smtement for 19089, p. 229.

a m.;‘Cf' E. R. A. Scligman, Currency Inflation and Public Debts. New York, 1922,

178




<

99 aed ‘nod:u;g :f ‘65 d “m 304_ - p d e “5 O,

Jntp 5199[qus-Al0[[9 “TaY1 Jo arejPAL Sy . pa;samm os ezpul
U~ USWSHEYS, USAG DABY 219y} UIIUIZAGE D3 SIPIsdy - auaw
“UI2A05 s 3o ‘ued 9 ub .uonRISIPUI Jo Anpqrssod AP woxy.
SHE, P19 30U, 520p Aduszind 23dna | 0 IoBuep P g .
“A1junod Y} JO $2AT3821 pjos oy go osearour UE 10j 'snoixue Lisa,

05,5q Aoy pnoys Aym astareyio ‘putwap spen 03 asuods;x ur -,

: A[uo pansst 27 saadnl 18l UrEIUTEW 0gM 35013 Aq U9 pamap aq
Jouues Spqissod st uouua;.rdap T yons Jeyy, -uoneridap S anoge
L BulIq 01 spus} SO PUE G0U IO PARULA ST A IDPIYM Aauanm
Ul SUTEIRI. J1 - ‘pURHIDP 9PER - 0} asuodsat ur panssi qﬁnozp[e
. ‘Apuanbasnog Jumsixs-uou s Anjenb asn—go»uondo o vadny o
3o.3sed o1 Uy ‘sasodind Arelsuow-uou 10§ pasn Buraq Jo vondo .-
atp Ieaq o1 pssoddns st Aouow asnE3aq ‘bouota 10y paﬁueqn;
ST somrpowmwiod [ ‘paapuj CASUSMIND UL PAWENRI lou s,
" fouom Je ang soAIS IO 2pTR O} asuodsol ul pannbae s -
- £uow [y 9wIR U2AIS AU 3T SPI0U AURLIND A1) 30F Apmd Aauoux
|30 9NSSI-I2A0 OU 3 UED SIIT} ILYI MO[[0] I0U S0P I} LY Woy wmg
*J0J PUEBLIIP ST Y1 UBY) panssi aq ued ASuow 310Ul ou jeip onn .
‘Apmyosqe ST 31 9suas stqa uy *Lauowr jo mm; d[quaes Jsonr oy w -
'$92IN0SIT ST P[0y 01 $2I(5IP AUO A3245 1241 SUEIS JO AeA 1dtpowe
Ajdus st ufeSreq  3u [jos ueqy wedreq € 1 Ang UNJO S10W ued uo
®RYY, Aaqiqnap:s jo &njenb 2y pojjes 19Fuspy JeyMm 20180p ngqgrq

53 UT sey 1 e Ul Spood 1o Ao afeiueape [EnuaRpgIp &

seqy Asuot Jet 1oty o Aq Joj pajUmondt 3 Afuo e’ 21159p nqu
*3seyand JO SULIUT JUIIIND 3 JOJ ISP ¢ Yons puy 300  PIUOTs am
vonErspIsuoy juo o sem tamod Suiseyond g1 ‘paapuf “aqeiun
os s1 fouow Jo SnfEeA 2 TR MOUY AN uUsYm 4D ‘fouowr’
uem Lpuessoout os 2pdoad Aya urepdxo> munb 0u saop e’ mq
‘>nn 1qnop ou st ey, “somod Surseyoind e sy Aouomm. 2sneg
Afuo payuesm 3q 01 -pies st Aouopy -Asuolu jo amaeu seindad oy
0) 2Np ST IJLJINS I UO readde 100 sa0p ‘putwap apen o3 ssuod . -
S35 U pansst Suraq 519y Jo 2snedaq s23dnT JO $5IXD OU 3¢ PO
a5t Jey ‘Suruosear a3 ut Kaejfey ap Ay uoseas oYy pumos,

-un £jpenuasss st ajdounid 107 “fouarmd sadni i Swibeuetu jo'

7amod STqI JO JUPWILIAA0S S Sutatidap-1oy 258> S I9fE J0UUED

N {UOISSIIWO]) UIE[RQUIRYY) R PUE SEINYS I 4SoUASY,
JOI ST SPUUOWNE JUSUTD [0S 3O ‘quz Buisiadins B-gpasi

pibpupig pioy 3 0y an‘;)ag‘ Y\

f

1 i



History of Indian Currency and Banking
they have rebuked the Government on several occasions for
not making the profits on rupee coinage available for the
advancement of the moral and material progress of the country,®
and in 1907 the profits on rupees were actually emlpoyed in the
extension of railways. It must fill every one with horror and
despair to contemplate the consequences sure to emanate from the
manipulation of currency for such ends. Is it not time this source
of danger and temptation be removed by depriving the Govern-
ment of this power to manage the rupee currency? But what is
the means of bringing this about? If it is desirable to do away
with the management then convertibility is an -insufficient
measure: for with convertibility the rupee will still remain a
managed rupee. Only the complete stoppage of rupee coinage will
remove the governmental interference in the management of
Indian currency; and it is this that we must therefore ask for.

Queer as it may seem, SAFETY LIES IN AN INCONVERTIBLE
Rupee with a fixed limit of Issue.

a

* Such 3 sober politician a¢ thz lata Mr

. ] = Gokhale took th e i -
fix:xx :'::xdc:i xg the Frnaneal Staremens for 1907-8, pp. 203-4-2:11‘!;}:: s m%“tc:gn
P ¥ Prof. V G. Kale 1n his Currency Reform in I’ rou

260 ndia, 1919, p. 65,



185

cci ‘oiqes ‘moBNgIISI

50035 APUOID ‘SANIFUNOD weadony | .

‘ez %% 0

g ‘5;935!‘1 £preo ‘AomolInd gswSed

68 ¢poquiosaad DIepUTIS IOMIS
‘ “Bos 19 §1 “€6-09L1
tsymorodx? prepuess . 2|quod
© ., fuedwo) wIPUL ST
. “Bos 12 gy ‘Syued '
piepueys  IOAUS jo uopedoEd
© g9 ‘HTYO ‘s93eX aunodasi@
-Bas g9 g9 “I0ATIS JO woperneuowad
g1 ‘ees8l "mo% 10 wonrzpauowRd
“ geg ‘egp “E "D 'WOH ssopmed
. geg 03d «zodassed
. g0 61 I ‘eyred
ajon g <IN “1PTRA
qeg ‘P10l aozind
gg 15 ‘g8 YoV LTI
KLoua1ingy UBIpUl 775 -fouaiIm)
gQ1 ‘P07 ‘TOUWOID
. *bas $2 9FG
‘ge1 ‘6L1 FST ‘191 ‘j0 seles
chos 47 CCB QT “STIOUTOD 251949
Co . g% ‘Jo A303STH
cLT ‘F6-£68T ‘sFomead
¥ : s [1ounod
6 ‘96
eipuy ut juowdo(assp ‘ePEI} 10330
ondwd nygoly 243 10pun aSZu;og
) ¢bas
12 gF ‘OLBT ‘3OV W PUT ofeutod
‘g ‘§g ‘Ul £OTWOUCID ‘aaguatssmxg
691 ‘o1qe}
‘g061-6881 “EIPUL W3tn 2PEX ‘eunyd
09 ‘30 2Inre} “xrays£s onbagd
“6LG ‘7101 ‘BST ‘L8 698
‘137 ‘¢85 ‘178 ‘115 ‘aron “S1%
‘01g ‘SLT ‘6ST ‘FEl ‘9T ‘€161
sgoresTTo?) A2UIIND ureplequIed)

]

“aj01 €55 ‘961 PO "USTOIIRSED
il ‘gL ‘Ze 3T S[eSSED
201 GEB D ‘103 ‘(955ED

- ) oLg ‘olot ‘%
‘aro 6T5 qampd 10id . ‘neaue)
Ll 9101 5 '[;igxa ‘souare))
nazi % ‘puep) "UOH ‘amorg

41 ‘01 'SUIIONOI Aouaxind ‘Aeqmog :

971 'FT1 3T Suos
-snostp + ‘SO0UIIAJUOD Aseyounory
. - L SL ‘sa:maﬁ .
.zoMp OWEL JOHY PUT JPTRY L

181 ‘081
smoysod  §,jUOMUIIA0H  TEIPUT

L1 *O1yex I9A[S 03 P09

g3l ‘831 ‘10 sxoRaMTIq

bas 1o 1g ‘epUI ut wopeloiqy
| wsyeiewg

% ‘Kouaxnd Jo uuojey

. TLEG-9OLT

symeurzadxa  ‘PIEPUTIS dlqnoQ
- fpeSuag
gz ‘m mejsks onpeyewnyg ‘wnidieg

spore QLT " ‘amoqied
+g 01T} ‘TIp] W SR

08z ‘070 ‘SI8T-LGLY ‘uony
-e1o01dep ‘5910N puc[Sud jo jued

6Cg ‘881 IOV I0IIEND sueg
8Lg IV “UOH oed
121 031 ~3o3EAY SoteBeg.
£owazIng UO 99FPWWOD g
22 “KIUDH 1S ‘TRIHS no;?u;qeg;
sj0tt 61 ‘P10 SAIOWIY

g6 ‘26 ‘syrodxd pernymondy

18 ‘5109 30 B[QEL "

16 ‘a8
3 ‘cgel ‘smIopI 01308 [IALD |

07 ‘sestT W saguey)
. uog;ex;s;mmpy/
i . B ‘ '

XEANI



Exchange

Fall of, economic effects, 82 et
seq.

High exchange policy, 1920, 104

oNatyral level” fallacy, 210,
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Stabilization of, 189

Exchange rate :

“Gold value of rupee 1 terms of,
182

London on Calcutta, 1914, 1915,
table, 178

London on India, 1907-8, table,
177

Purchasing power panty, 235 et
seq

Exchange standard, stability of,
167 et seq.

Falkner, Prof. R. P., 58 note
TFetter, F. A, 217 note

Fnances, Imperial and Provincial,
separation between, 193

Fisher, Prof., 77, 78, 233, 239

Fowler, Sir Henry, Indian Currency
Committee, 1898-99, 144, 222,
214, 249, 262, 266

Foxwell, Proi. H. S, 6% nofe, 74
note

France:
Bumetallic system, 22

Enghsh and French currency,
systems compared, 149

Gold and silver muntage, 1803—
69, table, 127

Gem:xlz;%y, currency difficulties in,

Giifen, Sir Robert, 120
Gokhale, Hon. Mr,, 240, 280 nofe
Gold :

Consumption in various countries,
table, 228 '

Discoveries, effect of, 22, 23
Gold (continued)—
Issue, 1917, 202

Noztgé, value in terms of, table,

Price-levels compared with other
commodities, 225

282

INDEX

- Gilver and goldy value and pxo-
duction, 71 ¢t seq., 3

Gald currency for India :
Arguments in favour, 239 &b seq.
Commussion of 1868, 43
Imports of gold, 1563-64, 39
Legal tender notification, 1864,43
Proposals, 1864-66, 39 ef s¢q.
Gold exchange standard :
Chamberlain Commission, 1913,
152, 154, 158, 159
Aints, closing for silver,
Objections to, 154, 165
Gold payments:
Army remittances, )8
Burden of, 172 -
Civil Service remittances, o1
Rupee, cost of, 82, 83, 84
Gold standard for India:

Bengal Chamber of Commerce
support, 1876, 114

Currency Commuttee, 1886, 120
Currency Commuttee, 1898, 120
Enghsh fiscal difficulties, 24, 25
Government scheme, 1878, 116
Monetary Conferences, 126 ¢f 524+
Movement towards, 110 ef seg-
Proposals, 1859, 35, 36
Smith, Col. J. T., plan of, 112
Temple, Sir R., plan of, 110, 111
Gold standard reserve:
Danger of 222 et seq.

Maintenance and distributiom
214 et seq.

Gregory, Dr. T. E., 223 nots
Gresham'’s Law, 128

Gupta, Mr., 195 nols
Hablfax, Lord, 111
Hamilton, Lord George, 146
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156 166

Huskisson, 26
Inchcape, Lard, 198

[y



€8¢

sjou gy ‘WO 1S ‘PIOTSTER
L1 91 51 ‘swaoyer Lowayind ‘seipeIl

sou  “¥ *f “WOMROI

oo g¢ g "D Y ‘WOPUOT
. gg*pio'toodmar]
. 84T 950 ‘5gs ‘1on 101
“pgT *g9T ‘56T 1 e1g v *AespolT
- ojou 97 “* M 103 ‘SIMOT
eT* 31" (1 U1 39PU) (2321 5T sadny
69¢ ‘84z ‘397 ‘o vonETHWYI
* s aopuoay 12803
£93 ‘29T
1o7 ‘607 ‘890 'PITAPA ng ‘av]
- o016 L ‘2101
oL ‘siox 69 "1 [ "101d ‘afudne]

’ 89
te7 ‘cgy ‘morup) Komourd Tl
. N 9[.3 tss 'LS “JI\I ‘SU“:’I
ajon g5g ‘qdesof ‘UL
- 8L% ‘SLT
‘6es ‘860 ‘SEG o01 35 ‘GET
‘gz ‘018 ‘601 ¢1g1 ‘siok OLT
«go1 ‘6ar ‘zron 281 “1°T ‘soukony
. €1% '5LT ‘08 ‘a0t
367 ‘68T ‘69T o303 ‘3RO
L6 ‘yuotm
-dopaaep ‘mipul W Ansnpoi oanf
221 ‘oL ‘6g ‘suoadf
# 301 §g Jo Washs jtiaieifet Kyeyl
68 ‘j0 syuld
-2AOTD-23ug  ‘UTIPUL 51U UI}SIAT]

soou?
-soyuop Azv3ouoly 975 *520UD
-soymo)  A3ejeuo]g [EUORTUIdIUY

0ol 4TI ‘681 ‘mOISSIWUWOD)
npouewy ‘5uTOXd [euonTemul
1
«gorssImwo) aSeuroy [EUOYTIINUL
-bss 19 99 ‘Ul
Lyvmuopran “afTmiod [TuoneuIaIug
g ‘16 ‘salqey ‘r1pul
pue pueiSud seqmsand [eISHPUL
1€.'0¢ ‘8%
“j0 3031 ‘Z¥81 sgorsuedxa opTIL”
oy
t1qey ‘0L-0081 ‘Aomaund oPTAL )
org ‘oeT ‘186 ‘L81
B8 ‘6I6T ‘9oRIWWO) g

-a313 F0Y8 955 "pmpp‘zwmz\ﬁs
_9pn 9oy 295 "roadny.

81 ‘LT*91 ‘££8T ‘SwI0pY

.+Bas 12 607 ‘108 “vondusopoyy
«gg ‘67 ‘syrodwy s|eiom st\dég:d‘
o Joyy ess  ~KowenInd sodeg

«hoas 39 1QT *3us
—uzoaony Ag-onssy jo Ajodouorg

«bos 92 1,9 30 soSNLD

' sgmopemony  FodITW Kouoyg

“bas g2 1 *ondwd pudolg

Sl ‘gel “sonys 03 Sumado ‘syouY

gv1 ‘eF1 ‘ofTumion prod 303 3uny
¢oT ‘vonyeyedos

sgaomTuy [TI0TIACIT PUT jeoduy
107 bas 19 'se1

$G-£08T , ‘99PWWOD  JRWISIH

L
g2¢  e1pul 301 _paepuris PIOD

spraoyy
#25 pITPUTIS ofuTyaxo. Poo

spng oy 905 "KoUALITD PLOD),
‘apz ‘70 ‘0¥5 'F¥E 'T5T
31 6G-8081 “0PPTIITIOD 39pN0T -
£F1 ‘54
ATp1 *g08Y ‘EIINSTIT wowutdxy |
. o1, > "
Qe SN Kacdwmon vrpa] 3se

3
Jueydxd Jo Kyrred jo woReoostd ’

oY ‘981
%qy ‘solaTy O TN Aonaznd

£g 6981 ‘30 WL 1 £51r01300 §TPRID < -+ .
’ 791 ‘10 APQuIAAe)
«Bas 32 gF “jo suosppod

- egrer OV juOT pue ofeuiod

GLT ‘eron ‘8ST ‘LG
sor 195 ‘768 ‘18T ‘LIS 40U
‘o1g ‘015 ‘6L1 ‘681 591791
‘gUGY  WOISSIUIWOD UyeFRqurey) -

1 ‘oy peanpal oprI) ‘3t

) " g 4o oigea squvd

§% 0040912 HusUYSTATIE P
R +bos 12 S6Y - .
«zeT-e081 ‘ofEmiod 0% suonipPpv
' L { kowonnd s

XEANI



Marshall, Professor; 101, 121 nole,
128, 172, nols, 189
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Meyer, Hon. Sur Wm , 277
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12
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Act, 1870, 48

Alints, opening to silver, 138, 139,
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dard.

Muir, Sir William, 114
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Department for, 51, 52
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202
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Values, table, 33
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INDEX
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200
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Peel, Sir Robert, 25,28
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Gold exchange standard in rela-
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Probyn, Mr.,142, 164 note, 222 jote
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ment, 86, 88

Reddi Garu, M. L., 220

Revenue and expenditure
82 ef seq., 86

“Reverse Councils,” sale of, 154
205 et s¢q.

Ricardo, David, 26, 222,
note

Ripoan, Lord, 88

TRoss, H. M., 198 nofe
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Alteration of par, 1915-191%
table, 179
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Cost of fall of, 159497, 178
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