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TO'.fHE 

.ECONOMISTS AND ECONOMIC STATESMEN OF YOUNG BENGAL 

THIS WORK IS DEDICATED 



PREFACE 

These studies in applied economics constitute some of my recent inve<!' 

ligations in contemporary industry t commerce and agriculture" carried on 

both at home and abroad,-in close contact with theorists as well as 

economic realitiest-with a view to asc'ertain the proper economic policy' 

for India. The topics have been approached from the standpoint of 

world-economy and iQternational developments in economic lel!islation and 

statesmanship. The method of investigation may be seen in part in my 

reports published in the Journal 0/ the. Bengal National Chamber of 

Commerce (1931) under the following titles: "The Ge~eva Complex in 

World-Economy", "Contacts with Economic Italy", and;'Industriaf Centres 

and Economic Institutions in Germany". 

The book is going to be published in several volumes,--each given over 

to diverse problems in the economics of business organization, finance and 

technique. The logical affiliations and chronological links between economic 

India and the other economic regions of th'e world;-which are in part 

aspects of the relations between what may be called th~ regions of the "First 

Industrial Revolution" and those of the "Second Industrial Revolution",­

have been indicated in the form of quantitative parities or 

equations based on si~ti~tical coefficients (wherever international 

statistics can furnish fairly comparable information). Comparative 

industrialism or capitalism,-taking the two terms rather interchangeably 

in the widest sense, namely, thllt of "modern" economic and societal 

structure,-will be found 'thereby to be endowed' with a fresh significance. 

The methodology and conclusions of the equations of applied economics 

may b. seen, s:> far as vol. I is concerned. in the chapters on bank and 

railway statistics. 

These equations wer" discussed for the 'lirst time, in my ComplrratirJc 

Pedagogics in relation to Public Finance and National Wealth (134 pages~ 

Calcutta 1929) and may be traced for their theoretical foundations ,to 

Economic DerJelopment {4M pages, Madras 1926} as well as to the 

Futurism 0/ Young Asia (409 pages, Leipzig 1922). The subject has 

likewise been treated in somewhat -definite form in my papers entitled 

"Indiens Entwicklu;'g im Verglelch zu Eur-Amerika" (Deutsche Rundschau 

Berli;' 1930) and' "Die EntwicklUrig' und weIiwirtschaftliche Bedeutung 

des ":'oder.,"en Indien'" (Auslandliche Vortriige der Technischen 

Hochschule Stuttgart. Band 2, '/;'dien; StUttgari 1931). 



World-economy has been arresting my attention since 1918 when my 

study' on the ",!,orld's labour que~tions in their bearings on emigration and 

immigration 'was pub!ished as "Americanization from the viewpoint of 

Young Asia" in the Journal of Race Development (Clark University, 

U.S.A.). This ~tudy was followed sh~rtly afterwards'in 1919 by the publi­

cation in the Journal of Int~rnational, Relation. (U.S.A.) of my investiga­

tion in foreign capital investments ,as underlying the economic, and other 

concessions in China. Some of my subsequent papers on the topics of 

world~economy in, its bearings on economic India may be listed below 

(without taking into consideration the chapters on commerce, economic 

legislation, industria,lism and technical education which make up the 

vol urn" entitled Economic Development) : 

1. "Die lndustrialisierung lndiens" (Verein Deutscher Ingenieure 

Nachrichten, 'Berlin 1924). 
2. "Aspetti e Problemi della moderna Economia Indiana" (Annali 

di Economia, Milan 1930). 
3. "Die internationalen Handelsbeziehungen and Handelspolitik 

lndiens" (Magazin der WirtBcha/t, Berlin 1931). 
4. "Die weltwirtschaftliche Bedeutung der indischen 

iJJi R!lhmen der internationalen Eisenbahnstatistik" 

Statistisches Archiv, Jena 1931). 

Eisenbahnen 

(Allgemeine. 

S. "II Movimento industriale e commerciale dell' India ed 

rIlPP?rtiinternazionali" (Commercio, Rome 1931). 

suoi 

The contents of the different chapters, in vol. I liS in other volumes of 

the present book lire dllted at important points so that no diffil:ulties may 

arise in regard to orientations. It sho':J.!d be relevant to observe, besides, 

that this work in several volumes is ideologically associated as, one com­

plex with the two following works in Bengali, each complete in two 

volumes,: 

1. Ekaler Dhan-daulat 0 Artha~astra (The Wealth and Economics 

of Our Own Times): V'll. I. The Forms of New Wealth (374 pages, 

1930); vol. II. The New Foundati,:,ns of Economics, 

2. Nayi;. Banglar Got;la-pattan (The Foundations of a New Bengal 

Economic and Social): vol. I. 'Theoretical (530 pages" 1932), II, Practical 

(400 pages, '1932). ,-

All the three works are naturally subsequent. to Economic Deoelop­

menf (1926) and are indeed to be taken as in' a certain sense the continua­

tion or rather the expansion and deepening of that work' along different 

lines, and, of course, With altogether \lew d!!ta, 



The material for these studies in world-economy in ita direct or 

indirect relations with economic India has arisen. as indicated at the 

oulaet. in part in the course of my recent travels and investigations in 

Europe from May 1929 to October 1931. My experiences during this 

period comprise among other things a guest-professorship at the 

T echnische Hochschale (Technological University) of Munich for two 

semesters (1930-31) and occasional lectures at Kiel. Berlin. Innsbruck. 

Leipzig. Dresden. Stuttgart. and other universities in Germany as weU as 

at the University of Geneva in Switzerland and the Universitif>3 of Milan. 

Padua and Rome. 

To this period likewise belongs my paper entitled I Qaozienti di 

Natalif4. di Mortalif4, e di Aamento Natarale nell' India aUuale nel 

Quadro della Demogra/ia Comparaf4 presented at the International 

Congress on Population held at Rome in September 1931 at which I was 

a President of the Economic Section. The paper has been translated into 

English for the Eighth All-India Medical Congress held at Calcutta last 

March and is being published in the Journal 0/ the Indian Medical 

A aaociation (Calcutta). 

While statistical and factual data will serve by themselves to tell their 

own tale in regard to the range and scope of each discU88ion. perhaps it 

should not be out of· place to· indicate the unifying link which connects 

the diverse topics with one another. 

The themes are varied. 80 also are the regions. The object is to 

make a survey of the extensive field of applied economics. This survey. 

however. is not a ·purely speculative one. Ita purpose is to e"hibit India 

ois .. oia other regions and doctor her up to the •• next stage" of I.er 

economic possibilities. 

References to India have indeed been sedulously eschewed from the 

first two papers. But they address themselves to two problems in which 

Indian business men and economists have of hte been taking keen 

interest. In regard to the rel;'tions .between Indian and foreign insurance 

companies the Indian Insurance Companies Act. 1928. hardly touches the 

moat vital i88Ues. and it is to those issues that attention has been called 

in the examination' of the principles embodied in the continental legislation 

on the subject. The Re-serve Bank of India. proposed in 1927. has not 

yet come ~to being but has been aU.he time in the air. It ia Ilhe pur'pOSe 

of the second paper to attempt an analysis in "" realistic a mann.,.. as 

possible of the fundamental consid.,..ations invalved in note legislation and 

central banking such as stand ont prominently in the experienu of three 

pioneers in this field. namely. England. France and Germany. 



World-economy has been arresting my attention since 1918 when my 

study on the world's labour questions in their bearings on emigration and 

immigration . was pub!ished as "Americanization from the viewpoint of 

Young Asia" in the Journal of Race Development (Clark University, 

U.S.A.). This study was followed sh~rtly afterwards 'in 1919 by the publi­

cation in the Journal of Int~mational· Relationa (U.S.A.) of my investiga­

tion in foreign capital investments .as underlying the economic· and other 

concessions in China. Some of my subsequent papers on the topics of 

world~economy in. its bearings on economic India may be listed below 

(without taking into consideration the chapters on commerce, economic 

legislation, industrialism and technical education which make up the 
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I. "Die Industrialisierung Indiens" (Verein Deutscher Ingenieure 
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The material for these studies in world-economy .in its direct or 

indirect relations with economic India has arisen. as indicated at the 

outset. in part in the cpurse of my recent travels and investigations in 

Europe from May 1929 to October 1931. My experiences during this 

period comprise among other things a guest-professorship at the 

T echnische Hochschule (Technological University) of Munich for two 

semesters (1930-31) and occasional lectures at Kiel. Berlin. Innsbruck. 

Leipzig. Dresden. Stuttgart. and other universities in Germany as well as 

at the University of Geneva in Switzerland and the Universities of Milan. 

Padua and Rome. 

To this period likewise belongs my paper entitled I Quozienti di 

Natalita, di Mortalita, e di A umento Naturale nell' India attuale nel 

Quadro della Demografia Comparata presented at the International 

Congress OIl Population held at Rome in September 1931 at which I was 

a President of the Economic Section. The· p3per has been translated into 

English for the Eighth All-India Medical Congress held' at Calcutta last 

March and is being published in the Journal of the Indian Medical 

Association (Calcutta). 

While statistical and factual data will serve by themselves to tell their 

own tale in regard to the range and scope of each discussion. perhaps it 

9hould not b~ out of place to' indicate the unifying link which connects 

the diverse topics with one another. 

The themes are varied. so also are the regions. The object is to 

make a survey of the extensive field of applied economics. This survey. 

however. is not a purely speculative one. Its purpose is to exhibit India 

vis a vis other regions and doctor her up to the· "next stage" of I.er 

economic possibilities. 

References to India have indeed been sedulously eschewed from the 

first two papers. But they address themselves to two problems in which 

Indian business men and economists have of late been taking keen 

interest. In regard to the relations between Indian and foreign insurance 

companies the Indian Insurance Companies Act. 1928, hardly touches the 

most vital issues. and it is to those issues that attention has been called 

in the examination of the principles embodied in the continental legislation 

on the subject. The Re·serve Bank of India. proposed in 1927, has not 

yet come into being but has been all .he time in the air. It is tlhe purpose 

of the se.cond paper to attempt an analysis in t,S realistic a manner as 

possible. of the fundamental considerations involved in note legislation and 

central banking such as stand out prominently in the experience of three 

pioneers in this field, namely, England, France and Germany. 



The papers on Bengali bank-capitalism aad Indian railways are calcu­

lated to 'show, in spite of progress in. modern .wealth, the essentially pri­

.mitive condition of the industrialization ~uch as has been achieved .. u\> 

till now. The fallacy of. all . those E<:onomists, sociologists and political' 

phiiosophers,.;...lndian or foreign,-who are tempted to ·cite and emulate 

the contemporary developments of the great powers of to-day, especially 

of America,. England, France and Germany, while formulating schemes of 

economic or societal reconstruction for India with reference ·to the near 

future, is thus automatically exposed. Attention is, on the contrary, diver­

fed. either to. the present-day conditions of the "Balkan complex", Eastern 

Europe and Russia, or to the old conditions of the industrial pioneers and 

adults· such as. obtained, say, some two generations ago,-in order that the 

proper .dectoring might be attempted. These two chapters exhibit. India 

more or less in the conditions of what .may be describ~d as tho First 

Industrial Revolution, which for England is to be placed between 1785 

lind 1848 and for France and Germany .behveen 1830 and 1870. And so 

it happens that rationalization, which is .the most signal feature of. the 

Second Industrial Revolution, is to be found only in traces, in its rudimen­

tary conditions, in India. The fifth chapter leav.... no doubt on this 

point. 

In' the last chapt<!r the al!"ost inevitable econoinic and financial rela­

tions obtai·ning to-day between the regions of the First Industrial 

Revolution and those of the Second Industrial.Revolutilln are analyzed on 

the peg of the world . crisis of 1929-32. Indian economic statesmen as well 

as .experts of other countries are furnished with view-points such as may 

help them to visualize in a concrete manner the basic foundation of 

genuine . world-economy, namely, the export of capital and "instruments 'Of 

production" (Produktionsmittel) from the regions of the Second Industrial 

Revolution to those of the First in order that the purchasing power. of the 

men and women of the latter might rise helping thereby to heighten the 

standard of living· of. the former. 

The chapters that are going t~ be published in the subsequ,:ni: volumes 

will likewise serve. to focus attention, from the ~ngles of co-operative credit, 

labour force, ~ccupational structure, unemployment insurance etc., on the 

same complex of relations between the industrial adults arid industrial 

youngsters with· special reference to· tlridia. The equations of comparative 

industrialism are, then,. likely to remain no mere mathematical curios but 

bid fair to be appraised as perhaps quite "helpful tools in the task· of world­

reconstruction at the hands of experts in applied economics, both Indian 

and foreign. World-economy is thus being brought down from the heights 



of economic theory and history to the offices and godowns of actual export­

i~port. factory eqQipment. agricultural transformation. rural uplift and 

n:'unicipal progress on on international """Ie: 

My sincere thanks are due to the Calcutta University for the material 

facilities generously accorded to me on my liret return to Calcutta towards 

the end. of 1925 after an absence of nearly twelve years spent in foreign 

countries. I am. deeply indebted likewise to the friends who have been 

liberally cooperat~ng with me in my scientilic work since then,especially 

in connection with the monthly review. A,thil( Unnati (Economic Progress). 

and the Barigiya Dhana-Vijnan Parifat (Bengali Institute of Economics). 

To the Bengal National Chamber of Commerce whose decision in 1926 to 

publish an' economic and statistical quarterly in English has enabled me 

as the editor to serve the Bengali commercial intelligence in a syste­

matic manner with the objective facts and ideas of world-econ0D:ty as well 

as with suggestions regarding the methods of advancing the economic 

welfare of the Bengali people I have equal reasons for expressing my 

profound gratefulness. 

It remains to ~efer with pleasure to the scientilic discussions on develop­

ments in business organization, technical progress, ~nd economic· 

policies with Senator Raphael-Georges Levy. banker and currency 

expert. as well as M. Enimanud Vidal of . the Societe d'Economie 

Politique de Paris (of. which I have been a member since 1920).-Directors 

March 6f the Statistiquc Generale de la France and Pinot of Le Comite 

4es Forge.· de France. Professors Truchy. Hauser. Gide. Bougie. Berr. 

Colson and Oualid (Paris). Mr. Pethick Lawrence. M.P .• Professors Walla •• 

Tawney. Rowe. Schwartz and Laski of the London School of Economics. 

Director A. J. T oynbee of the Institute of International Relations (London). 

Professors Arthur Newton and Delisle Burns of London, Prof. Zimmern 

of Oxford (and Geneva). M. Comert. Mr. Cummings and. their colleagues 

at the Information Section of the League of Nations. Prof. Milhaud of the 

International Labour Office. Professors Hersch and Rappard 'of Geneva. 

President Zahn of the Bavarian Bureau of Statistics. Exc. Dr. Oskar von 

Miller of the Deutsche. Museum (Munic·h). the Deutsche Akademie. the 

Technische Hochschule and Professors Haushofer. Darn. Adolf Weber. 

Lotz. and von Zwiedineck of Munich. Dr. Goldenberger. the Bavarian 

minister of education. Dr. Carl Du~berg of I. G. Farbenindusfrie. Prof. 

Matscho .. of the Verein Deutscher Ingenieure. Directors Karl Lange of the 

Verein Deutscher Masch inen bauanstalten. Dr. Negbaur of the Vcrein 

Deutscher Werlczeugmaschinen/abrilcen. Dr.· Hornig of the Allianz und 

. Stuttgarter Versicherunc.sge.ellscha/f. Demuth of the Indusfrie and 



H(J1Id!,/sk,ammer .(Berlin), Guttmann",f the DresdnerBank,. Voss of the 

L"ip;<iger Messamt, and Furtwangler of the Allgemein!,r Deutscher 

Gewerk,scha/tsbund, President .Wagemann .. f the Statistisches Reichsamt 

and. Institut fiir Konjunk,tur/orschung. . Professors Tonnies (Kiel), 

Sch!1macher, .Prion and .Aereboe of Berlin, Spann (Vienna), Giinther 

(Imlsbr!1ck), M!1esmaim . (Dresden), ·Wunderlich (Stuttgart), Wehrle 

(Karlsruhe), Helander.(N.iirnber!l') and v()n Wiese .(Cologne,) the 'statis­

tic.~an. Dr.Woytinsky (Berlin), Profess~~s Graziani and Musco of Naples, 

M~rta.ra (Milan), .. Pietra (Padua),. Beni~i, DelVecChio, Carli and Niceforo of 

Rom'e, Director D~. Tagliacarne of the Consiglio Provinciale. dell'Economia 

(Mila.n).:as well as Prof. Corrado Gini, President of the Istituto Centrale ,Ii 
Statistica in the Kingdom of Italy . 

. F~nally, I avail myself of this opportunity to gratefully record the 

cooperation in scientific and social work constantly extended to me by 

Dr. Narendra Nath Law, my friend. and colleague of over two decades. 

Calcutta, 

April 14, 1932 

Benoy Kumar Sarka. 
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CHART I 
The Three Equations of Comparative Industrialism 

B ...................... _ ..................................................................................... ~~ 

The Formul;:e of the Equations between two regions A and B : 

I. B (1930)=xA (1930) 

II. A (r930)=yA (1905) 

B (1930)=zB (1905) 

III. A (1930)""B (1885) . 

(See pp. 208-209) 



Principles of Control over Foreign. 
Insurance Companies 

(as embodied in the Economio Legislation of tbe Continent) 

I. Germany 

There are twelve foreign countries carrying on In­
$urance business in Germany. In 1930 the number of 
foreign insurance companies of all sorts was 971 

distributed according to nationality as follows: 

I. Great Britain 38 7. Sweden 4 
2. Switzerland 18 8. Danzig 4 
3 .• Austria 8 9. Italy 2 
4. Denmark 8 10. Jugoslavia 1 
5. Holland 7 II. Czechoslovakia 
6. United States 5 12. Hungary 1 

This is a small number when one considers that the 
total number of insurance companies operating in Ger-
many is near about 1500. As is naturally to be expected, 
the indigenous companies are preponderant in the German 

Insurance world. 

• 
Neumann. Jahrbuch der Privatversicherung im Deutachen Reich 

1911 (Berlin 1931). pp. 641-698; Iranyi: Die in Deutachland arbeitenden 

.au.liindi.chen Ver.icherung.ge.ell."haften in Jahre 1929 (Vienna \930). 



2 PRINCIPLES OF CONTROL OVER 

According to the objects of insurance the indigenous 
and foreign companies of Germany may be exhibited in 
the following tabl~ (May 1929): 2 . 

Objects Indigenous Foreign Total 

1.- Life and Sickness 655 20 675 
2. Accident 22 7 29 
3. Hail and Cattle 500 1 501 
4. Fire 106 43 149 
5. Diverse 100 2 102 

1383 73 1456 

Re"insurance companies have been excluded from 
the above list. In a total of 1456 offices transacting busi­
ness in May 1929 in the fields of life, accident, hail,. 
cattle, fire, etc., the foreign element was represented by 
73 only. 

The Home Insurance Company of New York is an old" 
institution established as it was in 1853 . It is q~ite. subs" 
tantial too, being operated as it is at a capital of 
24,000,000 dollars. The company has been doing busi" 
ness in Germany since 1923 and its activities cover 
transport,. fire, and losses from storm. Its German office­
is located at Hamburg, and its business manager legally 
responsible for all transactions carried on in Germany 
is not an American, bu~ a German. 

The chief responsible officer of the German branch 
of another big American house, the Great American· 

• 
Insurance Company of New York (capital 15,00~,000' 

dollars, established 1872), is likewise not an American 

2 Stati.ti.ches /ahrbuch fiir das Deutsche Reich 1930 (Berlin), p. SI8 .. 



FOREIGN INSURANCE COMPANIES 3 

but a German. In Germany the company has license to 
transact only transportation i~surance. 

The Assicurazioni Generali of Trieste is an old and 
strong company (est. 1831, '4lp. 60,000,000 lires.). It is 
since 1845, i.e. long before Trieste became Italian as a 
result of the war of 1914-18, that the Company has been 
carrying on business in Germany. It is an all-round 
house, but in Germany its activities are legally restricted 
to life, fire, burglary, glass, and transport. Its German 
offices are located at Hamburg, Leipzig, Bremen, 
Frankfurt on the Main, Hannover, Luebeck and 
Mannheim ; and at each office the resronsible head is not 
an Italian but a person of German nationality. 

A British office, the Eagle, Star and British Domi­
nions Insurance Company of London was established in 
1807 and is at present run wtih a capital of £3,000,000 
sterling (paid-up £1,092, 898). At home it does 
business in life, fire, accident, burglary, transport, glass 
etc. But in Germany its sphere is limited to transport, 
fire and burglary insurance. The company entered the 
German market in 1925. In all its perman offices the 
responsil::le chief officer is not a Briton, but a German 
individual or company, for instance, Firma Maud, Fester 
und Ahrendt (Hamburg), Firma Buse und Schwartze 
(Bremen), and so on. 

The North British and Mercantile Insurance Company' 
of London and Edinburgh is likewise an old house (est. 
1809) and commands capital to the tune of £6,000,000 . . 
(paid up £2,437,500). In Germany it has been function-
ing since 1863, and although its home and other foreign 
transactions cover a wide field from life to marine, in the 
German area it has license only for fire. The responsible 



4 PRINCIPLES OF CONTROL OVER 

officer of this company, again, is not a Briton but 
a German. 

As has been incidentally noted, these five offices3 ~re 
of considerable financial importance in the business 
world. All of them, . besides, are concerns ~ossessing 
the nationality of political "Creat Powers." But while 
running· branches in Germany, no matter for what line 

of insurance, none of them happen to be r,epresented at 
the highest responsible position by their own nationals. 
The general managers or .directors are invariably Ger­
mans, . i.e. persons possessing the nationality of the 

country in which the branches are located. This, how­
ever; is not an. accidental phenomenon with these five 
houses. All the foreign offices functioning in Germany 
find themselves in the same condition. For their business 
in Germany they have German directors. 

The German law pf insurance says simply that der 
Hauptbeoollmaechtigte, i.e. the principal person With 
the "power of attorney", the chief responsible official, is 
to, be a person der innerhalb des Reichsgebiets seinen 
Wohnsitz hat (Act of 1901). der im Reiche w.chnt (Act of 
,1931). i.e. who has domicile in the German Empire. 
The nationality of the person has not been definitely 
stated in the Act of 1901 or of ,1913 (section 106).· But 
on enquiry at the A ufsichtsamt (Government office of 
.control for insurance business) as well as at certain busi­
ness houses one finds that the Verwaltungspraxis or 

administrative practice takes it for granted that no I . . 
foreigner would be authorized with the power of attorney"r 
to carryon· insurance business of any· kind within the' 

3 Neumann. Jahrbuch 1931, pp. 642, 669, 654. 
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boundaries of Germany. Der Hauptbevollmaechtigfe is 
personally responsible to the A ufsichtsamt for every­
thing connected with the contracts, investments. 
hypothecs, reserves, agents, officials, etc. in exactly the 

same manner as the directors or representatives of indi­
genous companies {sec. 107, 108).4 It is to be observed 
that the power of attorney may be conferred on an indi­

vidual as well as on a company. The different foreign 

houses have established different traditions in this regard, 
and the provisions of the A ufsichtsamt are quite elastic.-

Another feature in the business organization of 
foreign companies transacting insurance operations In 

Germany deserves notice. In lranyi's annual reports on 
insurance business in Germany we find that the Home 
Insurance Company of New York p~~lishes two balance 
sheets every year. One gives the figures in dollars about 
the total business of the company, ~hile the busineSs 

done in Getmany is ~h(,wn separately in Reichsmarks. 
Two statements are likewise published by Danish com­
panies, one for the entire business, in Danish crowns, and 
the other in Reichsmarks for the German business. The 

British, Italian and other foreign houses similarly publish .. 

two statements, one for the total business in the national 

currencies -and the ether for the German business in 

German money. This universal practice of the foreign 
companies of issuing two statements, especially the state­
ment on the German business in German currency, is not 
a voluntary concern of the companies themselves. They 

. . 
are compelled to do so by the Reichsaufsichtsamt fuer 

4 Konige. Petersen: Prillah)ersicherangsgesetz 

Kommentar. pp. 751·753. 755. 

(Berlin. 192n. 
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Privatversicherung5 (Imperial Office of Control for private 
insurance) which makes such special statements on the 
German bu~iness a pre~condition for the' Erlaubnis, per-' 
mission or license, to open a branch in Germany. 
Incidentally be it observed that the statements on German 
business have tQ be prepared in accordance with the re­
quirements' of German commercial law and that the 

, , 

language to be used is German. So far as the total 
business is concerned, the foreign companies are 'required 
to submit to the A ufs,jchtsamt a literal German translation 

without modification of the original reports and accounts 
placed by them with their own Government ,offices of 

control ~ccording t9 the laws of their countries. 
The legislation on private insurance in Germany 

is ~ased on the Act (Gesetz ueber die privaten Versi­
cherungsu~ternehmungen) of May 1901. The Act was 
modified and expanded several times and has 
taken final shape in the Gesetz ueber die Beaufsichtigung 
derprivaten Versicherungsunternehmungen und 
Bauspark,assen (Act for the control, of private 
Insurance enterprise and building savings banks) 
of June 1931. Every legal c~ndition to which the 
indigenous houses are subject is binding on the foreign 

houses as well. In Chapter VI sec. 105-III of the Act 
of 1931 are detailed separateiy th conditions under which 
the foreign companies are authorized to carryon business. 
On enquiry at some of the business offices it has been 
ascertained' that a: thorough-goirig uniformity does not 
obtain, in regard to the relatio~s~f the foreign houses with 

5 Verof/entlichungen dee Reichaufsichtsamts fiir' PrilJatlJersicherunll 

1927, No. 4 (Berlin, 1928), pp. 340-341. 
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the A u/sichtsamt. A great diversity of practice has 
grown up in connection with their meeting the require­
ments of the Act. In every instance the Au/sichtsamt 
has the right to exercise discretion on the question of 
the conditions to be made binding on the com­
panies (sec. 110); 

The Erlaubnis, permission or license, may be refused 
(sec. 106) to a foreign as much as to a home company 
under the following circumstances (sec. 8): 

1. When the "business plan" in any way comes 
into conflict with the general legal requirements; 

i. (i) When the interests of the assured are not ade­
quately protected or (ii) when the obligations arising out 
of the assurance are not capable of being properly fulfilled 
in a constant manner. The legal as well as economic pro­
tection of the insured is implied. e The two items of the 
section, bearing as they do on the financial stability and 
security of the companies, enable the Au/sichtsamt to 
examine and control even the smallest details in the busi­
ness management of the foreign as much as of the home 
companies without distinction. 

3. When certain facts justify the suspicion that the 
business administration does not conform to the laws and 
good morals of the land. 

In any case, an appropriate Sicherheit or security can 
be demanded of every company, both indigenous and 
foreign, before the license is granted (sec. 8). In regard 

, . 
to Sachen (property) or Schaden (losses) Versicherung i.e. 
industrial or commercial insurance, the security in general 

6 Konige.Petersen, 165 175. 
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consists of. two parts: 7 (i) GrundkOJUtion, basic caution or 
fixed deposit, of the minimum value of 500,000 Rm.; {ii} 
Bewegliche. Kaution~ elastic or mobile deposit, which is 50 
pet cent of·. the gross premium ~ncome of the company 
derived from its direct business in Germany. The two 
caution moneys ·together constitute the total security . For 
life 'insurance. the security is a fixed deposit consisting in 
10 per cent of the premium reserve. . On the question of 
these deposits, again, there is hardly any uniformity. 
Each company is treated by the A mt on 'its 
own merits, and n.o company is bound by law to announce 
publicly the exact amount of deposits demanded by the' 
Amt. -

The A mt has the right to nominate the auditor who 
is to examine tbe book-keeping, accounts, balances. etc.,. 
(sec. 58). This right can be exercised in ·regard to the 
foreign companies also, should the Ami so desire (sec. 
110). 

The "premium reserye fund", the most important 
among the several funds of the'life offices from the stand­
point of the insured, is to be collected and booked by all 
companies, home and foreign, according to the officially 
standardized system (sec. 110, 65, 11). It has to be 
administered separately from all other funds and must 
be conserved at the domicile itself, i.e. within the boun­
daries of Germany. The A mi must· be informed as to 
h~w this fund is being preserved and a~ministered and if 
necessary may permit other alld more appropriate methods 
(see. 11O, 66). The different items of the pre~ium reserve 
are to be shown in a special register individually in details. 

7 Konige.Petersen. 179·180 .. 
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1 he conservation of the fund or of a part of it in foreign 
countries may be allowed temporarily under exceptional 

circumstances.8 

Should certain items happen to be deposited with a 
bank, the company' must forward to the Amt a certificate 
from the bank to the effect that the entire deposit is be~ 

yond the legal, contractual or mortgage jurisdiction of. the 
bank. The Amt has to be satisfied that wl:atever may 
happen to the company or to the ban~ the money placed 
there will remain untouched except only for the. purposes 
of the premium reserve, i.e. in the interests of the insured. 
The Government control over the premium reserve register 
is minute and strict. There are definite rules as to when 
and how red ink is to be used. It is even prescribed that 
the envelopes covering the bonds and securities are to be 
preserved. 9 

Another important feature of the premium reserve 
lies in the fact that the principle of •• kongruente Deck.ung" 
{corresponding cover} has to l:e followed by every com~ 
pany. The fund may be divided into separate sections 
(sec. J JO, 66,68, vii) accordinglo the different currencies 
in which the premium flows into the hands of the com~ 
pany. . The principle has been established that the 
investments of the premium reserve are to be made in 
the currency in which the premium is paid in. lo Th,! 
separateness and independence of the sections from one. 
another should imply that the claims of the. insured are 
to be met independently of one .another according to the 
currency or nationality. the company is not permitted 

8 K6nige. Petersen, 528. 9 Ibid., 583, 584. 

10 ibid., 586, 593, 601. 602. 
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to meet. the clairps of the insured of anyone section from 
the liquid assets of some other section . 

. All 'these regulations have reference to the premium 
reserve fund '~nly and they are considered by the GerJ;Ilan 
Government to be sufficient to protect ~he interests of the 

citizens who insure with foreign companies (sec. 110, 
56~6:4, 65~69). Indeed, foreign companies are on exactly 
the same footing as the indigenous. It "is interesting to 
observe that in German law, contrary to the laws in certain 

other countries, there is no regulation to the effect that the 
premium reserve fund or any part of it must be invested in 
home Government securities . 

. The crucial consideration in the eye of German 

insurance legislation is embodied in the item that .. der 
Deckungsstock luer diese Versicherungen ist nach 
naeherer Bestimmung des Reichsaulsichtsamts so 
3icherzustellen dass nur mit seiner Genehmigung darueber 
:oerfuegt werden kann" (sec. 110). This is the most 

fundamental law in regard not only to the investments of 
the premium reserve but in regard to all other investments 
as well. The reserves for all risks in connection with life 
as well as accident a~d liability insurance are to 
he secured in such a manner that they cannot 
be disposed of by the companies themselves without' 
the previous sanction of ,the Amt {sec. 11O}.1I No 
matter in what manner or what country the invest~ 

ments. are made, foreign companies· doing business 
in G~rmany are thereby constantly under the control 
of the Germa~ Government. The Amt is systematically 
to be consulted by the companies, home and foreign, in 

11 Konige.Petersen, 578. 761. 
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regard to all details concerning the mode of investment. 
The Amt has the right to suggest certain and forbid others 
according to its findings. And finally, when the invest­
me~ts have been once made they lie under the perpetual 
guardianship of the Amt. The company cannot make 
any use of them unless the A mt has been informed about 
the purpose for which the investments are to be touched 
and unless of course it cor.siders the use of the investments 
'by the company to be legitimate and in the interest of the 
insured.12 It has to be remembered that the other factor 
which serves in German law to protect the interest of the 
insured is to be found in the security or deposit as a com­
pulsory feature of all companies. The c;leposit has by 
regulations to b~ placed with the Reichsbank by the A mt 
in the name of the company. 

Although German law does not compel foreign com­
panies to invest the premium income or reserve accruing 
from their German business exclusively in German values 
it is none the ness explicit and quite thorough in the list 
of values in which alone the investments of the premium 
.rese~e fund are permissible. The list includes the follow­
ing lsec.68) : 

1. (a) All those values in which according to the 
Buergerliches Gesefzbuch (civil law 'of Germany), sec. 
1807, '), i-ii, a guardian is permitted to invest the money 
of his ward; (b) all those bonds in which such money may . 
be invested, (c) such mortgage deeds of German hypothec 
knks as are placed in Class I by the Reichsbank. 

2. All those claims which are secu~ed by hypothecs 

12 Konige-Petersen, 760. 
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and bonds of the above description as well as satisfy the­
conditions of· the Reichsbank. 

3. AU tho~e values from which it is possible to­

obtain advances or loans on the strength of the. policies 
as issued by the company. 

4. Su~h claims as are to be met by "inland" com­
munal corporations, school and church communities, 
provided they can be withdrawn by the creditor or satis­
fied in regular instalments. 

~. Real estate or landed property within the 
country. Not more than 25 per cent of the premium 
reserVe fund may be invested in lands. The limit may 
however be exceeded with the sanction of the Amt. 
These. lands must· not be such as are already burdened 
with hypothecs or other claims.· In any case, in order to 
have recourse to real estate for the purpose of invest­
ment a special permission is required. As a rule the Amt 
is cautious in regard to this item lest a heavy investment 
in lands should render the funds illiquid. IS 

6. Such values (inland and foreign) as are based on 
gold,-for tl:te purpose of covering insurance made in gold 
currency. This section has had a special reference to the 
inflation-period tra~sactions, when. in addition to the 
paper curre,ncy the Government was introducing certain 

currencies on the gold basis as a transitory measure. 

7. Such values as run in foreign currencies,-for the 
purpose of ~overing insuranceomade in those curre.:cies.14. 
The loans of forei~n governments,. government-guaran-

13 Kon\ge.Petersen. 599601 
14 Ibid., 602. 
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teed foreign loans, policy-loans and other foreign securities 
can be made use of, subject as usual to the scrutiny of the 
Ami. Foreign money may also be used for the purpose 
of investment but not exceeding 50 per cent of the pre­
mIUm reserve. 

It is interesting to note that the law of 1923 per­
mitted investment in shares of indigenous commercial, 
industrial or agricultural undertakings to the extent of 25 
per cent of the premium reserve fund. 15 But this per­

mission has been withdrawn in the Act of 1931. 
As has been observed several times, the A mt can 

exercise discretion in regard to the terms to be imposed 
on the companies. On the question ·of investments, as 
on other items, no two foreign companies may therefore 
happen to be actually alike so far as their relations with 
the Ami are concerned. And of course those details are 
guarded as trade secrets. 

2. France 

The number of foreign insurance companies 
functioning in France is 4~5. As in Germany so in France 
also they are required to nominate a person resident in· 

. the country as their special agent and official representa- J 

tive. This person is not necessarily a French citizen. A 
survey of the office-bearers of the foreign companies 
indicates, however, that most of them are represented by 
.Frenchmen, but that it is possible to single out a few 
foreigners too. In Germany, on the other hand, the re-. . 
presentatives of the foreign houses are invariably 

Germans, although the law is not definite on the point. 

15 Konige-Petersen, 589, 599, 600. 
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The French law, unlike the German, is not parti­
cular about the deposits or securities. Foreign companies 
are not required to make any deposits unl~s the home­
countries co~pel the 'French companies to do so. 

Particular classes of business are subject to special 
Government supervision and control, for instance, life,. 
endowment, savings and wor.kmen's compensation. 
This supervision is applied as much to the foreign as to 
the indigenous, companies. The regulations are, hew­
ever, so strict that very few foreign houses go in for these' 
kinds of business. Thus, most of the 465 companies 
noted above do business other than the four items 
mentiones here. 

The companies, indigenous as well as foreign, must 
possess a share capital of 1,000,000 francs (Re. 1 =9 fro 
approximately), of which only 25 per cent need be· paid 
up. There is no legal restriction to the carrying on of 
any kind of business on the strength of this capital. But 
a permission or license is required in each instance a new 
business is embarked ·upon. Besides, deposits may be 
demanded for certain kinds. A legal reserve is' to be­
constructed with 20 per cent of the net profits until the­
reserve reaches 20 per cent of the issued share­
capital. 

Foreign companies are required to submit a special 
balance sheetfor their French business. The supervising 
and controlling' authority in this regard as in others is the­
ministere du travail (ministry of labour). It is interesting 
to observe; however, that ih the A,sse1{uranz-/ahrbuch 
(Band 50.) M. Daniel of Paris is in a position to report 
the foreign life offices with figures about premium reserve 
etc. but 'fails to do so in regard to the foreign fire offices. 



FOREIGN INSURANCE COMPANIES IS 

We are told that these latter are not compelled to sub­
mit accounts regarding their French business. 

In so far as the payment of taxes, duties, stamp fees, 
registration fees etc. is concerned, foreign companies are 
required to name a French bank with a minimum share 
capital of 20,000,000 francs. This bank is to be res­
ponsible to the ministry of finance for the payment by 

the companies. 
Funds including paid:up capital are to be invested 

in prescribed securities. Certain securities are ear­
marked in which at least three-fourths of the funds are to­
be invested. The remaining one-fourth is to be treated 
as working capital and may be invested by the companies. 
freely but always with the sanction of the general annual 
meeting 'of the shareholders. 

In the accounts the premium reserve and the loss 
reserve are to be indicated clearly. Not less than 33 per 
cent of the year' s net premium income is to be treated' 
as premium reserve. The securities in which these 
reserves are deposited must be detailed in the annual 
report and their valuation definitely explained. 

The law of 1922 is in the main binding on insurance 
business. 

3. Italy 

In Italy there 'are 57 foreign companies doing 
insurance business by the side of 109 indigenous­
institutions. These represent France, Germany, Great­
Britain, Austria. Switzerlan~, Argentina. Brazil, Bulgaria, 
and the U.S.A. The most in evidence is France with 
26 offices followed by Great Britain with 9 and Switzer­
land with 8. The home as well as the foreign companies 
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:are governed by the laws and decrees of 1921, 1922, 
1923 and 1925. The authority of cont~ol for all offices 
is vested in the minislero per l' economia n~zionale. 

In order to carryon insurance business, whether (i) 
for life or (ii) for property i.e. industry ~nd commerce or 
{iii) for reassurance, every company has to obtain a license 
from the ministry of national economy. The general 
agent for all foreign companies in Italy must be an Italian 
.CItIzen. While applying for permission the companies 
must produce certificates testifying to the Italian 
nationality of the· chief responsible officer. On this point 
,the !talian law is more explicit than t1;le German and the 
French and necessarily more strict. A concession tax 
has to' be paid by all compan.ies, home and foreign. 

For life insurance an initial deposit of 2,000,000 lires 
.(Re. 1 = 7 lires approximately) has to be made. The pay­
ment must be made in cash or state bonds. Only the 
Cassa dei deppsiti e prestiti (Bank for deposits and loans) 
or an istitulo di emissione (industrial bank) is authorized to 
receive this deposit. In the case of property insurance the 
initial deposit is 200,000 lires if only one line is transacted. 
But if more than one class of industrial and commercial 
insurance be attempted the initial deposit is to be 500,000 
lires. 

Regarding other deposits the regulations are precise 
too. Life offi~es must invest t~.e· mathematic,al reserve in 
{1)ltalian state bonds, (2) non-mortgaged properties, (3) 
-other approved securities, or'(4) cash deposits. Only the 
,Cassa depositi or a cassa di'tisparmio (savings bank) has 
the authority .to accept these investments. Not more than, 
5 per cent of the mathematical reserve need however be 
.invested in this m~nner. While determining this 5 per 
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cent one has to consider the gross amounts of the reserve. 

Deductions may be allowed only for reinsuran~e with the 
/stituto Nazionale delle Assicurazioni or with" the Unione 
Italiana di Riassicurazio:ni. The insured are specially pro­
tected by the reg~lation that separate accounts are to be 
kept for the mathematical reserve and that this is not to 
be touched except in the interests of the policy-holders. 
This reserve has to be readjusted every year o~e month 
after the approval of the balance sheet. 1,500,000 lires 
out of the initial deposit of 2,000,000 lires may be used 
as the mathematical reserve. 

In addition to the initial deposit the offices for pro­
perty insurance must make fresh deposits every year 
according to the value of business. The total deposit 
must at the end of the year make up 35 per cent of the 
gross premiums derived from Italian business. The per­
centage may however be reduced (i) to 15 per cent for 
short period insurances, e.g. for marine insurance on a 
single voyage for hull or goods or for general· insurance 
(excluding hail and cattle) such as does not run for more 
than six months, (ii) to 20 per cent for hail and cattle, and 
(iii) to. 25 per cent of the premiums of the mutual hull 
associations under certain circumstances. 

4. Switzerland 

Thirtyfour foreign companies transact insurance busi­
ness in Switzerland, of which 16 are French, 8 British, 8 
German and 2 Italian. 16 The legislation is embodied 
in the Act of ·1885 relating-to 'the control of private in­

surance companies, the Act of 1919 relating to .the 

16 Aaae/turanz.Jahrbuch. 50. Band. pp. 511-513. 
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cautiena,.ry'deposits ofi~s:urance companie~, the regula­
tion of August 1921 which is supplementary to the two 
l)fevi~l,!,sActs" alld the Act of 1930 relating to the 
s~c;:urity' of claims. This last, Act however has, reference 
exclusively to the indige~ous life offic;:es .. 11

. 

The' controlling. authority ·is, the Bundesral (Federal 
C;ouncil). For the' business in Switzerland foreign com­
panies.have to appoint a chief official with the power of' 
~ttorney, and thi~ official must be a Swiss citizen and must 
live in Switzerland (Act 1921, art. 15). The law, like 
that in Italy. and unlike that in Germany, leaves no doubt 
on the.. nationality, of the GeTieralbevolimaechtigter. 

A caution has to be paid by all insurance companies. 
home and. foreign. The only exception is represented by 
tl1-ose' carrying on reinsurance. 

The initial caution to be deposited by foreign com­
panies is as follows (Act 1921, art. 3): 18 

(1) life 200,000 francs 
(Re. 1 = 1.9fr. approximately). 

(2) accident and liability 600,000 fr. 
(3) S,re 100,000 fro 
(4) transport .50,000 fro 
(5) diverse, for each class 20,000 fro 

. The payment is to be .made exclusively in Swiss values. 
In addition to this first caution ,the foreign companies 

~re required to make deposits every year.. These deposits. 
vary according to the class of bu~i~ess (Act 1921, art 2) :19: 

.. 17 Die prioaten Ve~sicheru';gsun~ernehmungen in- der 'Schwei:t im 

;ah~e 1929(Be~n 1931), pp.:' j 18 ':119. ' 

18 Ibid., p. 117. 

1~ Ibid., p. 117. 
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1 . For life insurance they must pay the· eIlt,ire 
Deckungskapital (covering capital), the "mathematical 
reserve, " of the business. done in Switzerland, plus a 
reasonable supplementary amount_ to be determined by the 
Versicherungsamt (Government Ir~surance Office). 

2 . For accident and liability insurance they must 
pay at least 50 per cent of the premiums collected in 
Switzerland during the previous year. In the caee of 
lon.g period insurances and some other items the entire 
mathematical reserve of the Swiss business is demarided 
by the Bundesrat. 

3 . For transport insurance they must pay at least 
25 per cent of the premiums collected in Switzerland .. In 
the Act of 1919 there was no regulation relating to 
transport. 

4 . For all other insurances the rate is at least 50 per 
cent. 

These regulations about Kautionssoll (c~utionl;1ry de­
posit) apply to tbe home offices also (Act 1921,· ~r~., 6), 
They possess, however, the option of paying a fix~cl 

amount for each class qf insuran~e. 
In regard. to payments, foreign securities may b~ ,,!-sed 

by all companies, indigeneous and {oreign: But . tile 
amoup.t of foreign values must not exceed 25 per cent 
(Act 1921, art 7). This ·limit, may be exceeded under 

exceptional circumstances as. a temporary measure. But 
in .these·circUJ:nstances the ·coropany must ;.usc,- ,aU 
the. available. values in .Swiss 'c\lrrencyf~r the paymerit,of 

the caution ... 
__ .. Whatever he the .securities.:offer6:d.by :the COPlPcyUeil 
the values.of~eacl1. are to.( be.:d.eterinined.by :tb~.:V eni~~ 
rungsamt{J 921{;.aits.9;, JU).: T.he· ili!posits:afc..to.b.eiP}aced 
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with the Schweizerische Nationalbank (central bank, 
note-bank). These cannot be exchanged or recovered 
without the permission of the A mt (1921 , art 12). 

5" Porluga'l 

The law of 1929 compels foreign companies to pub­
lish two statements, one on the total business and the other 
on the business done in Portugal. Both the statements 
are to be published in the Portuguese language. 

Cautionary deposits are demanded of all companies, 
home and foreign, at the following rates; for life, 500;000 
es~udos; for workmen's compensation 300,000 escudos; 
for other classes 250,000 escudos (J esc. = Rs. 3). 

In addition to this guarantee deposit foreign com­
o panies are required to hold a specified reserve:, 

1. In the case of Jife and workmen's compensation 
this isOto amount to the exact mathematical reserve. 

2. In regard to fire, accident and other business ex­
tending over one year the reserve is to be 33Yl per cent 
()f the net annual premium income. 

3. In regard to 0 marifie and other short· term busi­
ness the reserve is specified to be 1 n per cent of the 
premium income. 

6. Poland 

In Poland. as in Italy 0 and Switzerland, the law 
demands that the chief offici~ of foreign insurance com­
panies transacting business in the country is to°be a Polish 

o citizen. He is bound to carry 011 the office work in Polish 
language. The appomtment of this official is as elsewhere 
suPjeet to the control of the highest authority inOregard to 
ipsurance matteI'S, and that is the ministry of nnance. 
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A cautionary deposit of not less than 2,000,000 zloties 
is demanded of all foreign companies. Additional de~ 
posits for life business amqunt to 1,000,000 zloties, for fire 
1,000,000 zloties, for hail 500,000 zloties, for transport 
500,000 zloties, and 250,000 zloties for all other classes of 
insurance (Re. 1 = 3 zloties approximately). 

The assets in which the deposit and other funds are 
placed are to be entered upon a special register. As in 
Germany, in Poland also no foreign company is permitted 
to exchange these assets without the approval of the con­
trolling authority. These assets are legally beyond the 
jurisdiction of any claims whatsoever against the com­
pany. They cannot be touched except in the. interest of 
the insured and may be used only on the liquidation of 
the company's office in Poland. This prpvision applies as 
much to the indigenous as to the foreign companies and 
is identical with the fundamental feature in German 
legislation. In Poland also as in Germany the law 
recognizes the principle of •• corresponding covers" In 

regard to investments. 
There are only 7 foreign compan.ies in Poland: 2 

Austrian, 2 German, 2 Italian and 1 British. 

7. Bulgaria 

According to the Act of 1926 f('reign companies have 
to invest in Bulgaria at least 1,000,000 lewas of their work­
ing capital, if they transact one class of insurance business. 
But. should tbey transact more than one class they have to 
invest at least 2,000,000 elewas (Re. 1 = 50 lewas 
approximately). 

Preliminary deposits by way of guarantee are deman­
ded of all companies, in.digenous and foreign, at the rate 



u'Ll:;300:000' 'Iewasfur·<e!ich'>kirtd of. business. These' 
deposits' ate ·to be plaee"d~Witn the Banque Centrale Co­
:ope'tdliv~' 8,ulgare. 

'InveStments witHin the boundaries6f the country are 
:demanded of all coinpanfes, home'arid .foreign, in the 
following manrier: (I) for life, th~ entifetnathematical 
:reserve, :(2) for accidertt,'likewise, the' entire mathematical 
'1'eserve,o'(3) for fire, 40 pet cent. of the an~ual premium 
rirtcom~, (4) for marine and otherbusine-ss, '25 per cent of 
the premium. 

8, Rumania 

In Rumania foreign companies have to deposit with 
the Caisse des depots et consignations. or with the Banque 
Nationale de Rouman,ie a caution amouI?-ting to 4,000,000 
Jeis for each of the following Classes of insurance: (I) life, 
'(2) accident, (3) fire, (4) hail, (5) transport. ~e. 1 =,60 
'leis). This preliminary deposit mayb~ tnade in (I) cash, 
(2) bondS guaranteed by the state or (3) ,mortgage loans on 
Rumanian house property. ' , " , 

In addition to this cautionay' deposit every foreign 
company' must invest in' Rumania at least the following 

,'amounts: 

1 . For life business: the entire mathematical reserve 
.includi~g the reserve on the reinsurers' share of the 
,business. 

c 

2. For other business: the technical reserve, which 
'however must nol be less than (1) 40 per cent of the pre­
'mium collected in fire, marine etc., and (2) 25 per cent of 
:the premium collected in inland transport insurance. 
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These provIsions apply equally to the indigenous 
compames. 

The latest law is embodied in the Act of 1930. 

9. Latvia 

Foreign insurance companies /;ire not permitted to 
transact business i~ Lat~ia-. Thi:s is the brd~i-- in Council 
of 1921. ' 

10. Lithuania 

In Lithuania the foreign companies are not permitted 
In their advertisements to allude to the capital or other 
'property held abroad. . 

The premium reserve of the Lithuanian business and 
,the required deposits are to be held irf Lithuanian banks 
'authorized by the ministry of finance. Without the sanc­
tion of the controlling authority these sums cannot be 
touched by the companies. 

The chief official of the foreign offices is to be a 
Lithuanian citizen residing permanently in Lithuania~ 

The law is that of 1923.20 

20 The material for France, Italy. Portugal, Poland as well as the 

Balkan and ·the Baltic states is derived from International Inll1lrance 

,lntelligence 1930-31 (London). For statistics see. Assek.uranz-Jahrbach 

(Vienna). 



The Re-piaking of the Reicbsbank and 
the Banque de France 

(A study in Note-Legislation in the perspective of the Bank of England)-

Note-Banking 

It is perhaps sin~e the establishment of the "federal 
reserve system" in the United States (1913) that 
the term •• reserve bank •• has become somewhat popular 
in economic thinking and business parlance. "Central 
banking." as a more or less universal expression, is a more 
recent category. having risen into limelight as an item 
in the .ideology of post~war economicS'. Centralization. 
or unification of reserves and control of credit. belong to 
the same complex of present-day theory and practice as 
the control of fluctuations' and crisis. stabilization. etc. 
The term •• state bank" is very often loosely employed 
to indicate institutions such as it has been the recent vogue 
to describe as reserve or central. 

But it is interesting to observe that none of the older 
banks of this type. especially of England (1694). France 
(1800). Germany (1875). Japan (1882) and Italy (1893) 

, d I. ., II I" " " Th are name reserve, centra or state. ey are 
simply named after the countries to which they ~Iong. 

• The American federal reserv,e systemfolms the subject-rnatter of 

a special chapter. (See inira). 
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To what extent each of them is or is not a --state" insti­

tution is indeed a matter for discussion involving as it 
would do an analysis of the charters. 'And as to whether 

or 
they have in the past served or are at ihepresent moment 
serving as reserve centres of the respective nations, the 
answer would depend on an historical and statistical ~x­
amination of the operations of each in the money market. 
But in regard to one point there is no doubt. It is that 
these institutions are by origin as well as by functions 
essentially commercial banks. And as commercial credit 
institutions also they deal to' a considerable extent or rather 
specialize in note-making and note-circulation. Paper 
currency and issue of notes constitute the characteristi" 
field of their operations. 

It is the custom, therefore, to describe these institu~ 
tions as banche di emissione (bank of emission) in Italy, 
as banques de circulation (circulating banks) in France, 
arid as Notenbank,en (note-banks) in Germany. The 
corresponding term in English should be, as is well 
known, "banks of issue" or "issue-banks." 

Functionally speaking, each of these has of course 
a twofold character. In the first, place, it is a commercial 
bank with loan and deposit operations. In the second 
place, it has the privilege, exclusive or otherwise, of 

issuing and circulating paper money. This two-folcl 
character is per~aps most precisely objectified in the Bank 
Charter Act of 1844 which formally led to the compulsory 
bi~urcation of the Bank of England into two distinct de­
partments: (I) banking an<! (2) issue. 

It is the purpose of the present paper not to ignore 
or overlook the central, reserve and state or quasi-state 
aspects of these credit-institutions but to visualize them 



.fQ:ndioning, first and foremost, In their distinCtive feature, 
:"hamely, in their "ordinary barikingoperations,as comrner­
'"Cial banks., Like'industrial, agricultural or bther banking" 
:'note-banking also has its own risks' and.inethods of 

, ,avoiding or controlling those risks. The new Reichsbank 
{1924) and the new Banque de France (1928) are being 
,placed in the perspective of the Bank of England and 
:some light is being thrown on the problems; first, of note­
:banking, and j secondly, of commercial banking vs. 
note-banking, such as these issue-banks have to solve~ 

Five Note-Banks in Germany 

In 1851 there were 10 Note-Banks In Germany. 
Their number rose to 30 in 1860 and 33 m 1875. In 
.Prussia alone there were, 8 Note-Banks excluding the 
~ank of Prussia, a state-institution. l 

The law of January 30, J 875 was enacted to introduce 
uniformity in banking practice and management. But 
monetary unity of the Empire was also one of th~ chief 
aims of this legislation. 

By the law of 1875 all the 33 banks were authorized 
to issue notes., But the total amount was not to exceed 
385 millions of Marks. The Reichsbank was one 'of these 
:33 institutions, and was privileged to circulate 250 million 
,Marks. But it was also clecreed that should any of these 
'banks cease to- exist or decide 'to renounce the privileges 
of note-issue, the Reichsbank would inherit those pri­
vileges and have the right to issue notes to the extent 
'allowed to the defunct or ser.eding institution., 

1 Obst: Geld- und Borsenwesen (Stuttgart, 1921); see'the chapter 

'-on Banques allemande. in Courcelle·Seneuil and Liesse: Les Operations de 

,Banque (Paris, 1922). 
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By 1900, excluding the Reichsbank, there were only 
7 Note-Banks left. Their total capital amounted to about 
100 million Marks. According as these banks have dis­
appeared or renounced their privileges, the 'Reichsbank 
has stepped into their shoes both in the amount of capital 
as well as in the amount of circulation of notes. 

Since 1913 there have been only five Note-Banks in 
Germany. These are (1) the Bayerische ,Notenbank in 
Bavaria, (2) the Saechsische Bank in Saxony, (3) the 
W uerttembergische Notenbank in Wuerttemberg, (4) the 
Badische Notenbank in Baden and (5) the Reichsbank 
(Imperial Bank) with headquarters at Berlin and some 
480 branches thro~hO\it the country. 

In 1913 the financial position (in Marks) of the first 
four Note-Banks was as follows: 

Capital 

Bayerische 7,500,000 
Saechsische 30,000,000 
.Wuerttembergische 9,000,000 
Badische 9,000,000 

. Circulation 

66,055,000 
54,697,000 
21,227,000 
17,803,000 

Cash 

39,197,000 
34,243,000 
11,000,000 
7,912,000 

The total circulation of notes issued by these four 
banks came up to about 160,000,000 M. 

In 1913 the highest circulation of notes by the 
Reichsbank amounted to 2,593,445,000 M. and the 
lowest to 1, 711, 700 ,000 M. The average for the year 
was 1,958,173,000 M. Compared to that of the other 
four note-banks combine~, the Reichsbank circulation 
was therefore something like 13 times as great. This 
proportion might be regarded as more or less normal 
for the pre-war period. 
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The first post~war year (1919) finds the circulation of 
the four Note~Banks as follows:-

13ayerische 

Saechsische 
Wuerttembergische 
Badische 

103,800,000 M. 
84,700,000 M. 
31,700,000 M. 
37,700,000 M. 

The total thus rose from nearly 160,000,000 M. tt' 

nearly 258,000,000 M. This rise of 62 per centis almost 
not.hing compared to the phenomenal increase in circu~ 

lation that took place at the ~eichsbank during the war. 
In 1919 at one point the Reichsbank circulation rose as 
high as 35,698,369,COO M. The minimum of the year 
was 22,336,844,000 M. The year's average was 
27,987,808,000 M.2 And yet this was but the prelude. 
so to say, of the post~war inflation which need net be 
indicated here. . Compared to 1913, the 1919 average 
was already nea,r1y 1429 per cent as great. And at any 
rate. the Reichsbank was to the four other banks as 108: 
1 . This is to be taken in the perspective of the pr~war 
13: I. 

Although these four in.stitutions are not very im~ 
portant in the 6.n.ance~market of tbe German Empire, the 
post~inflation bank~reconstruction .of 1924 has not c.:>n~ 
sidered it expedient to deprive them of their character as 
note~banks. The Act permits them to issue notes in the 

following maximum proportions: 

2 Die Reichsbanf( 1901-1925 (Berlin. Druckerei der Reich.bank). 

Tabelle 10. 
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Bayerische 70,000,000 Reichsmarks 
Saechsische 70,000,000 R.M. 
Wuerttembergische 27,000,000 R.M. 
Badische 27,000,000 R.M. 

The total is thus not to exceed 194,000,000 R.M. 
This right is conceded to tbem until January 

1, 1935. On that date the privilege may be withdrawn 
or otherwise curtailed for the first time. Later also, every 
ten years the withdrawal or curtailment may take place 
with a notice of one year. In any case no indemnity is 
to be paid to the banks. The German Empire is thus 
committed to the ideal of a unitary note· institution for .I 

the entire territory to be centralized in the Reichsbank. 3 

The Reichsbank was established in 1875. The then 
Bank of Prussia was, like the institutions of Bavaria, 
Saxony, etc., a government Note.Bank. But it was dis· 
solved to make room for the Reichsbank which was not 
to bear the name of any particular state but of the newly 
founded German Empire. Its biography ,as indicated in 
the history of its circulation down to 1923 (including the 
five years of post·war inHation) is exhibited below:-

Aver,;,ge circulation in percentage Maximum Minimum 
Year amount of the ligure circulation circulati';n 

for 1876 

1876 684,866,000 100 777,677 ,OO() 621,089,000 

1896 1,083,497,000 158,2 1,257,925,000 973,484,000 

1913 1.958,173,000 285,9 2,593,445,000 1,711,700,000 

1921 ' 78,619,471,000 11~479,5 113,639,464,000 65,519.877,080 

1922 1,280,1 milliards 111,9 milliards 
1923 496,5 trillions 1,336,5 .. 

3 Neufeld: Va. BanlUf".etz and dao G".etz iiber d... Privatnoten­

'luln~en (Berlin, 1925), p. 119. 
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The recons.tructed Reichsbank began its first year 
(1924) as follows: 

Average circulation in percentage 
Amo~nt' of the ligure Maximum 

for 1876 circulation 
Minimum 
circulation 

R.M. 1,068,465,000 156 R.M. 1',741,440,000 R.M. i.4B4,249,OO() 

One is here reminded of the figures for 1896. 

Paper-Maney Vs. Bank-Notes 

Bank-notes constitute paper~money and are issued 
by the authorized banks while making payments fQr large 
suIp.s. As substitutes for gold which. they possess and 
preserve in their. vaults, the; circulate promissory paper; 
Bank~notes, then, are. really documents of debt contract­
~d by the banks and. are covered in theii' entirety by 
corresponding amounts of precious metais. 

The states, hQw,ever, have allowed the Note~Banks 
to issue notes. beyond their metallic cover in order to add 
to. the medium. of circulation. Down to 1924, the Ger~ 
man practice consisted in the Drittelsdeck,ung, i.~., cover' 
to .the ~xtent of one~third.· The Note-Banks considered 
it to be safe enough to have a third of all the circulated 
notes cqvered by gold and possess at all times the same 
!imo~t of this metal for cash payment if need be. 

The old custom may in gene~al terms be described 
as follows. The Nole~Banlts kept gold for one~third of 
all their: ncites~;';TEe' other two-thirds were covered "iii 
two . ways .. Erst,' ih'ey tried to possess good securirf~~ 
such !is' could 1 be, sold forthwith& should it haye been ... _ , . ., .. .) ..... . . .." ...' . ._ . ,I. .... 

necessary. And secondly, they kept ... bills; <?f:.c;:~FltClIlg~ 
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and other commercial papers such ·as were due in the 

next three months. 
In reality, therefore,. such bank;.notes cannot be 

described as paper-money in the strictest sense of the 
term. They are essentially the substitutes for money. 
Paper-money, strictly so called, was not issued by any 
bank. It is the governments that issue this money in time 
of emergency, e.g., during the late war. As a rule, it 
is not convertible into metallic money. 

As example of paper-money may be mentioned the 
Reichskassenscheine of Germany i.e. the Imperial 
Treasury Bills which were instituted by the German 
federal government in accordance with the law of 30th 
April, 1874. They did not have their origin with the 
Reichsbank. These were not covered by gold and were 
not convertible into gold". While thus on the one hand 
they possess the essential characteristics of paper-money, 
on the other they are fundamentally distiI)ctfroIIi bank­
notes. A government ventures to issue paper-money 
only when and if the people have confidence in its stabi­
lity and financial transactions. 

The Reichskassensch~ine could. not be issued in 
volumes of more than 120 million Marks according to the 
law which gave birth to this money. Their place in the 
Imperial currency system was therefore inconsiderable in 
normal times. 

In 1876 the issue amounted to 44,808,000 M. ,and in 
1913 to 46,202,000, M. only. The maximum during this' 
~eriod was reached with 75,439,000 M.,·in ·1907,.·,the. 
~ear of the • .A.rp.erican crisis whic:h had its repercusSions 
~- .... 

on Europe. 
Even during the war or in, post-war inflation times 
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the Reichsk,assenscheine did not loom large in the 
monetary world. The highest circulation rose up to 
100,259,000 M. only in 1920. 

This sort of paper-money was indeed eclipsed by 
another sorf, the Darlehnsk,assenscheine (Loan Treasury 
Bills) which during the first war-year (1914) appeared 
modestly as 871,168,000 M. but by 1922 reached the 
figure 238,472,581 ,000 M. In 1923 the 9,3 billion border 
was crossed. The loan tre~sui'y bills were abolished in 
1924.4 

The Reichsbank Act 011875" 

The total circulation of the four "privileged" Note­
Banks ranged in pre-war years generally, as we have seen 
above, about 150.200 million Marks. Their economic 
importance in the financial world of Germany has ever 
been very small. Moreover, the law of 1875 enjoins that 
these notes may be used as money only when payments 
are to be made ,to the Reichsbank." According to the Act 
of 1924 also they are not "legal tender." No provincial 
legislation (Bavarian, Saxon, etc.)' is authorized to raise 
them to this status. Naturally, therefore, their field of 
operations'is hardly worth one's notice in an examination 
of. the currency system of the German Empire. For all 
practical purposes the Reichsballk was the, onl}' Note. 
"Bank of Imperial Germany. It has continued to be so 
under the federated Gennan Republic. Its "position as 
such has indeed been strengthened by the provisions of 
the Act of 1924. 8 

The Reichsbank is an Ak,tiengesellschaft, I.e., a 

4 Die ReichsbanJc ,1901.1925.p. 140, Tabelle 5. 
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"public" joint-stock company with the right to place its 
shares On the market. The institution is thus legally 
on the same footing as any other industrial or commer­
cial concern. It is not to be regarded as a state-bank, 
as it popularly very often is. The Act of 1924 says 
expressly that the Reichsbank "ist einevon der Reichs­
regierung unabhaengige Bank" (a bank independent of 
the Imperial Government). Incidentally, it may be 
obse~ed that neither the Bank of England nor the Banque 
de France is a state-institution. 

But previous to 1924 the administration was con­
trolled by the government. The president was one of the 
highest Imperial officials. A portion of the profit belong­
ed to the government. The interests of the share-holders 
,could not therefore play the predominant role in the 
management of this institution. The "public" interests 
of the Empire received an adequate attention. 

The charter was renewed in 1899 and then the capital 
was fixed at 180 million Marks (= about· 13! crores of 
Rupees). By the law of 1911 maximum dividend was 
lixed at 3! per cent. The profits above this amount were 
to be divided in the following manner :-%ths were to 
:go to the state and the remainder to the share-holders. 
A reserVe fund was to be built up by each party contri­
buting 10 per cent of its realized profits. 

The law of 1875 permitted the Reichsbank to issue 
,notes of higher denominations only ,-namely, for 1000 
.and 100 Marks. By the law of 1906 the 50-and 20-Mark 
notes were authorized. • The 10-Mark notes were 
unknown previous to 1920. 

The notes of the Reichsbank were mack,' 'legal 
tender" for the first time by the law of 1909. But it 
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need be observed that since 1875 they have always been 
accepted as, such, even without a legal compulsion. 

The Act of 1875 placed, theoretically speaking, no 
restrictions on' the amount of ,notes circulated by the 
Reichsbank. But a practical limit was imposed. For. 
it was under obligation to pay a taX of 5 per cent per yeaI' 
on alluI:lcovered circulation exceeding 550.000,000 
Minks. 

Although the circulation was unlimited the law im­
posed restrictions on the kind of business that could be 
conducted by the Reichsbank. This Note-Bank was not 
to ~nter into competition with the other banks in the 
commercial ~rid.1t was; therefore, practically 
imp~ssible for thi~ credit-institution to create the medium 
of circulation in the form of bank-notes in unlimited 
quantities ac~ording to its own desires. The Reichsbank's 
power of circulating the notes was thus unlimited within 
the limited 'field of its business operations. The nature 
of 'the businesses, besides, rendered it virtually 
impossible for the Reichsbank to tread on dangerous. 
grounds so that there was hardly any likelihood of its. 
losing the p~wer' to cash the notes .. 

No Cover. No Noles 

The cover was ~xplicitly enjoined by the law. 5 The 
Reichsbank had lo' have at least one-third of the notes 
in circulation guaranteed or pledged for in one of' two 
forms. It 'might'be the Gfrman money including the 
R"idchsk,assenscheirie (Imperial Treasury Bills). Or gold 

. J. CE."Die, deut.che Gel<kerfassung und ihre Reform in Sch~cher: 
Weltwirtscha/tliche' Studien, ,(Leip:dg. 1911) •. , 
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in bullion might be kept in the vaults. There was no 
objection to keeping gold in the form of foreign coins. 
In any case, one' pound of gold was to be regarded as 
equivalent to 1392 Marks. In the maeer of securities the 
Reichsbank was thus not entitled to self-determination. 
The "paper currency reserve" was fixed by statute. 

So far as cash in the form of gold is concerned~ 

there was no doubt about the securities possessing 
a metallic basis. For, both bullion and foreign coins 
constituted solid metal. And since the mint was free 
and coins could be had by everybody who presented gold 
to it the gold portion: of the Reichsbank' s cover was as 
good as German gold currency. 

But the injunction relating to the other form of the 
cover, viz. "German Ploney including the Reichskassen­
scheine," left plenty of loopholes for the invasion of the 
Reichsbank by paper money. For, in regard to this item 
there was no compulsion as to the amount of gold-money. 
In the first place, the Reichskassenscheine was nothing 
but paper. And secondly, 'German money" was not 
all gold. For there were nickel, copper and silver coins 
as well. 

From the standpoint of those who want a wholes;UC? 
gold cover for one-third of the notes, the law of 1875 
was therefore defective. If, the Reichsbarrk ,wanted to 
take advantage of the' weakness of the 'legal provisions, 
the situation might often be financially s~ri~us., But as 
a ~ommercial institution the Reicbsbank al~ays found 
it expedient to look to its own safety by keeping mor~ 
solid covers and better class cash than enjoined by la~.' 

It must be observed that like the other. Note-Banks 

Qf Germany ,th~ ~eichsbank was. also,_ c0!n.~elle.~ t~ _h~~e 
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the remaining % ds of the circulated notes covered by 
good securities (although not ··cash". as explained 
above). As a rule, these were to be due in 3 months ~d 
to possess two signatures. 

Suppose . the Reichsbank had a circulation of 
;too,OOO,OOO Marks in notes. The cover (or pledge) as 
sanctioned by the law of 1875 might then be indicated 
as follows:- . 

I ··Cash,"---either 'I 
(a) German money I 

- (i) gold coiris, 
(ii) silver coins, 
(iii) nickel and copper 

coins,' ~ 33,333,333!1M. 
(iv) Reichsk,assenscheine I 

or 
(b)~ gold "I 

(i) bullion, 
(ii) foreign coins J 

II ··Securities" 
(a)- ··gilt-edged" so to say 
(b) bills due in 3 months' 

66 ,666 ,666%M. 

The entire note-circulation of the Reichsbank 
was thus covered. But a -certain amount of uncovered 
1I.0te-issu~ was also sanctioned by law. The maximum, 
however, was 550,000,000 M. 

Should. however , this privileged limit have to be 
exceeded, the excess must have to be fully covered by 
··cashn as defined above. Or a tax of 5 p.c. per annum 

( 

was _ to be paid to the state as long as this excess was in 
circulation. 

But altogether the German _ currency 'system looked 
-uPon every -piece of note as bu~ equivalent to or identical 
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with money or other values held as pledge. "No cover, 
no note" was the principle in actual operation at the 
Reichsbank,subject to the little privilege noted above. 

The economic crisis of the United S~ates in 1907 had 
its repercussions on Europe. And Germany had to feel 
the shock quite acutely. The Reichsbank was com· 
pelled (i) to increase its circulation and (ii) to lower the 
amount of cash and other pledges. In 1906 and 1907 
the •• average" cover for the notes ranged between 64·1 
and 68·4 p.c. In 1902, it was 82·8 p.c. In 1907, at one 
time the exact amount of notes in circulation was as high 
as 1,275,000,000 M. while the cash was as low 
as 776,000,000 M. 

It is clear that the Act of 1875 did not identify cash 
(Barvorrat) with gold. The cash cover for the notes was 
therefore different from the gold cover. Note for note, 
the proportion of gold cover was less than that of casQ 
cover because cash in.cluded other metals as well ,as 
Reichs~assenscheine, besides gold. The percentages 
(average) of cover .are indicated below chronologically. 6 . 

Year 

1876 
1891 
1907 
1913 
1918 
1919 
1920 
1921 
1922 

Average gold cover 

41·9 p.c. 
60·7 p.c. 
42·9 p.c. 
54·5 p.c. 
17·5 p.c. 
5·3 p.c. 

2'08 ~.c. 
1·35 p.c. 
0·34 p.c. 

6 Die l<eichs!.anJc 1901-1925. Tabelle'16. 

Average cash covet 

82·5 p.c. 

95'2 p.c. 
64·1 p.c. 
72·0 p.c. 
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Down to 1913 the •• one-third" principle in regard 
to cash cover was very liberally followed. The lowest 
figure, 64,1 p.c., in 1907 was almost double the legally 
required amount. And as regards the gold element in 
the cash covet, although there was no legal compulsion. 
the Re.ichsbank made it a point to observe extremely 
¢autious practices. Even the lowest, namely, that of 
1907, which came' down to 42-9 p.c. gold cover for all 
the notes in circulation was much higher than the statutory 
DTittelsdec1~ung for the entire cash cover. The gold covel' 
alone, even without any other cash, would have 
been more than enough to meet the requirements of 
the law. Indeed much above the 40 p.c. gold cover pro. 
vided for by the Act of 1924· was, factually in force 
throughout the period from 1876 to 1913. 

Two features of the pre-war German curren~y may 
here be specially noted. First, gold might be accepted 
by the Reichsbank in unlimited quantities in order to be 
coined into money. In the second place, in exchange for 
money in any form. possessors might 'obtain gold bullion 
.of equal values. This indeed is but a normal item in 
genuine gold-standard states or epochs. 

The ReidJsbank Reconstructed (1924-29) 

The account furnished above belongs now to history. 
A fundamental reorganization,--a really thorough over-

7 Die Reichsbanlc 1901-1925 (Berlin); Neufeld: Das Ban1(gesetz 'und 

dOl Geletz iiber die Pril1atno!enbonlce~ (Berlin. 1925); Koch and Schacht: 

Miinz-und Bon1(geset;:gebung (Berlin. 1926); Schacht; Die Stobilisierung 

der Marlc (Stuttgart. 1927)_ 

The constitution discussed here has reference to th~ provisions under 

the 'Dawes Plan (1924-29), To.day the situation is virtually the same so far 
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hauling of the Reichsbank,~has been effected by the 
Bank Act of 1924. The government of the institution -
thus reconstructed is vested in 5 different organs :-

(1) Reichsbank,direk,torium or Directorate of the 
Reichsbank, (2) Generalrat or General Council, (3) Com~ 
missar for note-issue, (4) General As,sembly 'of Share~ 
holders and (5) Central Committee of Share~holders. 

The most important organ from the standpoint of 
bank~technique is the Directorate, because it regulates the 
currency, discount and credit policies. It is to consist. of 
as many members as are likely to be required. One of 
them is called the president. All the members of the 
directorate must be German citizens. The simple law of 
majority is the general rule. In case of equal division 
the president eXe!'cises the casting vo~. 

The president is elected by the "General Council" 
in such a manner that there is a majority of 9 in his favour 
of whom at least 6 are Germans. No non-German has 
thus any possibility of being elected. But the contrast 
with the situation previous to 1924 is marked. The presi­
dent in those days used to be appointed by the govern­
ment and was in all respects a government official. Now 
he is elected by a council over whom the government has 
hardly any control and which indeed is composed, as we 
shall see later, of a large number of non-Germans. He 
can also be dismissed by the "General Council." Be it 
observed, however, that the letter of appointment on the 
str.ength of which the president ioins his office is signed 

.s bank-administration is concerned. But there is one great difference in 

in so far as the Young Plan (1929- ) has enfranchised the management 

from the control by non-Germans. 
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not only by those members of the "General Council-­
who took part in his election but also by the 
Reichspraesident, i.e., the President of the German 
Republic. And in this connection it is no less important 
to observe that the' Reichspraesident can refuse to sign 
the letter of appointment, co~pelling the "General 
Council •• to institute a second election. Should the 
Reichspraesident care not to sign to the appointment of 
the second nominee, a third election is to be held. Even 
then the Reichspraesident may refuse to sign and in ,that 
case the president of the Reichsbank assumes office. 
although the letter of appointment is not lIigned by the 
Reichspraesident. 

The tenure i$ for 4 years. He can be re-elected. 
The m~II.1bers pf council of the old Reichsbank were 

appointed by the government. But the Direktorium of 
the new Reichsbank is like the president an entirely 
independent body. The members are elected by the 
"General Council" in the same manner as the president. 
i.e., with a majority of 9, of whom 6 must be Germans. 
The letters of appointment; however, are not signed by 
the Reichspraesident but by the president of the bank. 
The first Direktorium was composed of members divided 
into three different age-groups and their tenure was from 
4 to 12 years. They can all be re-elected and they are 
then to hold office for 12 years each. But everybody must 
retire at the age of 65. 

On account of serious reasons the_"General Council" 
may dismiss the president, but ~ccording to the law 'of 
majority described above. The other members of the 
Direktorium can also be dismissed by the General Council 
'in a similar manner but with the approval of the president. 
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It is interesting to observe that there is no provision 

by which the government can control the functions of the 
Direktorium. Its independence in a legal sense is perhaps 
absolute. Equally interesting is the fact that the Direk­
torium is in its technical bank functions almost 
thoroughly independent of the "General Council". 
although elected by the latter. 

The "king-maker" of the Reichsbank is the Gene­
ralrat, the general council, a peculiar institution, the like 
of which is not to be found in any other note-bank or 
central bank. Of the 14 members .composing this body 
half are Germans. The seven non-German members 
come from England, France, Italy, Belgium, U.S.A., 
Holland and Switzerland. The president of the Direk­
torium is one of the seven German members. He is 
likewise the chairman of the "General Council." The 
commissar for note-issue is one of the seven foreign mem­
bers of the council. The number of German members 
may be increased but that of foreigners cannot. 

Two important bank-technical matters require the 
authorization of the General Council. No long-period 
government loans may be accepted as securities in bank 
business without the permission of this body. Besides. 
whenever it is necessary to violate the law of the 40 p.c. 
cover for notes the' sanction must come from the General 
Council. 

Only German share~holders of the Reichsbank have 
the right "to elect the German members of the General 
Council with the exceptioX: of the president. The first 
foreign members were nominated by the organization 
committee. In the case of subsequent members the rule 
has been laid down that the vacancy is to be fined up 
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according to nationality but all the seven foreign ~embers 
are to vote. The election is to be unanimous :minu~ one. 

The ~om:missar for note-issue is elected by the Gene­
ral Council from one of its foreign members. There is to 
be a majority of 'nine votes of whom at least six are foreign. 
In case a non-member of the General Council is elected, 
his national on the General Council has to retire. As soon 
as the commissar is elected he becomes a member of the 
General ,Council for 4 years. 

The commissar is to obtain every day froOm the Ditek .. 
l:orium all facts and figures bearing on the notes and 
note-covers. He is the authority in regard to the prepara-
1ion, issue, withdrawal and des~ruction of notes and res­
ponsible likewise for the control of notes according to the 
law. He has the right to attend the meetings of the 
Direktorium. 

The general assembly of' sha.re-holders is composed 
of every registered share-holder. Only those who are 
present in meetings have the right to vote. The number 
'of, votes depends on the nominal value of the shares in the 
possession qf each. 

One share, one vote. But not more than 300, votes 
can be combined in one person. Simple majority 
decides, but in case of an equal division the deciding factor 
1s the nominal value of the shares. 

The report of the administration is presented to the 
'general assembly every year. The balance sheet, profit 
and loss account as well as distribution of profits are all , 
decided by it in accordance wrth t~e provisions of the law. 
Jt has also to decide on the alterations in statutes suggested 
by the DiTektorium with' the approval of the General 
Council. ' It cannot, however, take the initiative in this 
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regard. The gen!:ral. assembly of share~holders has 
further the right, through its German members, to elect 
the German representatives of the General Council. 

The Zentralausschuss or central committee is a com~ 
mittee of experts elected by the general assembly of share~ 
holders, both German and foreign combined. But none 
but German share~holders can be elected to this com~ 
mittee, which is a permanent body, whose advice the 
Direktorium is at liberty to draw upon if necessary. 
These experts are to be elected from the banking business, 
industry, commerce, agriculture, handicraft and working 
men at the suggestion of the Direktorium. Representa~ 

tives of this committee may be invited by the Direktorium 
to take part in its proceedings. 

The compulsory foreign elements in the administra~ 
tion of the new Reichsbank are not to be treated as 
normal items. They are to be ascribed to the peculiar con~ 
ditions that have led to the birth of this institution. It is 
the War, the V ersaill~ Treaty, the Dawes Plan ~nd the 
Reparations Commission that account for the extraordi~ 
nary features of the present constitution. 

From "One-third Cover" to "Gold-CorJer" (1924l 

Since the publication of Knapp' s Diestaatliche 
Theorie des Geldes (1905) the "nom~rtalistic" theory of 
mon.ey has had a great vogue in Germany. During and 
since the war the theory has been very strongly cham~ 
pioned by a number of cUflency experts, for instance, by 
Dalberg (Neue Deutsche Waehrung, •• New German 
Currency," 1924, Die Entthronung des Goldes, .. The 
Dethronement of Cold," Die Entwertung des Geldes 
uThe Depreciation of Money, " 1919). But the 
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"metallistic" theory has persisted, although to some 
extent shaken and modified, and finally succeeded in 
maintaining its ground in actual legislation as embodied 
in the Bank Act of 1924. Instead, therefore, of emanci. 
pating the currency from gold and establishing it on the 
note as credit-instrument the new Reichsbank has 
accepted the principle of the gold-standard with 
vengeance. 

In the first place, the traditional German custom of 
Drittelsdeck,ung or one-third cover for notes has ~en 
abolished. And in the Sl!cond place, Gold-deck,ung 
(Gold-cover), which was but optional or discretionary in 
the old Riechsbank, has been made compulsory in 1924 
and the proportion has been fixed at a high level. , 

The new legislatiop compels the notes to be covered 
in their entirety in the followin,g manner:-

I. Gold-deck,ung (Gold-cover) 40 p.c. 
(a) actual gold (30 p.c.): 

1. gold bullion, 2. German gold coins, 
3. foreign gold coins. 

All· this gold may be held either in the 
Reichsbank ,itself or in a foreign central 
bank on current account. Fine gold 
is defined in such a manner that one 
pound makes 1392 Reichsmarks. 

(b) Devisen (10 p.c.) : 
1. bank 'notes, 2. bills of ~xchange matur­

ing in 14 days at the latest, 3. cheques, 
4. daily bills payable in foreign money 
in a foreign finance-centre by a bank 
known to l:e solvent. 
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All these instruments of paper money are 
to be evaluated at their gold-worth for 
the purpose of calculation. 

11. Business Securities or Commercial Papers 60 p.c. 

I. bills of exchange such as mature in not 
more than 3 months. possess the signa­
tures of 3 solvent parties. and represent 
good commercial dealings may be dis­
counted and kept as cover. 

2. cheques. such as bear the signatures of 
3 solvent parties may likewise be dis­
counted and used as cover. 

In either case the third signature is not 
required should the bill or the cheque 
be pledged for by a special security. 

45 

Gold-deckung is the chief feature of the new regu­
lations. But the "gold-cover." it is to be noted. is not 
all "national." The "foreign" element is conspicuous • 
. although optionally. in both the metallic as well as the 
Devisen portions of the gold "reserve." The Act permits 

the reserve to be kept abroad. 
The foreign element is to be observed also in the 

compulsory appointment of a foreigner as the commissar 
·or controller for notes as well as the existence of foreigners 
in the Generalrat or General Council. 

The old Reichsbank possessed the privil~e of issuing 
uncovered notes not exceeding 550.000.000 M. This • 
privileged limit might be exceeded on the payment of a 
nne. 

But the reconstruction of 1924 has deprived the 
.Reichsbank of this privilege. The principle of "no cover ~ 
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no note" has at last been realized without any 
qualification. 

In regard to the cover ~ especially the gold-cover, how­
ever, the new Reichsbank has been furnished with certain 
leniencies subject to the. approval of the Gerieral 
Council. The circumstances must be exceptional, the 
suggestion has to come from· .the Direktorium, and the 
approval must be unanimous minus one. 

The 40 p,c. gold-cover may then be obviated on two 
conditions. First, a tax is to be paid by the Reichsbank 
to the government according to a statutory scale. In case 
the reduction of the cover is nece.ssary for more than one 
week, the tax is to be as follows:-

per year 

Gold-cover between 37 and 40 .p.c.-3 p.c. 

.. "35,, 37 p.c.-5 p.c. 
" "33!~,, 35· p.c.-8 p.c. 

Gold-coyer less than 33 V3 p.c.-8 p.c: together 
with 1 p.c. per year for every per cent by 
which the cover is less than 33V3 p.c. 

The second condition on ~hich the gold-cover may' 
be reduced runs to the effect that, first .. the rate of discount 
is not to be lower·than 5 p.c. during the er.tire period, and' . 

.,setondly, the rate of discount is to be raised by at least· 
one-third of the tax, whenever it has to be paid to the· 
government. 

. III. Sonder-deckun~ or special cover (40 p.c. of 
daily liabilities). . 

In addition to th~ above· cover. for notes •. the.·law of. 
,1924. co~pel$ . the' Reichsbank, to provide itself .with. a. 
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"special cover" of at least 40 p.c. for its daily commer~ 
cialliabilities. This cover is to be in the following forms : 

1. Reichsbank's day to day deposits in 
Germany. 

2. " " " "abroad. 
3. Cheques on other banks (both German and: 

foreign) in favour of Reichsbank 
4. Bills of exchange with a duration of not more 

than 30 days. 
5. Loans (Lombarddarlehn) made by the· 

Reichsbank such as may be recovered: 
from day to day. 

All these forms of cover belong, it is clear, to the­
., short~period claims" of the' Reichsbank on others at 

home or abroad. 
The law says, further, that this 40 p.c. cover for daily 

business is to be kept separately from the amount kept by 
the Reichsbank to the credit of the Reparations Commisw 
sion, which normally is not to exceed 2 milliard Marks. 

The daily deposit and other liabilities of the Reichs~ 
bank are thus to be met out of a standing 40 p.c. reserve 
i[l the shape of its daily and short~period claims. This. 
reserve is to serve not only as . a cover for the ordinary 
banking transactions of the Reichsbank but as an indirect 
strengthening of the cover for the note~issue as well. The. 
cover, security or protection of the" issue department" has. 
been by this measure rendered independent of the cover, 
security or protection of the "'banking department. ,. The 

possessors of notes as creditors of the Reichsbank do not 
therefore have to compete with the depositors and other­
creditors. 
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"But if the ordinary banking liabilities were not pro ... 
vided for in this special manner the Reichsbank as debtor 
to the depositors and other creditors might often be forced 
to utilize the cover or ·reserve for the notes. The statu­
tory establishment of the Sonderdeckung, the special 
"banking reserve,"· has thus assured afresh a. perfect 
security to the note-cover, the issue department, or the 
AOpaper currency reserve." The legal provision for this 
banking reserve as distinguished from that for the note­
reserve in the. Act of 1924 may be traced, be it .noted 
incidentally, to the idea propagated by Helfferich in Zur 
Emeuerung des deutschen Bankgesetzes (On the Renewal 
.of the German Bank Act) in 1899. 

Note-Legislation in England (1844-1928) 

it has to be noticed that the German note-system was 
essentially British in its fundamentals. The British (Peel) 
Act of 1844-45 regulates the note-circulation of the Bank 
.of England. Under the provisions' of this legislation the 
Issue Department has been thoroughly divorced from the 
Banking Department of the Bank. The note-issue has 
;consequently been separated from its other operations. 

We may indicate the main clauses of this legislation 
relating to the cover for notes in the following manner:-

I. Securities ~ £ 14,000,000 
i. government ("Fiduciary" note issue). 

ii. other . 

11. Gold 
" i. }:lUllion 

ii. coins' ~ 
The whole of the remainder. no 

matter what amount. 
) 
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Down to 1853, 25 p.c. of the bullion might be kept 
in silver. But since then silver has been discontinued. 
And the bullion consists exclusively of gold. 

In 1889 the amount of securities that could be held 
as pledge against note-circulation was raised from £ 14 
millions to £ t 6,450,000. 

In 1914 the Currency and Bank Notes Act autho­
rized the note-bank to issue bank-notes in excess of any 
limit fixed by law. This was a temporary measure. In 
1919 a maximum limit was imposed. And it was 
decided that the actual maximum "fiduciary" (i.e., un­
covered by gold) circulation of currency notes in any year 
should be the fixed maximum for the following year. For 
t 920 this maximum was £320,600,000. 

In July 1928 the "fiduciary note-issue" was fixed 
at a permanent maximum of £260,000,000. The position 
may be indicated as follows :-

I. Fiduciary Note-issue 

t • Government securities J 
2. other securities 
3. silver coins worth 

£5,500,000. 

£260,000,000 

II. Covered by gold ~' 
1. coins 

The whole of the remaining 
note-issue. 

2. bullion 

·The principle has remaided the same as in t 844. 

In other words, with the exception of the maximum 
.against which securities can be held the entire cir~ulation 
.is to be covered by gold. In the British system, then, we 



50 THE RE~MAKING OF THE REICHSBANK 

have the same principle as in Germany, namely, ""no 
cover, no note." Every note is a coin~ce~tificate, and .is 
identical with gold~money. 

But between the British and the Germap. systems 
there were wide differences relating to the character or 
quality of the cover. And these deserve prominent notice. 
especially as indicating, perhaps, how far the German 
law of 1875 while imitating the British Act of 1844 tried 
to introduce certain new features likely to impart elasticity 
to the currency'system. 

The Bank of England is not permitted to issue notes 
beyond its gold. The note~circulation is limited by the 
amount of gold possessed by this institution. As for 
the securities, however good they be, there is a maximum 
fixed. We may, then, say that the system is not merely 
one of "no cover, no note" -but really has its foundations 
in the principle, ""no gold, no note." In other words, 
the British paper currency reserve is virtually all gola 
(but see infra, p. 53). 

The old Reichsbank (Act of 1875), on the other 
hand, was very much emancipated from gold. The 
"securities" played here the preponderant role. No 
matter how large the volume of notes issued by the 
Reichsbank, two~thirds could always be covered by the 
securities in its possession. But in the British system the 
securities play but the second fiddle. The larger the 
volume of notes issued by the Bank of England, the larger 
must be the amount of bullion in its coffers. and the pro~ 
portion of the securities (£2'60,000,000 maxiimim) to the 
notes or: to the bullion becomes less· and less, . 

The' place of gold~cover in the Reichsbank's system: , 
was to be found in the "cash," compulsory. on .the:· 
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Drittelsdeckung principle. But here, again, there was 
an alternative.' The so-called "cash" might consist 
either of gold or the "German money. •• Supposing that 
it was all gold, the currency was assured at least of one­
third of the note-issue as guaranteed by gold. Bct should 
the cash cover have been only "German money," there 
was no compulsion as to the amount of gold to be held. 
The law was lenient enough to include even the 
ReichskassenS'cheine (Imperial Treasury Bills), which had 
no metallic basis and constituted pure paper-money, 
although issued in small quantities, in its list of "cash". 
We have already noticed tbis defect in the law of 1875 
as apparent from the definition of the "cash." 

The Reichsbank accepted the principle of the Bank 
of England but took a forward step in the application of 
this principle. The German currency system did not 
consider gold to be the only or the chief reserve or cover 
against note-circulation. 

Another step ahead of the British system was em­
bodied in the German legislation of 1875. It consisted 
in the facts (1) that a certain amount of wholly uncovered 
or unguaranteed note-issue'(550,OOO,OOOM.) was possible 
and (2) that even this privilege might be exceeded under 
certain conditions as described above. 

It is evident that the Currency and Bank Notes Act 
of July 1928 does not compel the Bank of England to 
adopt the principle of "proportional" gold-cover. And 

yet ~t is doubtful whether the old rigidity according to 
which one might almost say -that the British system was 
based essentially on the principle, "no gold, no note," is 

being factually maintained today. . 
On 28 November, 1928, the Issue Department of the 
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Bank of England published the following' weekly state­
. ment about its notes and cover: 8 

Notes (Liabilities) : 

1. In. circulation 
2. In the Banking Department ... 

Total 

Cover (Assets): 

I. Fiduciary (i.e., not gold) 
1. Government Debt 
2. Other Government Securities 
3. Other Securities 
4. Silver Coin 

II. Gold 
1. Coins 

2. Bullion 

£367,001,148 
£52,087,797 

£419,088,945 

£260,000,000 
£11,015,100 

£233,568,550 
£ 10,176,193 
£5,240,157 

£159,088,945 

8 Leduc: La Reforme Monetaire Anglaise in Revue d'Economic 

Politique (Paris) for Nov.-Dec.;. 1928. That" greater elasticity" has hardly 

been introduced by the new Act is m.aintained by Keynes in his article 

on "The. Amalgamation of the aritish Note-Issues" in the Econo":'ic 

journal. London. for June, 1928. On April 29, 1931 the Bank of England 

returns gave the following figures: Notes (in circulation and Banking Dept.). 

£406,279,564; Gold-cover, £146.179,564. The proportion of cover to issue 

·was therefore 35.9 per cent. Since the suspension of the . Gold Standard in 

September 1931 the proportion has been coming down. Thus on April 27. 

1931 the corresponding figures were £395,815,666. £120,815,666. and 30.5 

per cent .. 
c 

Since ~ugust 1. 1931 an inc~ease of £15;000,000 in the fiduciary issue 

has been authorized fo; the legally maximum period of two years (in 

accordance with sect. 8 of the Act of 1928).-Federal Reaerve Bulletin, 

May 1932 (Washington 1932). p. 323. 
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In other words, in a circulation of £419,088,945 the 
compulsory gold-cover was only £159,088,945. This 

came up to about 38 p.c. And, of course, should it be 
necessary to issue more .. fiduciary notes," as is quite 
possible under the Act, the proportion of gold-cover can 
only become less. In any case, whatever be the theoretical 
principle and however conservative or traditional the 
British legislation might appear to be, the pressure of 
economic circumstances,-the school of monetary 
experience,-has tended to bring about a pragmatic 
affinity between the Reichsbank and the Bank of F ngland 
in Realpolitik,. 

The Gold-deck,ung introduced by the Act of 1924 has 
indeed introduced the principle of compulsory gold re­
serve. The amount of notes thus covered by gold is also 
very high. But still the deviation from the British system 
is as great in the new Reichsbank as in the old. The gold 
reserve plays but a secondary role in the German institution 
from the standpoint of bank-technique. The British Act 
of 1928 continues perhaps to be almost as rigid in this 
regard as was the Act of 1844 whereas the elasticity intro­
duced in Germany by the Act of 1875 pervades the 
legislation that has brought the new Reichsbank into being. 

The French Practice in N'oteBank,ing (1800-le48)' 

If, the German note-legislation of 1924 as of 1875 
is quite liberal compared with the British (1844, 1928), 
the ~entury-old F rencl~ legisl-ation would cor.:sider even 

9 Courcelle·Seneuil and LieBBe: Les Operations de Banque (Paris. 

1922). pp. 235·257; Kaufmann and Sacker: La Banque en France 

(Paris. 1914). 
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the German to be very conservative. For, the Banque 
de France was not circumscribed in the matter of note­
issue by any regulations relating to the cover. Not to . 
speak of the principle, "no gold, no note," even the 
simpler "no cover, no note" was unknown in the French 
currency legislation, say~ from 1800 to 1927. 

Some of the early years of the Banque de France may 
be envisaged in the following figures in millions: 

Cash Bills Notes 

1812 {beginning} 114 15 117 
1814 {18th Jan.} 14 31 38 

During the critical period of 1846-1848, the actual 
situation was as follows: 

Cash Bills Notes 
1846 {end of Dec.} 71 188 258 
1847 { 

" 
} 107 157 233 

Even without law, the proportions of cash to "the 
notes held by the Banque were not unreasonable even by 
the modern standard. 

During this period 8 different note-banks were 
established in different parts of the country. The mono­
poly of the Banque de France was thus challenged. The 
dates and localities are indicated below:-

It. 1817 Rouen 5. 1835 Marseilles 
2. 1818 Nantes 6. 1836 Lille. 

3. 1818 Bordeaux 7. .1837 Havre 
4. 1835 Lyons • 8. 1838 Toulouse 

The business conducted by these institutions ran 
according to the strict regulations of their ·respective 
charters. 
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The operations of these 8 banks of issue can be 
gauged from the following figures (in millions): 

Year 

1841 
'1846 
1847 

Cash Bills Notes 

30 51 .63 
44 77 86 
42 85 90 

The proportions observed by these departmental or 
district issue-banks could stand competition with that of 
the Banque de France. 

The year 1848 is important as having closed what 
may be described as the preparatory first chapter in the 
history of French Note-Banks. For the first time the 
principle of maximum circulation was adopted (350 
millions, March 15. It was decided to publish balance 
sheets every week. Besides, all the nine banques departe­
mentales were absorbed by the Banque according to the 
decrees of April 27 and May 2,10 which, further, raised 
the combined capital to 93,250,000 francs and fixed the 
maximum note-circulation at 452 millions. 

The Principle 0/ Maximum Circulation in France 

(1848- J 928) 

The limit to the volume of notes that might be issued 
by the Banque de France is a special feature in 
issue-banking 

10 Lois et atatuta qui regisaent. la Ban que de France ·(Paris, 1926); 

pp. 69-71, 72-73, 77-81, 82-83. 

The ninth ban que departementale is the one at Orleans which about 

this time possessed' 1,000 shares valued at I million franca. This was the 

smallest of these district note-banks. 
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The Banque de France, founded or rather recons~ 
tituted by the law of April 22, 1806 and decree of Jan. 16, 
1808,11 for nearly 'half a centl}ry does not appear to have 
been bound down to any maximum. The maximum was 
fixed, as we have noted above, at 350,000,000 francs by 
a decree of March 15, 1848. During the F ranco~Prussian 
War the maximum was raised to 2,800 millions (Decem~ 
ber, 1.871). In 1884 the figure 3,500 millions .was 
sanctioned by law. In 1897 it was raised to 5,000 millions 
(5 milliards), in 1911 to 6,800 millions, and in 1925 to 
58,500 millions. 

But although there was no statutory compulsion in 
regard to the relations between the issue of notes and the 
cover in gold or securities the history of the Banque de 
France indicates that the governors of this credit~institution 
have out~Germaned the Germans and .even out~Englished 
the English in their practical solicitude for the safety of 
national credit and the country's reserve. 

The actual proportion between cash and notes such 
as . prevailed during the critical period of the. 70's is 
indicated below:-

Cash Notes 

Jan., 27, 1870 1,202,000,000 1 ,471 ,000,000 
1871 398,000,000 2,359,000,000 
1872 630,000,000 2,678,000,000 
.1873 705,000,000 3,071,000,000 
1874 1 ,330,000,000 *' 
1875 e* 2,600,000;000 

1\ Loi. et .tatut. qui regiasent la Banque de France (Paris. 1926); pp. 

20. 28. 41. -Figures not available. 
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For subsequent periods the proportion (in millions) is 
as follows (daily average):-

1880 
1890 
1897 
1900 
1905 
1909 
1913 

Cash 
1,974 
2,513 
3,184 
3,237 
3,956 
4,524 
3,927 

Notes 
2,305 
3,060 
3,687 
4,034 
4,408 
5,080 
5,665 

It will be noticed that except during the years 1871-73 
the cash amounted in value almost to the note-circulation. 
Literally speaking, the notes were very often covered to 
the extent of nearly 90 p.c. by metallic money. And this 
without any law corresponding to the English Bank Act of 
1844-45 or the German law of 1875. 

Cash, however, was not the sole cover for the notes 
during all these years. The commercial papers cons­
tituted about Y3 of the notes. We have the following 
figures of daily average (in millions) : 12 

Papers Notes 
1897 1,088 3,687 
1900 1,367 4,034 
1905 1,124 4,408 
1911 1,842 5,243 
1913 2,374 5,665 

. If we now add the cash (90 p.c.) and other securities 
(about 33 p.c.) we ha:ve a not~-circulation covered 123 p.c., 
i.e., much above its volume. 

12 Courcelle-Seneuil. 0,... cil., p. 276. 



58 THE RE-MAKING OF THE RElCHSBANK 

The Banque de France may be said to have been 

very moderate in the issue of notes. It is doubtful if it hds 
really rende,red, except on rare occasions (1871-73), the 
services of a circulating bank, i,e., a note-bank. Its 
functions have mainly ~en, as it were, those of a simple 
deposit-bank. The Great War (1914-18) and the post­
war developments have of course been extraordinary. 

It may be remarked en passant that French autho­
rities on money and finance have, therefore, as a rule been 
rather indifferent to the classical controversy in regard to 
the ""theory" of note-banks. To them the problem, 
currency principle (on which the Bank of England's Issue 
Department is founded by Peel, 1844-46) os. banking 
principle (as based on the teachings of Adam Smith and 
Ricardo) is essentially an academic one. 

In reality, however, they do not believe that bank­
notes are identical with money, as Peel does. Like Adam 
Smith and Ricardo the French economists, as a rule, are 
of opinion t.hat the notes are "substitutes for money". 
According to them all that the note-banks need attend to 
is that the notes issued by them are immediately con­
vertible into coin on demand of the possessors. And for 
this the banks have but to take the ordinary precautions 
of banking in regard to reserve, cash, securities, etc .. 
Whatever the banks do in order to assure the cashing of 
cheques, bills of exchange and other instruments of 
credit has to be done in the case of notes also. The 
French professors are, in other words, the adherents of 

the ""banking principle." • 
In theory and legislation, then, the Banque de France 

waS governed according to the ""banking principle" while 
the Bank of England and the Reichsbank have been 
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governed according to the "currency principle." But 
it is curious that, this "philosophical" difference not­

withstanding, all the three note-banks have evolved in 
their . actual history fundamentally the same practice in 
regard to the relation between the cover and notes. What­
ever be the form of the cover, gold, securities, etc., they 
all have developed the custom "no cover, no note." 
And this uniformity is due essentially to the technique of 
bank-management which involves the proper orientation 
to risks. Factually, therefore, the banking principle and 
the currency principle meet on the same platform. 

A word may be added in regard to the exceptional 
circumstances since 1914. 

The daily averages· for the war-period can be 
envisaged from the following three entries (in million 

francs) : 

Year Cash Bills Notes 

1914 4,405 2,314 7,325 

1915 4,709 928 + 2,399 urider 12,280 

moratorium 

1918 5,690 2,098 + 1,082 under 27,536 

moratorium 

For the post-war period until the reorganization 

effected by the law of June, 1928, the note and reserve 
biography of the Banque de France may be indicated as 

f~llows :13 

13 Banque de France: Compte ,endu, (Paris, 1921-28), annual publica­

tion of the Banque. 
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Items 1920 (Dec. 31) 1927 (Dec. 31) 
I. Cash 5,766,270, 1~0 5,887:772,834 

l. Gold in France 3,551,787,694 3,680,500,821 

2. Gold held abroad 1,948,367,056 1,864,320,907 

3. Silver 266,115,379 342,951.105 

II. Discounted Papers 
during the 
year 32,023,610,600 45,291,262,600 

III. Notes Issued 
during the 
year 7,847,125,000 15,155,000,000 

IV. Total Notes in cir-
culation 37,552,240,290 56,300,610,250 

The law of Dec. 4, 1925, fixed the maximum circu­
lation at 58,500,000,000 francs, as noted above. 

The proportion of post-war cash cover to the total 
notes in circulatio.f1 is certainly much less than that of the 
pre-war period. But the cover represented by "good" 
commercial papers is noteworthy, In 1920 the average 
duration of the bills was near about 25 days and in 1927 
only.18 days. 

J The "Nere" Banque de France (since June. 1928) 

The post-war monetary reconstruction-" stabili­
zation, "-may be said to have begun in France with the 
law of August 7, 1926/" T~e Banque de France was 

14 .. La loi du 7 aout et son· role dans I' assainissement financier de I. 

France" in Revue d' Eeonomie Politique (Paris) for Jan.-Feb .• 1928. See 
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thereby authorized to buy "devises" (gold-covered or 
gilt-edged securities, bills, foreign currencies, etc.) and 
gold bullion in the exchange market. The year 1927 
witnessed, as. a consequence of the Banque's active 
operations in this field, the "repatriation of French capital 
exported in previous years." Corresponding to. the in­
crease in the amount of devises and gold the Banque was 
also authorized to increase its note-circulation by the 
amount purchased so that the maximum circulation fixed 
by the law of Dec. 4, 1925, viz., 58,500 millions, could 
be automatically increased to the same amount. It was 
also possible to recover the French gold deposited with 
the Bank of England. 1927 thus marked a decisive stage 
in the financial and monetary restoration of France. 

In 1928 "a new franc was created," says the 
Compte rendu (Paris 1929) of the Banque de France . 
•• After 14 years of forced currency the franc became 
again a genuine money (une monnaie veritable) no less 
solidly pledged for than the strongest monies of 
the world." 

The law of June 25. 1928. established gold mono­
metallism and stabilized the franc at the rate prevalent 
for the previous eighteen months. It abolished the forced 
currency of the notes as legaliz:ed by the law of August 5. 

Compte rendu 0/ the Banque de France (Paris 1932) for the latest figures 

(in millions): 

Year 

1931l 

1931 

Notes 

76,155 

83,546 

Gold Cash 

53.563 

68.481 

The proportion of gold cash to notes and current accounts was 53.03 

per cent in 1930 and 60.57 pe:r cent in 1931. 



(>2 THE RE-MAKING OF THE REICHSBANK 

1914. The Banque was placed under obligation to assure 
the convertibility of its notes in gold bullion or coins. 

The sum 6f 215,000 francs in notes was fixed as the 
. minimum for which the public was empowered to obtain 

from the Banque ~n equivalent gold exchange or gold 
bullion. 

All these provisions· have reference to the stabiliza..; 

tion of tp.e currency and the re-establishment of the 
standard which will appear to be quite in conformity with 
the post-war restoration of currencies in different parts of 
the world. But so far as France is concerned, the official 
recognition of the fact that the old franc could not be 
restored and that the depreciation had to be legally 
accepted,-in one word,-" devaluation," marks a re­
volution in the monetary history of France. 

Equally revolutionary are the provisions of the law of 

June 25, 1928, in regard to the note-legislation. For the 
first time since 1806 has the Banque de France been com­
pelled to observe the principle of a minimum cover for the 
note-issue. The gold cash (excluding the devises) must 
not be less than 35 p.c. of the total notes in circulation 
together with the current accounts of the creditors. The 
time-honoured principle of the legal maximum of note­
circulation (e.g., 350 millions 'in 1848; 58,500 millions 
in .. 1925) has therefore ·b~en abolished. The 35 p.c. gold 
cover, it will be observed,. is higher than the . legal gold­
cover provided for by the Reichsbank Act of 1924 which, 
as we have seen, is not more than 30 p.c. 

Altogether, then, thec~ntury-old "ban.king prin­

ciple" is abandoned by France in favour of the "currency 
principle" of the Bank of England and the Reichsbank. 
It IS evident, however. that the more elastic 



AND THE BANQUE DE FRANCE 63 

system-"proportional cover" of the Reichsbank-has 
been preferred by the Banque de France to the rigid 
British system of statutory maximum of fiduciary circula~ 
tion. 

The law of June, 1928, has introduced certain 
changes in the accounting and preparation of balance~ 
sheet. On that date all the gold cash in the possession 
of the Banque was "revalued" at the new rate of 
exchange. The silver cash was likewise revalued 
and "demonetized" and made over to the government. 
The Compte rendu (Paris, 1929) publishes the account (in 
millions of francs) of the Banque for the second semester 
of 1928 in the following rnanner : 

Percentage of 
Gold-cover 

Date Geld-cash Notes for notes and 
current accountso-

25 June 28,935 58,772 40·45 
7 Sept. 30,426 61,552 39'17 

21 Dec. 31,835 61,914 39·32 

During this period the gold~cover fluctuated between 
39'17 and 40·45 p.c. of the engagements a Vue, i.e., sight~ 
engagements or daily and short~time liabilities. This is. 
much above the legal 35 p.c. The proportion would be 
much higher if the disponibilites a Vue a [' etranger, i.e .• 
sight~claims or day~to~day and short~period assets abroad, 
be added to the encaisse~or (gold~cash) in the vaults of the 
Banque . 

. Even within the "preportionar cover" group the 
difference between the new Reichsbank and the new 
Banque de France is very fundamental., The difference in 
the provisions of the two note~legislations cannot by any_ 
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means be overlooked. The 35 p.c. gold-cover in France 
"is meant both for (1) notes as well as. for (2) ordinary com­
mercial credit, current deposits etc. But the 30 p.c. gold­
cover 'in Germany is meant exclusively for notes. Ordi­
nary banking functions of the German note-bank, 
viz. current deposits, etc. are legally covered by Sonder­
deckung, special cover, which" must be 40 p.c. of the 
interests involved, although not in gold-cash. In other 
words, the Reichsbank emphasises the distinction between 
the "issue" functions and the "banking" functions, cOo­
siders the different forms of credit separately, and makes 
separate provisions for each. The Banque de France, on 
the contrary, co~tinues to consider both note-issue C\11d 
deposit or other banking as but credit, pure and simple. 
It does not therefore make special provisions for each form 
of credit. One lump cover (in gold) of 35 p.c. is· con­
sidered to be enough to take care of both kinds of credit 
transactions. 

It is to be noted, besides, that the German law 
categorically describes the kind of cover that is com­
pulsory Jor the remaining 70 p.c. of note-circulation, 
whereas the French law is naturally silent on this point. 
France, although she has at last accepted the compulsory 
principle of proportional cover, is still following her 

traditional policy of freedom. 
And compared to the conservatism and cautiousness 

of the "British institution the French system today 
PQssesses not only the elasticity of the Reichsbank but 
goes beyond . it in its liberati6n and emancipation from 
statutory control in regard to" the reserve for paper-money 
or for ordinary banking. Here, indeed, we encounter 
the ~'banking principle" in a new guise. 
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Commercial, Reserve arnd State Banking 01 Note-Banks 

Like. all other German banks the Reichsbank does 
its own commercial business in the usual manner. But 
as with the Bank of England, with the Reichsbank also 
the ordinary commercial business is relatively small com­
pared to that of the other big institutions of Germany. 

The commercial business· done by the Reichsbank 
in 1913 gave the minimum .figure 874 million Marks and 
the maximum 1,732 millions. The business of the other 
banks, for instance, of the Deutsche Bank, Disconto­
'Cesellschaft, the Dresdner Bank, etc., each with a capital 
of 200 millions was more considerable. Thus the 
Deutsche Bank's transactions in deposit account alone 
amounted to 1580 millions. Deposit banking at the 
Dresdner accounted for 958 millions and at the Disconto 
for 674 millions. 

The discounts and loans of all sorts at the Deutsche 
Bank amounted to 1550 millions, at the Dresdner to 94l 
millions and at the Disconto to 778 millions. These three 
institutions together exhibited in the item of discounts 
and loans an aggregate of 3,270 millions. This is almost 
the double of the entire commercial banking done by the 
Richsbank. And of course there were other banks in 
:operation at the same time. IS 

The Reichsbank's "active" (assets) commercial busi­
ness (discounting of bills and advancing loans against 
.securities) is indicated below: 16 

1"5 For ordinary commercial ban.Jig in its historical aspect. with special 

reference to France and Germany. see the chapter on "Earlier Sta~es in 

Modern Banking" in Sarkar'. Economic Development, Madras. 1926; Kauf­

mann and Sacker: La Banque en France (Paris. ·1914). 

16 Die Reichabanlt. Tabellen 31. 40. 
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Q<;,te· 

31 Dec. 1903 
3 1 iDee. 19 J3 
")I))~, ·1924 I 

Bills (W echse~ 

1,089,190,855 M. 
1,497,86.0,282 M. 
2,051,4q8,329 M. 

Loans (Lombard), 

146;226,700 M. 
94,472,800 M. 
16,960,200 M. 

While the bill business has been growing the loan­
business has been diminishing, The total for Dec. 31 
,1913, vi:z:., 1,592,333,082 M. may now be placed in the 
perspective of the entire activ.e commercial business of 
"all the other deposit banks" of Germany. The follow­
ing figures for Dec. 31 1913 are furnished by the 
Statistisches Reichsamt of Berlin: 17 . 

Bills discounted 
Debtors 
Securities Purchased 
Mortgages 
'Loans. to Public Bodies 

Total 

4,286,200,000 M. 
;14,242,600,000 M. 

5,588,500,000 M. 
14,157,500,000 M. 
3,707,500,000 M. 

41,982,300,000 M. 

In other words, in the "busin~ss" world of Germany 
the ~eichsbank discharged b\1t 3·8 p.c, of Jhe 'services 
rendered by "all the other banks." 

On Dec. 31, .1924, these same banks accounted for 
the following figures. in "active" commerce: 18 

17' me cleutschen' BanltenI924bi:"1926 (Berlin. 1927). Pi>. 178~179. 
1a Ibid., pp. "178~179. GoIdscbmidt :'·Daa cl~u"t.~he·:do~';b~nltltapit~' 

(Berlin, 1928),Tab~nen' 5;:6, ·7,'8 which give figures forI9ii~'b~nk~_ 
The figures are low as 1924 is the :~rst :po~t-war stabilization 'ie8r~' 



CHART II 

Reichsbank visavis "all other banks" in "active': and "passive" 
banking (1913-24) 
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r .. B. 1913 is the last pre-war year and 1924 the first "stabilization" 
year. Hence the rather low~gures for 1924. But the chait 
shows in any case that in commercial banking the Reichsbank 
wa~ alwa~s less important than the other banks. 

(To face p. 66} 
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Bills 
Debtors 
Securities 
Mortgages 
Loans to Public Bodies 

Total 

2 ,304,600,000 M. 
5,464,000,000 M. 

314,300,000 M. 
104,000,000 M. 
151,200,000 M. 

8,338,100,000 M. 

The total for the Reichsbank on the same date was 
2,068,428,529, i.e., 24·8 p.c. of the business done by the 
others. 

The deposit ("passive:' i.e., liabilities) business of 
·the Reichsbank is indicated below: 19 

1 Jan. 1900 
1 Jan. 1913 
1 Jan. 1924 

385,357,278 M. 
558,495,955 M. 
403,773,982 M. 

On Dec. 31, 1913, "all the other banks" did deposit 
business20 to the tune of 34,571,800,OOOM. This was 
about 62 times that of the Reichsbank on Jan. 1, 1913. 
On Bec. 31, 1924, the deposit business of the 
•• other banks" accounted for 7,950,400,000 M. Their 
importance in thistespect was 19·7 times that of. the 
Reichsbank .. 

. The tale from the French side is more or less iden· 
tical with that of Germany in this regard. 

The total "active" (assets) business of the "big 
three" of France, namely, Credi.t Lyonnais. Societe 

19 Pie ,Reichsban". Tabelle 20 .. Qn 31 Dec 1931 the Reichsbank had 

"a~tive" busi~ess in the billsa.n~ cheques line to the extent of 4.141 

millions a!,d. deposits to that. of 755 millions. 

,,20. Die_deu.tschen Ba~~!,n, pp .. ,17~.1?9;. ~oldsclllllidl.: pas. de!.'f~lte. 

Gro.s.Ban1(1(apital. (Be.~li~ •... 19.?8k1"a!>.<:U<; l~.(Eo~ 19 b!g ~an~s). 
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Generale and Comptoir National accounted for the follow­
ing figures : 21 

31 Dec. 1899 .. .. 1905 
1912 

1,665,000,000 
2,760,000,000 
4,200,000,000 

francs .. .. 
The story is· one of growth. It registers an incte­

ment of 40 p.c. in the course of some twelve years. 
On the other hand, the bill discounting business of 

the Banque de France22 was, with a few exceptions. almost 
invariably on the declining curve from 1880 to 1905. The 
daily average is indicated below: • 

• 
1880 758,500,000 francs 
1890 669,600,000 .. 
1895' 543,600,000 .. 
1901 592,400,000 .. 
1905 640,500,000 .. 

The private banks were depriving· the Banque of this 
kind of commercial business. By 1912 its daily average 
rose indeed to 1,333,000,000 francs. But then. the "big 
three" combined were more than thrice as powerful as 
itself in this field. Even one of them, the Credit Lyonnais. 
possessed a portfolio of 1,411.000,000 francs. 

For recent years a comparative view23 of the 
porte/euille commercial (discount business) in regard to 

" 21 Kaufmann and Sacker: La Banque en France (Paris, 1914), p. 473. 

22 Courcelle-Seneuil, pp. 276-277. 

: .. 23 Caullet: L'.Aid~ a l'lndustri. ef La Ciquidite des Capitau" (P .. ris, 

1928), pp. 16S, 176; Banqlle de France: Compte rendu. On De.:. 24 1931 the' 

porteJeuille commercial was 7,969 millions, 1926 was still an inflation year. 

H~nce the'figures for francs loot&: rather high. compared to 'those in pre-war 

years. It is in 1928 th~t' the ne";" franc comes into' exist~nce. " " 
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Banque de France t/isat/is Big Three in "active" banking 

(1912- 26) 
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N. B. 1926 is still an inflation year. Hence the figures look rather 
high. In gold francs they would be nearly 2o%.~.e. lower 
than the figures for 1912. 

But in any case the chart' is calculated to indicate that in 
commercial bankil;1g the Banque has always been less import-
ant than the Big Three. • 

(To face p. 68) 
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the Banque as well as the big three may be seen below 
(in millions): 

Year Credit Lyonnais Societe Comptoir Sanque 

1920 3.239 3.090 2.651 3.276 
1925 4.797 4.706 3.n7 3573 
1926 5.226 5.369 4.220 4.540 

It is clear that the Banque manages somehow to run 
abreast of the "big three." But in the perspective of the 
entire discounting business in the country its role is very 
modest indeed. 

The Reichsbank is like the Bank of England and the 
Banque de France a bank of banks or bankers' bank. It 
keeps the deposits of these institutions and serves, so to 
say. to centralize the financial resources of the German 
Empire. Its responsibilities as the "reserve bank" of the 
entire country are therefore considerable. It is compelled. 
as a consequence. to keep a strict eye on its "cover", i.e., 
the amount of "cash" buillion and securities. 

The cover maintained by the Reichsbank is in the 
last analysis the "reserve" for the whole Empire,-fcr the 
Government as well as for the other banks. As a reserve 
bank the Reichsbank' s functions are identical with those 
of the Banking Department of the Bank of England. It 
need be recalled that banking of any sort is not permitted 
to the Issue Department of the British institution. 

The method of protecting the reserve is the same in 
Gerinany as in England. The "legal" reserve is likely 
to be depleted under two ~ets of "economic" circum­
stances. First. because of industrial expansion or 
commercial boom of all sorts. an extraordinary volume of 
bills of different kinds may come into existence. In 
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Qrd¢r"todiscounuhese commercial papers the Reichsbank 
may find itself compelled to issue more notes' and tend 
to have its legally sanctioned . cover correspondingly 
diminished.' As soon as thi~ tenderi~y appears the Reichs~ 
bank raises the rate of discount, i.e., makes loans at higher 
rates, thus putting a damper on the enthusiasm of the 
company~promote~s and other expansionists. They are 
thereby compelled to cry a halt to approaching the Note~ 
Bank. for money with commercial papers in hand. This 
period is very hard for the business men as the money ... 
market becomes tight. But, for the Reichsbank this is the 
time for husbanding out its resources and preserving the 
safety of the country's reserve. 

In the, second place, the legal cover may be 
endangered by a strong fluctuation in the foreign 
exchanges. There may be a rise in the rates of the 
pound~sterling, the dollar, or other foreign currencies com~ 
pared to the Mark. It may then become !?rofitable to 
transport Marks in gold buillion or coin to foreign countries 
instead of bills ,of exchange, as the so~called. "gold point" 
is reached. Under these conditions the German traders 
are sure to take the notes to the Reichsbank and demand 
payment in coin or bullion for the corresponding values. 
Naturally, therefore, the Reichsbank's supply of gold 
tends to diminish . To counteract this tendency the 
Reichsbazik raises the rate of disco,unt. thus enabling 
itself to dp with less notes. 

This technique works automatically and is as much 
French as British or Germc1n. 2

'/' It need be observed. 

24 See the chapter on Die KTeditpolitilt .leT Reichsbanlt in Prion: KTedit­

:1Jolitilt (Berlin. 1926). 
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however, that .theBancJ'ue de 'Franc;e has maintahl~d a 
~ore uniform r~~e' ~f, :dis~ciunt' througho~i: . its .. history 
than either the Bankcif England. o~ the Reichsbank. 
Moreover, the rates of discount have generally been low 
in France compared to those in Erlgland and Germany. 

The Banque' s discount rate was. almost uniformly 
.stable at 3 p.c. between 1898 and 1913.25 

The exceptions may be indicatedbelow:-

Rate Period 

3.5 p.c. Dec. 1899, March 1907, Jan. 1908, Sept. 1911, Jan. 

1912, Oct. 1912. 

4.0. p.c. Jan. 1900, Nov. 1907, Jim. 1908, Oct. 1912, Jan. 

1913. 

4.5 p.c. Dec. 1899. 

During the same period the Reichsbank' s discount 
:rate26 was not only in constant fluctuation but invariably 
higher than the Banque's. Compared to th~ French 3 p.c. 
as "typical," the "traditional" German rate may be 
quoted as very often 5 p.c., oftener 4 p.c. At the Reichs­
.bank the 3 p.c. prevailed only for 51 days in 1898, 233 
days in 1902 and 196 daysin 1905. The following table 
.indicates realistically the actual position: 

25 Courcelle-Seneuil, p. 278. In 1930-31 the rate waa 3.5%, 3% • 

. 2.5%. 2% and again 2.5%. !lee Compte rendu (Paris 1932l. pp. 11-12. 27. 

26 Die Reichsban1t. Tab. 47. dn Jan. I, 1931 the rate was 5%. On 

August I, it rose as high as 15%. By the end of the year it was 7% and 

on May I, 1932, it was 5%. (Federal Resel'lle Bulletin. May 1932. p. 327). 

The rates of the Bank of England since 1848 may be seen in the 
Economist (London) May 14, 1932, p. 17 (Banking Supplement). 
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Year . Number of days on which prevailed 

- 3 p.c. 3i p~c. 4 p·.c. 41 p.c. 5 p.c. 5i p.c..-6.p..c.....6t p.c. 7 p • c. 71 p.c. 

1898 51 209 48 10 42 
1899 40 126. 90 92 12 ... 
1900· 168 166 15 11 
1901 95 154 56 55 
.1907 186 91 9 21 53 

1910 226 19 115 
1911 211 12 137 
1913 19 45 296 

During :t 915-1921 the Reichsbank' s discount r~te 
was.~ p.c. for 360 days of the year. In France also from 
August 1914 to 1919 the rate was stable at 5 p.c. Since 
then the rat~ never went beyond 7~ p.c. in France, as· 
for instance, once in July 1926. It was generally 
oscillating between 5 and 6. 

The German rate of discount, however, has 
witnessed ihe following history: 

Year Number of days on which prevailed 

9 p.c. 10 p.c; 12 p.c. 18 p.c; 30p.c. 901"':' 

. i923 17 95 99 45 106 

1924 360 ... 
1925 30S 55 

Although the Reichsbank is not a state-institution~ 
it is privileged like the Bank of Engl~nd and the Banque 
de France to administer certain "public", i.e., govern­
mental services. It manages the receipts and 
'disb:ursementS as well as debts and other obligations of 
the 'German Einpir6 ... All Ute ba~king functions of the 

. t.mpire are discharged through this agency. 27 The Act 

,'. 27: The post-war developments of the Reichsbank and its relations with 

the extraordinary institution;- the Rentenbank, ,re described in Sarkar .... 
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of 1924 has not introduced any specially notewo!lhy 
changes in this regard. 

The president of the old Reichsbank was, as has 
been noted above, an officer of the Imperial government. 
The governor of the Banque de France is likewise 
appointed by the French government. But the governor 
of the Bank of England is not a state official. He is 
elected by the board of directors, who, again, are elected 
by the share-holders. The French institution is closer 
to the government than is the Bank of England. It is 
indeed almost a state-institution even after the reorgani­
zation of 1928. The new Reichsbank is a thoroughly 
private institution. 

A$ an ordinary banking institution and as a bankers' 
bank (or reserve bank) the Reichsbank gets its services 
paid for by its clients in the usual way. 

But as the bank for the Imperial government, the 
new Reichsbank like the old discharges its functions 
gratis. It may be said to get paid in the following, in­
direct manner. First, it has the exclusive privilege of 
circulating the legal tender bank-notes for the Empire; 
This is a profitable business in itself. In the seco~d 
place, it is the sole depositary of government funds and 
thus possesses command over enormous liquid capital. 
Thirdly, for a long time it obtained % th of the profits 
beyond the dividend which was fixed at 3 ~ p.c. 

The advantages accruing to the Imperial government 
are no less solid.· First, the Reichsbank acts as its fiscal 

• 
agent and renders all the services required for the 

&Gnomic Deoelopment (Madras, 1926). See the chapter, "The Cunen<:y 

Crisis in Germany:· 
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government in an hon()rary manner. The'g~vermrierit' 
is thereby relieved of all expenses. in the rnanagement' of 
its revenues, debts arid other financial transactions. In 
the second place, the government used to obtain %ths of 
the ~'net" profits, i.e., the amounts available after deduc­
ting the dividend. 

The Act of 1924 has fixed the minimum dividend' 
at 8 p.c. Then there are certain special rules regarding" 
the division of profits between the government and the 
Reichsbank. Finally, it is exempt from all corporation, 
income and business taxes on German soil. 

The Reichsbank and the Banque de France as Central Banks 

In regard to the larger commercial banks of Ger­
many, the Reichsbank plays the same part 
as the Banque de France in regard to the corres­
ponding French institutions of credit. In times of crisis 
it is the refuge of all banks for the re-discount of their 
papers. But the Reichsbank cannot be described as, 
strictly speaking, the centre of the German banking 
system in the same sense as the Banque ode France is of the 
French. . 

The reasons are to be found in the difference 
between the banking institutions of the two 
countries. The German banks are similar 
to the French societes de credit in the ordinary 
banking functions, e.g., current accounts, dis­
.count, transfer, exchange, collection, etc. These are the 

& 

normal operations of commercial banks. But there are 
.certain functions which may be described as extra-bancal 
and yet which have very often to be undertaken by bank­
ing institutions. These ~onsist in the participation, direct 
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or indirect, in industry or' trade. Promotinginclustrial 
,projects and financing comme~cialconcerns or ",under'" 
writing" them belong to this class of operations. 

The French banks are as a rule very cautious or 
rather timid in this direction. They try. to keep as closely 
as possible to their normal functions. The German 
banks, on the other hand, venture ,to participate boldly 
in . industrial and commercial establishments. In France 

.such operations are considered to be proper only to such 
institutions as are founded especially with this object and 
,are accordingly furnished with adequate capital for the 
purpose. 'The risks attendant upon "industrial and 
colonial" enterprises are regarded as too great for banks 
nurtured on the deposits of clients of all categories. For, 
the special feature of such transactions consists in the 
tying down of capital. And this an ordinary bank can 
hardly afford. 

To the extent that German banks undertake with~ 

out distinction the financing of industry and commerce 
:they place themselves in difficult and dangerous 
situations. Their risks can, therefore, be scarcely anti~ 
cipated and controlled by the Reichsbank. But in France 
certain banks specialize in industrial and colonial 
-operations and necessarily also in the corresponding risks. 
It is consequently possible for the Banque de France to 
localize the possibilities of danger or sources of difficulty; 
From all these considerations it might be suspected if the 
Reichsbank can be described as the real centre of the 
German banking system ju;t as the Banque de France is 
in the French. 

But on the other hand it need be observed 
that the Reichsbank's rate of discount is by 
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law compulsory in all the banks ,of the 
country. The control, over ,the entire. banking 
business of the Empire is thus of a very effective order. 
In this respect the Reichsbank is more •• central" than the' 

Bank of England. And it is doubtful if the Banque de 
France's influence as a central institution is greater than 
that of Reichsbank, so far as this item is concerned. 

The Note-Banks vis-a-vis the Government 

There are important differences between England, 
Germany and France in regard to the administration of 
the Central Bank. 

The Banque de France has been governed since the 
law of 1800-1808 by a •• general assembly," consisting of 
200' members. They are the largest shareholders of this 
institution. The assembly's affairs are administered by 
two smaller bodies, the "council" and the "committee." 
The council consists of 15 •• regents" and the committee 

of 3 "censors." The regents are the actual directors or 

administrators, The functions of the censors consist in 
auditing the accounts. 

The regents are elected by the general assembly. 
Of them 5 are to come from among the shareholders. 
But they must possess actual business qualifications as 
'ptanufacturers or merchants. from among the govern-
ment's provincial treasury officials ,the assembly is to. 

choose 3 regents. In regard to the remaining seven, the 

assembly is free in its choice. 
The whole ;idministration is presided over by one 

governor and two deputy-governors. All these three 

officials are appointed, by the government. They have 
generally been men in high service. The governor 
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l'eceives his appointment for life. By the law of Nov. 17, 
1897 the governor and the deputy~governors cannot be~ 

·come members of the Chamber of Deputies or of the 
Senate. 

The 3 regents and the 3 governors represent the 
government on the constitution of the Banque. To this 
extent it may be described as a state bank, if one so 
desires, especially when one considers the regulations 
relating to branch~banking. 

The branches of the Banque de France are governed 
by boards of directors. The list of persons to sit on these 
boards is made up by local shareholders or even by the 
shareholders of the head office. And the appointment 
is finally made by the governor. The branches are thus 
administered and controlled under state supervision. The 
.manager of the branches is, besides, a government offi~ 
cial like the governor of the entire Banque. 

Constitutionally speaking, the old Reichsbank's 
connections with the government were more intimate than 
those of the Banque de France. Both the president as 
well as the •• council" of the Reichsbank were appointed 
by the government. But there was a "committee" 
through which the shareholders could exercise their in~ 
fluence on the management of its affairs. 

Further, the provision in regard to the distribution 
of profits by which the state received %ths of· the entire 
.amount after the payment of dividend rendered the 
Reichsbank's affairs al~ost a government business. 

. The government's share in the "net profits" of the 
Reichsbank was fixed at certain percentages on various 
.oc~sions, for instance. by the Act of 1875 as well as by 
.the decrees of Dec. 18, 1889, June 7, 1899 and June 1, 
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1900 previous to the war. The Act of Aug~st 30~ 
1924, has also reconsidered the situation and decided 
upon new rates. Each one of these laws has distributed 
the net profits among the following categories: (1) reserve 
funds, (2) shareholders' dividend, (a) paid and (b) carried 
forward to the next year, and (3) government. 

From 1876 to 1913 the important role of the state as 
profit-sharer in the· Reichsbank business would be 
apparent from the actual distributions as follows:-

Gross Earnings 1,368,093,611 M. 
Total Expenses 589,063,611 M. 
Net Profit 779,029,860 M. 
Government's Share of 

Net profit 
Shareholders' Share· of 

Net profit: 
(a) Paid 
(b) Carry forward 

Reserve Fund 

376,280,083 M. 

364,064,000 M. 
1,014M. 

38,684,763 M. 

The government thus enjoyed the "lion's share" in 
the net profits, 28 amounting to 48·3 p.c. of the total 
whereas the "paid" portion of the shareholders' share 
made up 46'7 p.c. 

In this sens,e, however, the old . Reichsbank was not 
more of a state-institution than the Banque de France. 29 

For, the financial advantages of the French government 
in'return for. the privileges renewed to the Banque de 
Fr~c~,bythe law c;>(Nov:. 17,,·1897 are not tobe ignored.

31l 

first', th~ sta~e was noqo pay' interest on the loan of 140 

, 28 Die Reichsl?anl( 1901.1925, . Tabellen 54, 55. 
, 29F or. a full.Hedged state-ba,nksee the chaptet on the "State.Ban~ of 
Sovie('Russia" in SarkarI Economic Development; . . . 
... ~ 30 Loi. et .tatuts; pp., 161-16~, ,193,.243, 
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million francs granted by the Banque in 1857 and 1878. 
Secondly, the state was to get another loan of 40 millions 
from the Banque without interest for the entire period of 
the privilege. Thirdly, the state was to obtain from the 
Banque a sum equal to Vsth of the discount enjoyed. 
This was never to be less than 2 millions. FourthlYr 
should the rate of discount have been higher than 5 p.c. 
the" excess profit" was to be deducted from the sum avail­
able for the shareholders. One-fourth of the remainder 
was to be added to the capital of the Banque, but ~ths. 
were to come to the state. 

The law of Dec. 1911 made certain modifications in 
regard to the third clause. In case the rate of discount 
was higher thil!l 4 p.c. the proportion for the state was 
to be raised from Vsth to !ith. By the same law the state­
was to obtain a loan of 20 millions without interest. 

The amount of the Banque's payments (redeoances), 
to the state is registered below:-

Francs Francs 

1897 2,742,000 1906 5.333,000 

1898 3.343.000 1907 7.357.000 

1899 4,857,000 1908 5,533,000 

1900 5,655,000 1909 4,790,000 

1901 4,107,000 1910 5,733,000 

1902 3,777,000 1911 7,226,000 

1903 4,314,000 1912 8,723,000 

1904 4.521,000 1913 13,625,000 
1905 4,225,000 

Total 95,861,000 

In accordance with the ~onvention of June 23, 1928. 
the new Banque has advanced to the government the sum 
of 3,000 millions without interest to be paid back in 1945. 
The total amounts of preis sans interet a Z' Etat Ooans 
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without intereSt to the state} is, then, 3,200 millions {of 
• 'new" francs}.31 

The government of the Bank of England is entirely 
private. The state po~esses hardly any control over it. 
The shareholders constitute the supreme authority. They 
-elect from among themselves a board of directors. The 
directorate consists of 24 members, but none of them are 
to have connections with any banking institution in an 
official or proprietary capacity. There is a governor who 
is assisted. by a deputy governor. Each is appointed for 
two years by election. But both of them must belong to 
the di;rectorate. . 

The lavish grants and interest-free loans enjoyed by 
the French government from the Banque . are unknown in 
the Reichsbank Act of 1924. The German government 
. cannot' obtain a loan of more than 100 million Marks and 
is bound to repay the Reichsbank in the course of the 
·official year. Interest has to be paid. The Reichsbank 
is, however, authorized to make loans not exceeding 200 
million Marks to the Government Post· and Railway 
Departments. Besides, after 12 p.c. of net profits has 
been placed in the reserve and 8 p.c. paid to shareholders 
-the government has a right to "profit-sharing" with the 
Reichsbank. 

That the "profit-sharing" of the German Republic 
in the new Reichsbank' s business does not reach modest 

'. .proportions. w~uld be evident from the first year' s record 
in stabilized currency. The following figures for 1924 
;.tell their own st~ry : c . 

31 Compte rendu (Paris 1932}. p. 24. 
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Gross Earnings 
Total Expenses 
Net Profits 
Reserve Fund 
Shareholders' Dividend 

307,073,350 Reichsmarks 
184,559,159 " 
122,514,191 " 
24,502,838 .. 

(a) paid-up 9,000,000" 
(b) carry forward 33.403,600 " 

Government's Share 55,608,514 " 

81 

Although the new Reichsbank has been almost com­
pletely emancipated from the state, the lion's share of the 
net-profits still belongs to the latter, amounting to 45·4p.c. 

But we are transported to another world in the Bank 
.of England. Emancipation from government control or 
even from contact with the state IS assured 
by the very constitution of the Bank aa 
indicated above. Constitutionally, it is more indepen­
dent of the state than even the new Reichsbank 
in which the election of the president is to a 
certain extent subject to the voice of the Reichspraesident. 
Besides, not to speak of the interest-free avances a l'Etat 
\uch as the Banque de France grants, the enormous 
portions of profits such as both the French and the German 
institutions have all along been' transferring to the state 
are unknown in the history of the Bank of England. The 
British government, however, obtains "the profits arising 
in respect of each year in the issue department" which as 
a rule does not go beyond a modest figure. On the other 
hand, the government pays interest for its debts to th~ 
Bank at stipulated rates. For services rendered by the 
Ba~k it is, moreover, paid by the government as almost 
any .other banking institution would be paid. The re­
lations of nearly complete independence should. 
therefore, appear to prevail on both sides. 

, 



The Bank Capitalis,m of Young Bengal 
(I Study in Comparati¥e Bank Management). 

Of all the different lines of modem business in which 
the Bengali people has' been taking part, banking is per­
haps the youngest. And yet our record in banking is 
quite glorious and encouraging. For the last 27 years,. 
i.e. ever since the beginning of the Swadeshi movement,.. 
young Bengal has been achieving success after success, 
in business and banking along the entire front. It is; 
desirable that our business men and investors should be 
conscious of the remarkable progress that in spite of our' 
shortcomings we have been able to make in recent 
times. 

One way in which we can measure tJ.1e amount of" 
progress already achieved in banking consists in com-· 
paring our situation t<?-day with that about 1905 .. 
Let us take the figures for the whole of .India. In 1905 •. 
there were not more than 9 joint-stock banks throughout 
India under exclusively Indian control. 1 The combined 
~apital and' reserve of these institutions amounted to. 
Rs. 16,239,000 and the deposits to Rs. 119,892,000. We 
are here. mentioning only th~ somewhat "larger" banks .. 
I.e., those possessing a paid-up capital of at least 

_ Statiatical Tables relating to Ban~. in India (1929). Calcutta. 1931. 

D. 2. 
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Rs. 500,000. What is the number of such "larger" 
joint-stock banks to-day (in 1929) ? It has reached 
the figure 33, the capital and reserve amount to 
Rs. 115,351,000 and the deposits to Rs. 627,203,000. 
Evidently this simple arithmetic will convince everybody 
that India has been able to accomplish something 
mentionable during the period of the Swadeshi movement. 
The figures tell us two things, namely, (1) that in bank 
capitalism, so far as the larger credit institutions are con ... 
cerned, the Indian people (1929) = 7.1 Indian people 
(1905). In 1929 there are 7.1 times as much capital and 
reserve in larger Indian banks as in 1905. (2) That in 
deposit banking, so far, again,.as the larger institutions are 
concerned, the Indian people (1929) = 5.2 Indian people 
(1905). There are 5.2 times as much deposit in larger 
Indian banks as in 1905. 

These two equations, both indicating, as they do, a 
rise in the curve from 1905 to 1929 acquire a special signi­
ficance when we consider that the population of India 
has not increased 7. 1 times nor even 5.2 times in the mean­
time. We understand, then, that per head of population 
there is noticeable a growth both in bank-capital as well 
as in bank-deposit. The development of banking habit 
may then be taken to be an established socio-economic 
fact of the last quarter of a century. 

Industrialization 0/ India in Cotton (1905-31) 

We need not discuss the smaller and other Indian 
banks for the present, but ;t is possible to assert that 
lndia's progress in joint-stock banking has indeed been 
parallel to the success in our Swadeshi movement in re­
gard to the cotton textile industry .. It is not necessary to 
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connect the banking progress with that in cotton manu­
facture. We may take these two lines of economic 
enterprise equally as embodiments of the people' s advance 
in industrialization and capitalism, although perhaps to a 
certain extent independent of each other. In 1905 there 
were 197 cotton mills throughout India. In 1931 the 
figure was 339. The increment in spindleage and looms 
can be seen below: 

Year 

1905 

1931 

Spindles 

5,1(>3,486 

9,311 ,953 

Looms 

50,139 

182,429 

Corresponding to this increase in machinery there pas 
been simultane(;ms increase in the employment rolls also. 
From 195,277 in 1905, the hands rose to 395,475 in 
:1931.2 

This industrialization, 'so far as the cotton line is con­
cerned, has been able to exhibit its in~uence on the 
statistics of foreign trade as well. We are to-day less 
dependent on foreign textile stuff than in 1905. 

The production of cotton twist and yarn in Indian 
mills has increased from 646,757,000 tbs. in pre-war 
quinquennium to 867,045,000 tbs. in 1930-31.3 This 
is an increment to the extent of 136 pef cent. The com­
parative position at two dates so far as the relations 
~tween imports and home manufacture are concerned 
is exhibited below:, 

'f 

2 Chart published by the Millownera" Association, Bombay, 1931. 

3 ReDie"" of the Trade of India in 1930~31, pp. 207. 



CHART IV 

Progress of India's Swadeshi manufacture and Diminution of 
Imports in cotton yarn and piece-goods 

(1910-31) 
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the same chart but naturally on different scales. 

(To face p. 85) 



THE BANK CAPITALISM OF YOUNG BENGAL 85 

Pre-War Average 

(1) Imports 

(2) Swadeshi (Home-made) 
Relation uf (2) to (1) : 

1930-31 

(1) Imports 

(2) Swadeshi (Home-made) 
Relation uf (2) to (1) : 

41,798,000 tbs. 

646,757,000 tbs. 
1547 p.c. 

29,140,000 tbs. 

867,045,000 tbs. 
2975 p.c. 

It is clear that even in pre-war years the Indian out­
put in cotton tw.ist and yarn was 1547 per cent of the 
imports (i.e. more than 15 times). 

In 1930-31 the percentage was 2975, i.e. the output 
was more than 29 times the imports. 

The percentage has virtually been doubled. 
From the pre-war average of 41,798,OOOtbs. the 

imports of cotton twist and yarn bave come down in 
1930-31 to 29,140,000 tbs. i.e. to 69 per cent.4 This 
diminution is to be noticed on all fronts, i.e. not only in 
the lower and the middling counts but even in the counts 
above 40 as well. Some. of these details are given 
below (in thousand tbs.): 

PRE-WAR 
AVERAGE 1930-31 

Nos. 1-20 1.375 454 .. ' 21-30 4,374 • 478 
.. 31-40 23,213 14,755 

Above 40 7,602 4,273, 

4 Review of the Trad. of (ndia in 1930-31. pp. 205-206. 
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The retreat of Nos. 1-30 is almost phenomenal. 
namely, from 5,749,OOOThs. to 932,000 Ths. 

That is, in 1930-31 these counts were imported to the 
extent of 16·2 per cent only of the pre-war average. The 
foreign imports are virtually nowhere in regard to the 
lower counts. 

The yardage of cotton piecegoods produced in the 
Indian mills has been likewise steadily on the increase. 
From 1,105,494,000 yds. in pre-war years the production 
has grown up to 2,561,133,000 yds. in 1930-31. This 
implies an increment of 231·6 per cent in twenty years. Ii 
The comparative estimate at two dates so far as the rela­
tions between imports and home manufactures are con­
~erned can be envi·saged in the following table: 

PRE-WAR AVERAGE 

(1) Imports 
(2) Indian made 

Relation of (2) to (1): 

1930-3 J 

(1) Imports 
(2) Indian made 

Relation of (2) to (1): 

(Thousand Yards) 
2,631,674 
1.105,494 

42 p.c. 

(Thousand Yards) 
889,970 

2,561.133 
287 p.c. 

We observe that in pre-war years the Indian output 
in cotton piecegoods was 09ly 42 per cent (i.e. less than 
half) of the imports. But in 1930-31 it was 287 per cent 
(Le. nearly three times). The percentage has thus increas-

5 Review 0/ the Trade a/India in 1930-31. p. 205. 
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oed nearly seven times; The story of imports of cotton 
piecegoods tells naturally the story of a striking diminu­
tion. The pre-war average was measured at 
2,631,674,000 yards. In 1930-31 the imports were 
.totalled at 889,970,000 Yds. i.e. 33·8 per cent of the 
situation some two decades ago. 6 In this regard our 
.textile independence to-day is to be measured by 66·2 per 
-cent diminution in the import. 

On the whole, the progressive r~moval of the foreign 
textile stuff from the Indian market can be seen in the 
following analysis: 

First, in regard to cotton piecegoods. In pre-war 
.quinquennium, out of a total of some 3,737,000,000 Yds . 
. of machine made stuff available on the market,~xclud­
ing' thereby the output of the handlooms,-70 per cent 
came from abroad. But in 1930-31 the imports ·could 
.account for only 25·7 per cent. 

Secondly, in regard to cotton twist and yarn, out of a 
.total supply of some 869, 185,000tts.,~.xcluding there~ 
. by the output of the handspinning system, 6 per cent 
zepresented the imports. This has been reduced to 3·2 per 
.cent in 1930-31. Altogether, the Swadeshi spirit has 
been very successful in this line of industry. 

The Foreign Element in Bengal Ban~s 

In the milieu of this .general progress in industrial­
ization and banking habit let us proceed to examine the 
deyelopments of the Bengali people in bank capitalism 
.and bank-management. At the outset we have to observe 
(1) that a good deal of Bengali banking is carried on along 

6 Review of the Trade of India in 1930-31, p. 204. 
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.... traditional. mediev~llines. i.e. in an "unorganized." pro­
prietary :Ql,anner. and (2) that organized or joint-stock 
•• Bengali banking "·as a category is to be sh~rply distin­
guished from .. joint-stock banking in Bengal." It goes 
without saying· that joint-stock banking in Bengal would 
~omprise three different items: 

1 •. Bengali banking. properly so called, 
2. Non-Bengali Indian banking. 
3. Foreign (non-Indian) banking. 

. . 
For the purposes of st. at is tical analysis it is necessary 

to bear this distinction in mind. It so happens that at 
the present moment none of the larger joint-stock banks 
doing business in India can be described as Bengali insti­
tutions, although no doubt they are sought by Bengali 
deposits. By "larger banks" are to be understood those 
joint-stock institutions which possess a minimum capital 
and reserve of Rs. 500,000. The position of "larger" 
banks operating in India at the end of 1929 is indicated in 
the following table: 7 

Denomination Number Paid-up Capital Reaerve Deposita 

1. Imperial Bank Rs. 56,250,C~0 R •. 54,776,000 Ra. 792,428,OO() 
2. Foreign (Exchange) 

Banks 18 £!06,444,OOO £121,286,000 Rs. 666,59I,OO(}' 

3. Indian Joint-Stock 

Banlt. (Iarie) 33 Ra. 78,697,000 Ra.36,654,000 RI. 627,203,000-

Total 52 134,947,000 91,430,000 2,086,222,00{>' 
excluding the capital and reserve in £ of the foreign banks. 

t 

Attention has· to be called to the fact that the foreign 
.banksare . incorporated abroad with capital in foreign 

7 Statiatical Tables, pp. 5-6 
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currencies. The people of Bengal or of entire India may 
be taken as having no part in the share~capital of these in­
stitutions, except in so far as their shares as international 
values may happen to be purchased in Bengal and in other 
parts of India also. But in the deposits commanded in 
India by these foreign banks the part of the Indian people 
may be taken to be substantial. 

Taking the population of India roundly at 
320,000,000 we should have to credit the Indian per head 
with Re. O~ 11 ~3 pies as share~capital and reserve so far 
as larger joint~stock banking is concerned. And the 
average deposit per head turns out to be Rs. 6~8~3 pies. 
To these •• Indian" averages we have to add the •• exclus­

ively Bengali" averages in order to ascertain the total 
Bengali per capita values in bank~capital and bank~ 

deposit. 

Bengal and the Balk.an Complex in Bank.ing 

Bengal, or for that matter, India is not the only 
economic region where foreign finance plays the prepon­
derant part in commercial and industrial enterprises. 
Many vf the politically independent countries of Eur~ 
America find themselves in the same condition, namely, 
that of having their economic life influenced and control~ 
led by branches of foreign banks or by foreign b~nks. 
dominating the indigeneous or national banks as share~ 
holders. One should belic;ve that the absence of bank~ 
ing habit as well as the absence of confidence of the 
people in the banks managed by their own countrymen 
characterize quite a large proportion of the peoples in 
Europe and America. Thus considered. the people of 
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Bengal will be found to be nearly as good or as bad as, 
.say, the peoples of the •• Balkan complex ". 

In 1930 there were 39 ban~s in Greece (6 million­
inhabitants) of which 10 were foreign. Of the' 
indigenous banks the most important are the 
four government institutions described below: 

•. Banque Nationale de Crece 

2. Credit Fancier 

3. Banque Agricole de Crece 

.... Banque d' lndustrie 

Capital & Reserve Deposits 

1,205,000,000 Dr. 6,865,000,000 

113,000,000 373,000,000 

1,097,000,000 221,000,000 

102,000,000 29,000,000 

Total 1,517,000,000 7,488,000,000 

(one Rupee=27 drachmae approximately). 

As the available· statistics for some twentynine insti­
tutions furnish us with a total capital and reserve of 
3,892,000,000 drachmae and a t<Jtal deposit of 
14,750,000,000 dr. (Rs. 544,000,000) at December 1930, 
it is clear that in capital resources nearly 39 per cent and 
in deposits 50· 7 per cent is commanded by the g<Jve11l­
ment' institutions alone. It is to be understood that the 
private banking concerns,-among which again .1 0 are 
branches of foreign institutions,-have to be satisfied with 
less than half of the deposit business. Joint-stock 
banking, in so far as it is in the hands of the Greek 
people, is therefore to be.treated·as a.very modest affair. 

Let us now . take the· balance sheet of one of the 
biggest banks of Greece, the biggest in fact as a private, 
institution, the Banque Cominerciale de Grece8 (Capital 

8 Europiiiache Banl(en 1931 (Prague), pp. 101-103. See the Near 

Eaat Year-Baal( 1931-32 (London), pp. 343-349. One Re.=27 drachmae 

approximately. 
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50,000,000 drachmae, deposits 927,OOO,OOO}. It is not 
.a foreign bank. But the largest number of shares is 
.possessed by foreigners, namely, the Commercial Bank 
.of the Near East (London). We find then that in Greece 
banking business is predominantly an affair of the state 
·or of foreigners, and that even ill national private banks 
the controlling factor is furnished by non-Greeks. Bank­
ing habit and bank-administration do not as yet appear 
.to be ingrained in the character of the Greek people. 

In the banking' system of Jugoslavia (12 million in­
habitants) the characteristic feature is the multiplicity of 
.small institutions. D There are two associations of banks, 
·one with headquarters at Belgrade and the other at 
Agram. 

On the strength of statistics published by the asso­
.ciation at Belgrade it is possible to assert that in 1930 
.there were 317 institutions with a capital of .1,880,000,000 
dinars and reserve of 500,000,000 dinars. The deposits 
.commanded by them altogether amounted to 
3,932,000,000 dinars. In regard to the institutions ~f the 
Agram centre we understand that the First Croat Savings 
.Bank succeeded in emancipating itself from foreign 
-capital in 1930. But foreign control is the striking 
feature of the other big banks, for instance, the four 
10llowing: 

Banks Capital Reserve Deposits 

I. Jugoslavian Bank 

Agram 100,000,000 dinars 35,000,000 897,055,000 

-2: Jugoslavian Union • 
Bank Agram 185,000,000 56,255,000 9i4,888,OOO 

9 Europiiische Banl(en 1931 (prague), p. 181. One Re.=20 dinars 

.approximately. 
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Banks Capital Reserve Deposits 
3. General Jugoslavian 

. Bank-Union, Agram 
and Belgrade 100,000,000 dinars 27,512,000 328,235,00lt-' 

4. Croat General 
Credit-BsnIt, i\gram 37,500,000 9,674,000 236,525,00" 

Of these •• big four," the Jugo Bank is influenced 
by Czechoslovakian finance. The biggest of all, the· 
Union Bank, is controlled by the Pester Hungarian Com­
mercial Bank of Budapest, the Anglo-International Bank 
of Lo~don, the Austrian Credit-anstalt of Vienna and 
other institutions. Among the foreign share-holders of 
the Bank-Uni<?n we find the names of the Wiener Bank­
vereir;t of Vienna, the Societe Generale de Belgique of 
Brussels, the Basler Handels-Bank of Basel, etc. And: 
the Credit-Bank is controlled by the Union Europeenne 
Financiere of Paris and the Allgemeine Kreditbank of 
Budapest. The French influence has been becoming 
more powerful than the Hungarian. 

Foreign finance is' predominant in Rumania too· 
(pop. 17 millions). The Banca Commerciale of Italy. 
the Dresdner Bank of Germany, and the Banca Anglo­
Romana of England have their own offices in this country. 
Besides, the very biggest Rumanian banks are, like the 
Polish, under non-Rumanian influence and control. 

Let us take the two following institutions for the 
year 1930 :10 

Banks Capital Reserve Deposits 

I. Banca de Credit Roman, 
Bucharest 400.000.00~ lei 334,000.000 3,469.oo0,00a· 

2. Banca Commerciale 
Romana, Bucharest ~OO,OOO,OOO 102,000.000 3,931,000,001 . 

10 Europiiische Banl{en 1931 (Prague), pp. 151-153. See the N!,ar Eaaf­

Year-Bool{ 1931-32, pp. 525-26. One Re. = 60 leis appr~ximately. 
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Of these the Banca de Credit is controlled 
by the Oesterreichische Creditanstaltof Vienna, 
Mendelssohn & Co. of Berlin, Kleinworth 
Sons & Co. of London, Banque des Pays de I'Europe 
Centrale of Paris and other foreign institutions. 
Among the foreign interests -dominating the Banca Com­
merciale we find the names of Banque de l' Union 
Parisienne of Paris, Banque BeIge pour I' Etranger of 
Brussels, etc. 

Let us turn our eyes to another country of the Balkan 
complex, namely, Bulgaria (pop. 7! millions). In 1928 
the banking system 11 of Bulgaria comprised the following 
items: 

I. Government institutions: 
1. The National Bank 
2. The Agricultural Bank 
3. The Central Co-operative Bank 

II. People's Banks (co-operative): 164 
III. Small Joint-Stock Banks: 119 
IV. Large Joint-Stock Banks: 8 

There were thus altogether some 291 institutions 
-excluding the three official ones. The relative positions 
of the last three categories can be seen in the following 
table: 

Banks 

I. People's Banks 

2. Small joint­
stock banks 

3, Large joint­
stock banks 

Capital 

542,000,000 levas 

581,000,000 .. 

• 426,000,000 " 

Total 1,549,000,000 levas 

Deposita 

1,195,000,000 levu 

2,102,000,000 .. 

4,461,000,000 .. 

7,752,000,000 

11 Joumal of the Bwgarilm Society for Political Economy No. 8, 1930" 
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It is evident that the deposits of the Bulgarian people 
,prefer the large banks to the small ones. The former com­
mand 212 per cent the deposits of the latter. We, 
,shall now examine in detail some of these big institutions . 
.It is possible to get the figures for three of them as follows. 
(for 1928): 

1. Banque Comm"rciale 

Italienne et Bulgare 

Sofia 

2 Banque Franco-Beige et 

Balcanique, Sofia 

3. Banque Bulgare de 

Comm~rce, Sofia 

Capital Reserve Deposit 

40,000,000 levas 8,500,()()/' 1,032,571,000' 

150,000,000 .. 10,479,000 1,000,000,000 

60,000,000 .. 20,000,000 648,063,000 

Total 250,000,000 .. 38,977,000 2,680,634,000 

These three account for 58· 7 per cent of the capital' 
, and 60 per cent of the deposits possessed by the eight. 
large joint-stok banks. The lion's share in the bank­
ing business of Bulgaria thus belongs to these three. 
Now none of them are 100 per cent national, each being 
foreign-controlled. IS The B~que Commerciale Italienne; 
et Bulgare is, as the very name shows, Itailan in share­
capital, dominated as it is by the Banca Commerciale . 
Italiana of Milan. Similarly, the second institution is. 
predominantly French and Belgian. The Banque de 
l'Union Parisienne of Paris and the Banque BeIge pour 
I'Etranger of Brussels are the chief share-holders, among 

c. 

Co-opeTatiue In/ormation (Geneva, International Labour Office), No. I, 1931_ 
Re. 1 =50 levas approximately. 

12' Europiiische Banl(en 1931, pp. 18-21. For foreign capital in Bul­

garia see the Nea.T Eaat YeGT-Bool( 1931-32 {London}" pp. J92, 193, 167. 
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whom are also to be found the Wiener Bank-Verein 
and the Oesterreichische Creditanstalt of Austria and the 
Ungarische Allegmeine Creditbank of Hungary. The 
Banque Bulgare de Commerce (Bulgarian Bank of Com­
·merce) does not bear in its name any foreign association. 
But all the same, the chief share-holder is the Banque de . 
Paris et des Pays-Bas of France .. 

It is to be noted that these "big three" of Bulgaria 
together possess a share-capital of some Rs. 5,000,000, 
the biggest being operated at Rs. 3,000,000 and the 
smallest at some Rs. 800,000. That is, even for such 
small doses of capital Bulgaria has to depend on 
co-operation with foreign finance. And the people's: 
confidence is enjoyed mainly by those institutions which 
have foreign participation and control. 

Greece, Jugoslavia, Rumania and Bulgaria,---4:hese 
four regions of the Balkan complex are inhabited by some 
forty million men and women. It appears, then, that, 
in the main, the economico-financial structure of the: 
Balkans is substantially similar to that of Bengal (nearly 
forty-seven miliions). 

The Banks oj Poland 

In regard to the relations between foreign and indi­
genous credit institutions a central European country like 
Poland does not appear to be in a condition different from 
that of Bengal, or for that matter, of India, in so far as 
bank-capitalism and bank administraticn are concerned. 
The total deposits for theeyear 1929 in all the banks. 
functioning in Poland,13-some 281 in number,-came up, 

13 Europiii..,he &nl{en 1931. p. 140. 
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to 2,710,000,000 Zloties (Rs .. 32 = 100 Zl). They were 
..distributed in the fo1l6wing manner: . 

Zloties 
I. Government Banks :. 

I. Note-Bapk ;177 ,000,000 . 
2. Agricultural 

Bank 255,000,000 
3. Land Bank .71,000,000 

503,000,000 
II. Savings Banks: 

I. Postal 384.000,000' 
2. Other 446,000,000 

830,000,000 
III. Co-operative Credit 

Societies 374,000,000 
IV. Indigenous Banks 892,000,000 
V. Branches of Foreign 

Banks 77 ,000,000 

Total 2,710,000,000 
(=Rs. 867,000,000). 

It is clear that only something like 33 per cent of 
the entire deposit was to be found in indigenous banks 
(IV). We have to understand that ··private" joint-stock 
banking is not an important factor in the financial struc­
ture' of the Polish people. It is the government institu­
tions. savings banks and co-operative credit societies 

. that constitute the foundations of banking organization 
in Poland. As for the joi~t-stock banks under private 

.auspices we have to notice two categories: (I) indigenous 

.and (2) foreign. The foreign element IS substantial 

..although not predom.inant. 
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But one would be eQtirely m~staken if one were to 
believe that in·Poland the "indigenous" banks are really 
national in capital and administration. The facts are 

. quite otherwise, for most of these institutions, although 
not branches of foreign banks like those in Group V, are 
influenced, nay, dominated by foreign capitalists ·in a 
direct manner. It is not possible to gauge precisely the 
,extent ~f. foreign 'influence and control in these 
indigenous banks of Poland. But certain figures may not 
fail to indicate the tendencies. Of the 892,000,000 Zl 
:described as deposit in all the indigenous credit institu~ 
tions (IV), 40·7 per cent is commanded by four baaks 
,alone, as follows: 

]. Bank Dyskontowy Warzawski 
(Discount~Bank of Warsaw) 

2. Bank Handlowy (Bank of 
Commerce), Warsaw: 

.3. Powszechny Bank Zwiazkowy 
(General Bank-Union), Warsaw: 

4. Powszechny Bank Kredytowy 

Zloties 

120.887,000 

,110,00,000 

109,000,000 

(General Credit Bank), Warsaw: 23,939,000 
~------------~--

Total Deposit 363,826,000 

And all these four institutions, although national. were 
under the strong influence of foreign finance. 14 The 
Diskontowy was dominated by the Oesterreichische 
·,Creditanstalt (the "Rothschild interests") of Vienna. 
Th~ Handlowy counted a~ong its share-holders such 

'houses as Harriman & Co. of New York, Banca Com-

14 Europiiische Banlten. 1931. pp. 141-147. 
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m.erciale Italiana of Milan, Banque de Bruxelles of 
. Brussels, Nieder~oesterreichische Escompte~Gesellschaft 

of Vienna and the Hambros Bank of London. Among 
the shareholders of the Powszechny Zwiazkowy, like. 
'wise, do we find the Wiener Bankverein of Vienna, 
BanqueBelge pour I'Etranger of Brussels, Basler Handels­
hank of Basel (Swiss), and the Boehmische Unionbank 
of Prague. And the Banque des Pays de r Europe 
Cen.trale of Paris is a shareholder of the Kreditowy. 

It is noteworthy also that none of the 100 per .cent 
indigenous hanks of Poland happen to be big institutions. 
One of the leading "national" hanks of Poland, the Bank 
Zachodny (West Bank) of Warsaw, for instance, is a 
rather modest enterprise, exhibiti.ng such figures as the 
following: 

1928 
1929 
1930 

Zl 
Zl 

.. 2.] 

Capital 

10,080,000 
10;080,000 
10,080,000 

ReserVe 

2,706,000 
2,873,000 
2,927,000 

Deposit 

25,666,000 
32,444,00o. 
43,050,000 

In 1930 the Bank Zachodny was operated at a capital of 
sollie Rs.3,200,000 and commanded deposit to the value 
of Rs. 13;760,000/5 

Even if we exclude the purely foreign banks (Group 
JV)fromour consideration we notice that in Poland the de.· 
c po~its of ;thePolish people are commanded by such banks 
·as are under foreign control. It is not the Pole but the 

.. for@ignerthat is the niastei; of the banking world in . c . 
Poland. Andna~urally, in the "D()wn~town, I, the bank 
quartet', the •• city, "so to say, of Warsaw one ~ncounters. 

15 Euro/3iiische Ban'ten; 1931. p. 149. ' . 
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amongst the most influential personalities not the Poles 
but the Americans, Austrians, Belgians, Britons, French, 
Italians and others. The Bengali people (47 millions) 
will thus find the people of Poland (27 millions) as mov~ 
ing on more or less the same level of banking 'habits and 
bank management. 

The Co-operative and Savings Banks 0/ Bengal 

Let us now turn our eyes to the co-operative credit 

societies of Bengal as some of the purely Bengali bank­
ing institutions. In the interest of uniformity in regard 
to studies in comparative capitalism let us examine the 
situation of a few years ago. 

In 1928_2916 there were functioning in Bengal 17 ,453 
co-operative "banks" of all denominations distributed as 

follows: 

Denominations Number Working Capital 

1. Agricultural Credit 16,930 Rs. 42,119,119 
2. Non-agricultural Credit 410 " 

22,553;2tZ 
3. Central Banks 112 " 

39,276,446 
4. Provincial Bank 1 " 

.17,190;645 

Total 17,453 Rs. 121,139,432 

The category "working capital" implies 1. paid-up 
capital, 2. depvsits from members, 3. deposits from non­
m~mbers, 4. loans from government, and 5. reserve 
funds. The first and fifth items, namely, paid-up capital 

16 Report 0/ the Benga/ Prooincia/ Banking Enquiry Committee 

henceforth abbreviated as RBBC .• 1929-30. vol. I, pp. 132-134. 142. 146. 

149. Statistical Tab/csre/ating to Banks jn India 1929 (Calcutta 19.31). 

pp. 7. 20. 25-27. 
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and reserves of these four types of co-operative banks may 
be indicated below!, 

Type Paid-up Capital Reserves 

1. Agricultural Rs. 4,020,537 Rs. 6,551,339' 
2. Non-agricultural " 5,247,724 

" 
1,319,723 

3. Central " 4,583,770 
" 

2,274,096 
4. Provincial -" 1 ,369,475 .. 363,098 -------- -Total Rs. 15,221,506 Rs. 10,508,256 

The total deposits in these types of co-operative 
banks are indicated below for 1928-29! 

,1. Agricultural Rs. 3,251,803 
2. Non-agricultural " 15,009,492 
3. Central 

" 
9,789,775 

4. Provincial " 
15,458,072 

Total Rs. 43,509,142 

Taking the population of Bengal roundly at 
47,000,000, the paid-up capital and reserve per head of 
the Bengali people as co-operative bankers comes up to 
Re. 0-8-9 pies and the bank deposit to Re. 0-14-9 pi~. 

In bank ,wealth the Bengali may then be sized up as 
follows! 

I. The Bengali as .. average. India .. 

2. The Bengali as .. Co-operator .. 

Total 

Bank 
capital 

per head 
Rs. A. P. 

o 11 3 
0 8 9 

1 4 0 

Bank 
deposit 

per head 
Rs. A. P. 

6 8 3 

014 9 

7 7 0 

, Every Ben.gali i§ then a capitalist or shareholder in 
. bank concerns to the tune of Re. 1-4-0 pies. And per 
head the Bengali holds bank deposits valued at Rs. 7-7:...0. 
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On the deposit account we have two more items to 

consider, first, the deposits in the post office savings banks, 
and secondly, the cash certificates sold by the post offices. 
For 1927~28 we have the following figures for all India :11 

J. Savings bank. deposits Re. 325,000,000 (Rs. 371,313,369). 

2. Cash Certificates Rs. 60,855,000 

Total R •. 385,855.000 

This means that on the average every Indian: possesses 
a postal deposit and certificate of Re. 1 ~3~3 pies. The 
Bengali's deposit capital then rises to Rs. 8~ JO~3 pies. 

The Co~operative Credit Societies Act was passed 
in 1904. That is, about the time Young Bengal 
initiated the Swadeshi movement, the c.:l~operative banks 
were being only talked of. T o~day there are 17,453 
such institutions, large, medium and small, provincial 
and rural. It is necessary to pause a minute here in 
order to understand the significance of banking enterprise· 
OR co~operative lines. All these banks are run almost­
exclusively with the resources of the peasants in the 
villages, most of whom belong to the dass of our illiterate 
fellow~countrymen. But all the same, the resources of 
this, class are functioning through the medium of these 
banks and they are operating a working capital of" 

Rs. 121,139,432. 

One may say that the co~operative banks are really' 
controlled by the Government, and that, therefore, in • 
regard to the progress that has been consummated in this 

17 RBBC., 1929-1930, vol. I. pp. 55-~. Statistical Abstract for British­

India 1920-30, p. 684. 
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field during these years it is not reasonable for Young 
Bengal to take the credit. But although our patriots and 
nationalist workers have not, as a rule, taken an active 
part and direct interest in "the propagation of co~operative 
credit among the cultivators of the country, it will not be 
unreasonable to admit that col1~ctive business and united 
efforts, as well as the spirit of mutual understanding and 
help, have to a certain extent grown into a national asset 
and an integral part ot the Bengali character, espedally 
among the peasant classes, And this sp~rit of agricultu~al 
and commercial solidarity is a substanial item which the 
business men, bankers and industrial heads of the country 
must recognise as a valuable aid to the "economic develop­
ment of our" country during the next few years. 

}o·int-Stock Ban~s" under Bengali Management 

We shall now speak of the amount of progress 

realised in banking by us, Bengalis, such as has been 
attained without any aid or control from the Government. 
And for ihis we shall have to look to the joint-stock bank­
ing institutions in the districts of Bengal. These are the 
institutions in which we have indeed had to suffer to a 
certain extent from the competition of the semi-govern­
ment Imperial Bank of India. One should, therefore, 

consider every success that we have been able to realise 
in joint-stock banking as a result exclusively of the 
growing business efficiency, integrity and banking 

habits of the Bengali pe.:>ple. 
Since the present authol's return to India towards 

the end of 1925 after the first period of travels and inves­

tigations abroad which began in 1914, he has been trying 

to collect a complete list of all the joint-stock Bengali 
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banks in Bengal. as well as to prepare a somewhat com­
plete statistical account of their resources and different 
kinds of transactions in which they are interested. For 
one reason or other it has not been· possible as yt-i: to 
collect adequate information on the s~bject. But a more 
or less rough calculation yielded the result that there are 
about 500 credit institutions. known generally as "loan 
offices." run on the joint-stock principle in our villages. 
sub-divisivns and district headquarters. This figure 
should appear to be imposing. only if we remember that 
about 1905 the number of such banks could be counted 
at fingers' ends. 

One does not have to depend on rough calculations 
or guess-work. any more. Very precise figures are now 
available on account of the labours of the Bengal Provin­
cial Banking Enquiry Committee· which sat in 1929 and 
reported in 1931 . To-day on his return to India after a 
second period of travels in Europe it is possible for the 
author to state that the total number of these loan offices 
is round about 800. For the beginnings'S of Bengali 
banking on joint-stock lines we have to watch the activities 
of our pioneers during the decade 1865-75. 

The chronology is as follows: 

1865-71. Faridpur Loan Office, Faridpur. 

1871. 

1873. 

1873. 

Tippera Loan Office, Comilla. 

Mymensingh Loan Office, Jamalpur 
(Mymensingh) . 

• 
Barisal Loan Office, Barisal. 

J8 RBBC., 1929·1930, vol. I, p. 203. 
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1874. 
1875. 

Bogra Loan Office, Bogra. 
Nasirabad Loan Office, Mymensingh. 

During three decades from 1875 on i.e. down to 
the great outburst of enthusiasm for industrialization and 
capitalism as embodied in the epoch~making Swadeshi 
Movement of 1905 there were established in the different 
economic regions of Bengal several new loan offices of 
which some two dozen appear to be functioning still. 19 

The more prominent among them are enumerated below 
in the -chronological order of establishment: 

1876. 
1887. 

1887. 
1894. 
1896~ 

1903. 

Jessore Loan Co., Jessore. 
Jalpaiguri Banking and Trading Corporation,. 

Jalpaiguri. 
Khulna Loan Co., Khulna. 
Rangpur Loan Office, Rangpur. 
Bhawanipur Banking Corporation, Calcutta~ 
North Bengal Bank, Rangpur. 

It is the "ideas of 1905" that are responsible in this 
field of .lur economic life as in many others for the pheno­
Irter:.al advance which characterizes the recent history of 
India. The post~ 1905 expansion in Bengali banking can, 
be (;iwisaged below in the number of institutions at work . 
at different c;lates : 

1914~15 : 
1924~25 : 
1928~29 : 

1 03 loan offices 

599" " 
7f19 (782) " 

at work 

't " 
,t " 

In point of I>aid-up capital some of the more sub­
I:ltantial loan offices at 1929 may be listed below: 

19 RBBC., pp. 326·327. 20 Ibid., ~P. 326·327. 
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Name 

I. jagodamba Loan Co. 

2. Indian Industrial Bank 

3. Raikut Industrial Bank 

4. Moha Luxmi Bank 

5. Co-operative Hindustan Bank 

6. Bengal Central Bank 

7. Luxmi Industrial Bank 

8. Bhowanipur Banking 

Corporation 

9. Naogaon Atrai Bank 

10. Chittagong Bank 

II. 1essore Loan Company 

12. Tippera Loan Office 

District Capital Established: 

Birbhum Ks. 472.000 1918 

Calcutta 372.237 1911) 

1alpaiguri 304.184 1902 

Chittagong 242.400 1910 

Calcutta 168.444 1909 

Calcutta 168.305 1918 

Calcutta 166,127 1922 

Calcutta 

Rajsahi 

Chittagong 

lessore 

Tippera 

125.000 

104.059 

101,550 

100.000 

100.000 

1896 

1925 

1924 

1876 

1871 

From tbe standpoint of deposits c.Jmmanded, the 

more important loan offices are to be placed In the 
following order: 

Name District Deposits Established: 

I. 1alpaiguri Banking and 
Trading Corporation jalpaiguri Rs. 5.<60.679 1887 

2. jes,ore Loan Co. Jessore . 4.987.313 1876 

3. Bhawanipur Banking 

Corporation Calcutta 2.%1.082 18% 

4. Faridpur Loan Office Far:dpur 2.881.029 1871 

5. Rangpur Loan Office Rangpur 2.450,507 1894 

6. Bogra Loan Office Bogra 2.139,417 1874 

7. Bengal. Central Bank Calcutta 1.~23.357 1918 

8. Co.operative Hindustan Bank Calcutta 1.498.103 1909 

9. Khulna Loan Company Khulna 1.467.447 1887 

10. Comilla Union Bank Tippera 1.337.542 1922 

,II. North Bengal Bank Rangpur 1.191.861 1903 

12. Faridpur Bank • Far:dpur 1.014.151 1911 

The order of importance, so far as loans advanced 

by these institutions are concerned, may be seen in the 

. following table: 
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Name LOans 
Rs. 

1. Jessore Loan Co. 4,288,683 
2. J alpaiguri Banking and 

Trading Corporation 4,196,326 
3. Co--vperative Hindustan 

Bank 2,143,064 
4. Khulna Loan Co. 1 :841 ,994 
5. F aridpur Loan Office 1,652,395 
6. Bogra Loan Office 1,637,425 
7. Rangpur Loan Office 1,488,015 
8. Bhawanipur Banking Corp. 1,289,129 
9. Bengal Central Bank 1,266,725 

10. Comilla Union Bank 1,231,808 
11. North Bengal Bank 1,001 ,738 

The actual returns for 381 loan offices are also avail­
ab~e. For the year 1928-29 the picture is as follows: 21 

Total paid-up capital Rs. 8,071,570 
" Reserve Rs. 5,114,573 
" Deposit Rs. 66,061 ,632 

It is reported, however, that some 400 institutions 
more were fun~tioning in 1929 but that exact statistics 
were not available. But on the strength of official' con­
jecture the position of these 400 may be indicated in the 
following two categories 

. (a) For 150 unreported loan offices 
Total paid-up capital Rs, 1,582,050 

" Reserve RSI 222,000 
" Deposit Rs. 3,853,650 

21 RBBC .• pp. 208-209. 
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(b) For 250 unreported loan offices 

Total paid-up capital Rs. 1,566,CCO 
" Reserve Rs. 80,000 
.. Deposit Rs. 1,803,500 

The total business of all the 781 loan offices operating 
in Bengal in 1929 may then be seen in the following 
:figures: 

Paid-up capital 
Reserve 

Deposit 

Rs. 
Rs. 

Rs. 

11,219,620 
5,416,573 

71,718;782 

We are excluding from our consideration the "active" or 
assets side of the banking business done by the Bengalis 
through these ins(itutions. Per head, then, in 1929 the 
Bengalis possessed Re. 0-5-7 pies as capital and 
Re. 1-8-4 as deposit being transacted through the 
"cottage banks." 

If we now add the figures obtained previously in con­
nection with the large and foreign banks, co-operative 

<redit societies and savings banks, the bank finance of 
the Bengali people per capita will have to be envisaged 

as follows:-

Capital 
Deposit 

Re. 1-9-7 pies 
Rs. 10-2-7 pies 

The cottage-banks of the Bengali people have been 
:growing up like mushrooms. But it is important to 
observe that they have been very tenacious,-they seem 
to "be organically connect~d with their surroundings. 
There have as yet been very few failures. From 1914 to 
1928 not more than 17 offices went into liquidation in the 
.different districts of BengaL The failure of the Bengal 
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National Bank in 1927 is perhap~ the only instance of 
failure in Calcutta itself. Altogether, the Bengali mind 
may be taken to be cool and realistic enough in regard to 
banking enterprises to be able to withstand the reper­
cu.ssions. of a few untoward -circumstances in tbe business 
world. In any case the bank failures have not been 
serious and extensive enough to constitute at any time a 
real cirsis in economic and financial Bengal. As for the 
situativn of locked-up capital and frozen investments from 
which the Bengali cottage banks are suffering, to-day, it 
is mainly but an aspect of the world-wide economic de­
pression (1929-32) to which even in America, the tradi­
tional land of liquid capital, a large number of banks has 
fallen a victim. 

We should analyse the present banking organization 
a little more· intensively .. As there are 800 banks, it means 
that there are at least 8,000 directors and all of them' are 
bound by law to transact busin~s according to • ',company 
methods." They are compelled to hold meetings •. 
prepare balance-sheets and have the accounts audited by 
certified experts. Now these 8,000 men are not alllaw,,\ 
years or Zamindars. Many of them are pucca business. 
men, merchants,' contractors, engineers, retail traders, 
exporters and importers .. Naturally, therefore, joint-stock 
banking is beco~ing ingrained i:o. the habits vf the. Bengali 
intellectuals and middle classes. And this habit is not 
confined to Calcutta ~or the district towns alone. It is. 
diffused throughout the length, and breadth of the· 
country, not excluding some 'of the.remotevillages. 

Let us take the banking situation now from another' 
standpoint, namely, the question of employment for· the: 
middle classes. In order to run a bank, one needs, on 
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the average, a minimum of about six or seven, persons in~ 
eluding the manager at the top. We have therefore to 
visualise a bank~personnel of some five or six thousand 
managers, accounts, inspectors and clerks. These 
people are, it may be taken, not all graduates of the Uni~ 
versity. But whatever be their academic qualifications, 
they belong to what is generally described as bhadralog 
class, and they are all g,etting used to the technique and 
transactions of modern banks. 'In any case there is no 

doubt that a large number of Bengali intellectuals is being 
provided for in the new institutions, which have grown 
up as a result of banking adventure during our 
Swadeshi period. This is another evidence of, the fact 
that for the last twenty~seven years Young Bengal has 
been taking to new careers and acquiring experience In 

. the fields of practical commerce. 

"Indian" Banks vs, Exchange Banks in India 

Lest we indulge in undue self~gratification in what 
we have been able to achieve up till now, it is desirable 

to weigh the values of our accomplishments by a more 
critical standard. Let us therefore measure our progress 
in the light of foreign banking experience. 

To begin with, let us compare the developments of 
the joint~stock banking under purely Indian manage~ 
ment with those of foreign (i.e., European, American 
and Japanese) joint~stock ~nking in India. The foreign 
banks in India are generally known as •• exchange 
banks. •• In 1905 these were 10 in number and they com~ 
manded deposits worth about Rs. 170,445,000. To~day 
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the number has in.~reased to 18 and the total deposits are 
to be estimated at Rs. 666,591,000.22 

Now, in the 33 Indian banks with capital- at least 
Rs.500,000 each, the deposits are worth Rs.627 ,203,000.­
To this list may be added some 45 institutions, each with 
capital between Rs. 100,000 and Rs. 500.000. The 
deposits in these institutions are worth Rs. 35,751,000. 
Altogether, then, in these 78 large and medium joint­
stock banks under Indian cvntrol, we have a total 
deposit of Rs. 662,954,000. 

It is clear that to-day, as in 1905, the foreign banks: 
are still absolutely somewhat superior to the Indian joint­
stock banks in the amount of deposits. But" relatively" 
speaking, it is necessary to' note that while in 1905 the 
Indian institutions were to the foreign in the proportion 
of Rs. 119,892,000 to Rs. 170,445,000 in deposit, to-day 
the proportion is Rs. 662,954,000 to Rs. 666,591,000. 
The tendency on the Indian' side is represented by an in­
crease to. the extent of 5.5 times, while that on the foreign 
side is considerably less, namely, 3.8 times. One is con­
vinced that the Indian concerns have been advancing 
at a comparatively higher speed than the foreign institu­
tions. 

. Naturally enough, these foreign banks have grown 
in importance and number along with the growth in the 

. volume of overseas trade. Down to 1905 there were only 

. ten institutions, but. down to 1870 there had been only 
three, as follows: 

22 Statistical Table. relating to Banks In India 1929 (Calcutta 1931). 
pp_ 5-6, 
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Progress of "Large" Indian Banks during the Swadeshi period 
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Year of 
Establishment Name 

in India -

1857 Chartered Bank of India. 

and China 

1862-65 National Bank of India 

1870 Mercantile Bank of India 

Australia 

Nationality" 

British 

British 

British 

It is necessary to observe that the structure of 
exchange banking has been becoming more and more in· 
ternational, testifying as it does to the diversity of India's 
international relations in the domain of exports and 
imports. The growth of non.British foreign banks m 
India since the great war may be envisaged bel-lw: 

Year of 
Estahlishment 

in India 

-1918 

191Y 

1920 

1920 

1920 

1921 

1921 

1922 

1922 

Bank of Taiwan 

Sumitomo Bank 

Name 

Imperial Bank of Persia 

National Bank of South Africa 

Banco Nacional Ultramarino 

Nederlandsc:he Handd-Maatsc:happi 

Nederlandsc:h-Indisc:he Handdsbank 

American Express Company 

National- City Bank of New York 

Nationality 

Japanese 

Japanese" 

British (Persiant 

South African 

Portuguese 

Dutch 

Dutch 

American 

American 

It is to be observed, further, that two foreign non~ 
British banks, the Russo.Asiatic Bank and the Deutsch. 
Asiatische Bank, were closed during the war, the former 
voluntarily and the latter being confiscated as a war· 
measure against enemy business. Two of the foreign 
non.British banks, established since the war, have 
retired, namely, the South African institution in 1924 and 
the "Bank of Taiwan in 1930. On the other hand, two of 
this category of banks which function still in India .. 
namely, the Yokohama Specie Bank (Japanese) and the. 
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Compt~ir National d'Escompte de Paris established thed­
branches here previous to the War. Since the resump­
lion of normal business relations with Germany at the end 
of the war this 'Country has not y~t sought to establish a 
branch of any of her banks in India. The German­
Indian business is financed at present chiefly through the 
Dutch institutions. 

The Morphology 0/ Bank-capitalism in France (1923) 

It will be appr~priate to note at this stage ~he 
:structure of bank-capitalism in one of the leading European 
countrieS. Let us take FranceY For the year 1923 
the organisation of banking institutions in France may be 
.seen in seven groups. In French science it is the custom 
to distinguish only three classes or types of banks: 
(1) .privileged banks like the Banque de France, (2) 
banques de depot (deposit banks) also called establisse­
:ments de credit (credit institutions), which may be 
described, generally speaking, as ordinary, commercial or 
·pure banks, i.e., banks as generally understood, and 
.(3) banques d'affaires, i.e., business banks which specialize 
in the financing of business by actual participation 

.·or underwriting or issuing shares, which in German are 
generally called Spekulationsbanken, and may be charac­

·terized ~ "industrial" banks. 
It is clear that the regional, district or mofussil banks 

.are from the view-point of functions to be taken more with 
the deposit or credit banks than with the •• business •• 
. banks of the tripartite classification. The three other 

23 Levy: .. Banques et Banquier.... and .. L'OrganiBation bancaire' 

,in L'Eurot>e Noul1elle (?ari&. 6 Dec. 1924). 
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groups of the seven exhibited here owe their rationale to 
convenienc,e rather than to logic. 

The organisation of banking institutions in France. 
then. comprises the following seven types: 

I. Privileged Banks. 

1. Banque -de France. established and constituted 
1800~1809. 

2. Credit Foncier de France (hypothec bank). 
established and constituted 1852~ 1856.2

4-

3. Credit National (for facilitating the reparation of 
war~devasted regions). 

4. Banques d' emission des colonies: colonial banks 
pf issue or note~banks; 8 in number. 

5. Banque Nationale F rancaise du commerce 
exterieur (for foreign trade). 

6. Institutions enjoying state subvention or other 
.special privileges : 

(a) banques populaires: nearly 90 in number, 
(b) co-operative worki~g men's banks, 
(c) agricultural credit banks: central, regional and 

local: co~operative, 
(d) maritime credit banks, 
(e) land~banks. 

11. Credit~banks with branches. 
1. Credit Lyonnais, est. 1863. 
2. Societe Generale, est. 1864. 

,3. Comptoir National d'Escompte, est. 1852. recon" . . 
stituted 1889. 

4. Banque Nationale de credit, est. 1913. 

24 Kaufmann: Banque en France (Paris 1914). 'pp. 79·115. 



J,1,4 THE B~N~ CAI:'I1.:ALtSM OF YOUNG BENGAL' 

'5. C:r~dit c~mmercial, est~:1894. 
6. Credit industrieLet commercial, est. 1859. 

III.· -Sanques d'Affaires (Business Banks or banks spe.cial­
izing in financing operations and company pr.o­
motions}. 25 

-1. B~nque d~ P~is et des Pays-Bas, est. 1872 . , 
2. Banque de rUnion Parisienn~, est. 1904. 
-3. Credit Mobilier Francais, est. 1902. 
4. . Banque . T ransatlantique. est. 1881 . 

. . 5. Smaller banks: nearly 40 in number; almost all 
located in Paris. 

IV. Banques Regionales (Mofussil Banks). Only those 
institutions which possess more than 10,000,000 
francs (= Rs. 1, 120,000) as paid-up capital are listed 
here: . 24 in number. 

(a) Northern di~tricts': 
.J 

-1. Credit-Clrl Nord, est. 1886 (capital in 1923: 
62,500,000 fr.). 

2. Banque Generale du Nord, est; 1858 (cap. in 
1923: 50,000,000 fr.) 

3. Banque Scalbert, est. 1837 (cap. in 19~3: 

30,000,000 fr.). 
4-7. Four others. 

·(b) Eastern districts: 

1.. Societe Nanceienne de credit, est. 1881 (cap. in 
1923": 75',DOO,000 fr.). • 

25 Caullet: L'Aide a l'/ndustrie et La' Liquidite dea capitau", 

(Paris 1928), ,pp, 117:1?4, 
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.2. Comptoir d'Escompte de Reims, est. 185.4 (cap. 
in 1923: 20,000,000 fr.). 

3. Societe Generale Alsacienne de Banque, esl~ 

188.1 (cap. in 1923: 100,000,000 fr.). 
4. BanquedeMulhouse,est. 1871 (cap. in 1923: 

72,000,000 fr.). 
5: . Banque d'Alsace et de Lorraine, est .. 1871 (cap. 

in 1923 : 50,000,000 fr.). 
'6-9. Four others. 

(c) Western districts: 

I. Credit de I'Ouest, est. 1919 (cap. in 1923: 
28,164,000 fr.). 

2. Comptoir d'Escompte de l'Ouest, est. 1846 
(cap. in 1923: 15,000,000 fr.). 

3. Banque de Bretagne, est. 1909 (cap. in 1,923: 
15,000,000 fr.). 

(d) Southern districts: 
Societe Marseillaise de credit, est. 1865 (cap. 10 

1923, 59,000,000). 

(e) South-eastern districts: 

I. . Societe Lyonnaise de depots, est. 1865 (cap. 
in 1923: 23,407,000 fr.). 

2. Banque du Dauphine, est. 19f I (cap. 
in 1923: 25,000,000 fr.). 

3-4. Two others. 

V. Banks operating In the colonies and In foreign 

countries. 

(a) North Africa: 

.1. Credit Foncier Algerie-Tunisle, est. l880~ 
2. Compagnie Algerienne, est. 1877 . 
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3. Banque Francaise du Maroc, est. 1911. 
4. Agents of Credit Lyonnais, Societe Generale, 

Comptoir Nationald'Escompte, and Societe Marseillaise. 

(b) Colonies. 

1 ~8. Banks of Issue, already noted in Group I. 
9. Banque Francaise del'Afrique, est. 1904. 

10. Societe financiere francaise et coloniale, est. 
1904. 

11. Agents of Comptoir d'EScompte in Madagascar. 

(c) Foreign countries: 

1. Societe de gerance de la Banque lndustrielle de 
Chine, est. 1913. 

2. Banque des Pays de l'Europe Centrale, est . 
. 1922. 

3. Banque des Pays du Nord, est. 1911. 
4. Banque F rancaise et Italienne pour r Amerique 

duSud, est. 1910. 
5. Banque Franco~Serbe, est. 1910. 
6. Banque Argentine et Francaise, est. 1909. 
7. Societe Francaise de Banque et de Depots, est. 

1898. 
8. Banque de Syrie, est. 1919. 
9. Agents of Credit Lyonnais. Societe Generale, 

Comptoir National d'Escompte, Banque de Paris, and 
Credit Commercial. 

VI. •• Individual Bankers '; of Paris. 

I. Rothschild Freres, 2. Mallet, 3. Verne. 4. Mira­
baud, 5.· Demachy, 6. Lazard Fl'eres. 7. Heine, .and other 
houses. 
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VII. Foreign Banks operating in france (21 in 1914,39 
in 1923). 

(a) American: 

1. American Express Co.,2. Bankers Trust Co .• 
3. Equitable Trust Co., 4. Guaranty Trust Co., 5. 
International Banking Corporation, 6. National City 
Bank of New York. 

(b) British: 

1. Anglo-South African Bank, 2. Barclay's Bank 
Overseas, 3. Lloyd's and National Provincial Foreign 
Bank, 4. London and Brazilian Bank, 5. London and 
River Plate Bank, 6. London County Westminster and, 
Parr's Foreign Bank. 

(c) Canadian: 

1. R~yal Bank of Canada, 2. Bank of Montreal, 
3. Banque Nationale de Quebec. 

(d) Italian: 

1. BancaCommerciale Italiana, 2. Banco di Roma, 
3. Credito Italiano. 

(e) Belgian: 

1. Credit Anversois, 2~ Banque Beige pour I'Etranger, 
3. Banque Italo-Belge. 

(f) Others: 

1. Land Bank of ~yPt. 2. Banco di Bilbao, 
3. Banque Marmorosch, 4. Banco Espanol del Rio de la 
Plata. 5. Banco Nacional Ultra~arino, 6. Banque du 
Commerce et de Tlndustrie a Varsovie, 7. Banque 1m,. 
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perial~ OUomane, 8. Bohemia, 9.Yokohama Specie 
Bank. 

Without reference to the values of businessperform~ 
ed we see at a glance that we in Bengal or for that matter 
ip all India do not possess. any institutions of the type 
described in Groups I and V. As for the type' described 
in Group III (financing or industrial banks) the~.e is no 
representative in India as yet. The banks corresponding 
to those in Group VII are of course veryproIl)inent in 
India. But the role of foreign banks in India as in the 
Balkan complex is indeed entirely different from that in 
France. The Bengali and other Indian joint~stock banks, 
whatever be the size, belong all to the Groups II and IV. 
And finally, the moneylenders and shroffs of India can 
hardly yet be described as belonging functionally to the 
class of •• individual bankers ,. put together in Group VI. 
For all practical purposes, therefore, organised banking 
under Bengali and other Indian auspices has to be 
examined in the light of the .. credii .. or H depoSIt " 
banks and the •• banques regionales "of France. Other 
circumstances remaining the same, the very absence of 
certain types indicates the pov~rty and primitiveness of the 
Indian people in modern economic organisation and 
capitalistic morphology. 

The Anglo-American Level To-day 

It is good to know exactly ·where we stand, and 
therefore it will be quite relevant to employ the world 
$tandard in the ·measurement of our present attainments~ 
And undoubtedly, Indian banking ,-we are speaking 
again of entire India,---will be found to be nowhere, in 
view of the fact that in England and Wales in 1924, with 
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a p()pul~tion (abo~t 39,000;000) less than that of Bengal, 
ther~ were over 8,000 banks or rather bank offices owned, 
as they were, by 13 large' joint-stock institutions, com­
manding a deposit of some £2,000 millions. The com­
bined capital of these firms is about £86 millions. Every 
Briton possesses, then, bank capital to the value of. 
£2-4-0 (about Rs. 29) and bank deposit valued at £51-6-0 
(Rs. 684). And from the standpoint of banking facilities 
it is to be noted that for every 4,777 persons there is one 
bank office in the country. 

If we exclude America from our consideration, this 
development represents really the highest that is to be 
found in the world to-day. It would therefore be but the 
idle vanity of a pigmy to attempt measuring his strength 
with a giant, when developments in Bengali banking 
were talked of seriously in connection with the British 
banking of to-day. 

But let us not fight shy of taking note of the American 
developments. In 1927 there were some 27,000 bank­
ing institutions in the U.S.A. commanding as they did 
a total deposit of 56,735,858,000 dollars.So~ething 
less than one-third of this amount constituted the deposit 
of the 100 largest banks. In other words, the name of 
smaller and medium-sized institutions is legion. Now. the 
American population is to be counted at 117,136,000. 
This gives a bank office to every 4,338 persons. From 
the "standpoint of banking facilities, America is thus a 
bit higher than Great Britain. And otherwise American 
conditions. register a muc~1 too high level .even for Great 
Britain. For. every American possesses a deposit· 
to the tune of some 484 dollars (about Rs. 1331). and 
bank capital per head of the American population would 
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cpme up to about 25 dollars (i.~., Rs, 68-12.0). (One> 
dollar == Ra. 2.12.0). 

But the situation after all is not disheartening. There 
is another method> of comparison even by the world­
standard which it is no less reasonable to employ in the 
present instance. And this, instead of overpowering us 
with the sense of our insignificance, is likely to encourage 
our business men and bankers with an eye to the future 
possibilities. 

In the first place, "not every Western or independent 
countrI is an England or America. By the American or 
British standard many of the independent powers, great 
or small, will be found to be lagging behind. It is possi­
ble to remain a sovereign state as well as to be a modern­
ized land without rivalling Great Britain or America, in 
the > standard of living. national divide!ld or general 
economic efficiency. 

Banking in Italy (1849-1893) 

Italy is a European country and a I I great power •• 
too. _ But in banking neither the present situation nor the 
tradition of Italy is anything but second.rate. 

To Italy indeed " modem Europe •• owesher.oldest 
banks and instruments of credit. But all the old .Italian 
institutions perished during the social transformation of 
the French Revolution. The only exception is the Monte. 
dei PGschi. a land.mortgage bank. whose origins are to be 
traced to the> beginnings of' the 11th century, much 
anterjor to the Bank of England. But, for all practical. 
purposes, modern banking in Italy is not older than the. 
Peace of 1815 and dates really from 1844·1849, when 
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the Banca Nazionale nel Regno was established as the 
result of union of two banks in Genoa and Turin. 

The story of this bank, which by the bye is a note.; 
bank, is but a cumulative record of loans granted to the 
government and of the government's appreciation of its 
services by allowing it to ignore the law in regard to the 
relati~n between notes and metallic reserve as well as the 
obligation to redeem its notes in specie. The privilege of 
having its notes declared by the government as forced 
currency was perpetually enjoyed by the Banca Nazionale 
as well as its predecessors, e.g.tin 1848,1859,1866, and 
1 868-all through the period of Italy's political travail 
towards independence and unification. This sort of bank­
ing may be described as patriotic, political or war-banking 
and can hardly belong to the category of normal economic 
bank transactions such as are based on the proper cal­
culation of risks and judicious administration of invest.,. 
ments. 

During this entire period of risorgimien~o ( 1 848-
1870), memorable in the history of nationalism on 
account of the exploits of Mazzini, Garibaldi, Cavour 'and 
others, there were altogether half-a-dozen note-banks in 
Italy. Each of these was pursuing an extra-legal, un­
economic, politically privileged, in one word, abnormal 
banking career such as can furnish no example to any 
people that intends to embark upon a course of lawful 
and constitutional bank evolution. 

. Soon after the formation of modem Italy a law was 
passed in 1874 to bring some sort of order out of the chaos 
in the banking world. But down to 1893 when the 
13anca d'Italia was established and the foundations o( 
contemporary Italian banking were laid, the law was 
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again virtua,ly a dead· letter both as regards metallic 
reserve as well as' the discounting of papers: Not only: 
French and other foreign critics but eminent Italian 
economists including Pareto have condemned the sean .. ' 
dalous lirosons between politicians and the banks that 
marked the history of these two decades. The ministers of 
nnance were involved in the complications amounting: 
~ven to falsifications of accounts and reports. Italy was 
a member of the Triple Alliance and had all expanding 
war-budget. The military actions against Abyssinia 
proved abortive. In order to get loans from the banks, 
the government connived at everything illegal and . un .. 
economic that was going on. The banks were allowed 
to indulge in building speculations, land specualtions 
and public works speculations of all sorts. The Banco 
Romano fell in 1893 and the remaining five note-banks 
were found to have destroyed or otherwise rendered im .. 
mobile all their resources. 28 

Italian Private Banks (1927) 

We need not pursue the story of the Banca. d'ltalia 
down to.our own times. Let us indeed exclude the note .. 
bank of Italy from our consideration and confine our 
attention to the ordinary private ba~ks. The big nine 
are described as follows with their deposit figures as at 
the end of 1927 :27 . 

26 Canovai: Le Banche di Emissione in Italia (Rome 1912). pp. 17-140. 

For ·recent development in .. private" banking (1912-22) see Segre: Lit 

Banclte nell' ultimo decennio (Milan 1926}. 

27 Bolletino Mensile di Statistica for August 1931 (Rome), p. 834. 
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. Lires 

1 . Banca Commerciule Italiana 
2. Credito Italiano 

994,500,000 
.. , 1,046,500,000 

177 ,600,000 
486,200,000 
536,900,000 
652,200,000 
637,100,000 
136,400,000 

3. 
4. 
5. 
6. 
7. 
8. 
9. 

Banca Nazionale di Credito 
Banco di Roma 

. Banco di Napoli 

Banco di Sicila 
Banca Agricola Italiana 
Banca d' America ed'Italia 
Istituto Italiano di Credito 

Marittimo 86,800,000 

Total deposits (1927) ... 4,754,200,000 

In 1927 the population of Italy was estimated at 
40,411 ,000 inhabitants. Per head, then, the Italians 
may be said to have commanded deposits in the larger 
banks to the value of 119 lires. At the rate of 92·65 lires 
per pound sterling (i.e., nearly 7 lires = 1 Rupee) this 
means a deposit of some Rs. 17 per head. This figure 
may be placed by ~he side of Rs. 10 per head .in Bengal. 
We get then the following equation in bank deposits per 
head:· 

Italy (1927) 17 = 1.7 Bengal (1927). 
In bank deposits, in banking habit, in commercial 

modernism, or in modem capitalism every Italian is then 
1.7 times as equipped or efficient as every Bengali. The 
equation indicates that Italy to-day on the strength of nine 
big institutions alone is somewhat ahead of Bengal. 

It is necessary to observe that in the case of 
Bengal but not in that of Italy have we tried to be exhaus .. 
tive so far as "organised" or joint-stock banking. is con .. 
cemed. Besides, in the case of Italy we have excluded 
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savings banks, co~operative credit societies and the like. 
The nearest appr()~ch to a scientific comparison between 
Italy and Bengal would consist in posing the per head 
deposit in the Imperial Bank. the exchange banks ~d 
large Indian joint~stock bank.sagainst this Italian average 
of Rs. 17. Leaving aside the Ben.gali loan offices, co· 
operative credit societies and savings banks we get the 
following equation: 

Italy (1927) 17 =2.6 India~ average (1929) 8~8·3. 

Altogether, the average Italian should not appear to 
be frightfully ahead of the average Bengali (or Indian) 
in regard to bank deposits and banking habits. But it is 
necessary also to remember that the deposit figures con· 
sidered here, as given by the Bolletino mensile di statis· 
tica, refer only to time deposits. The current deposits­
have been excluded here but may be seen in one of the 
tables exhibited later. When all these figures are taken 
into consideration, Italy should not appear to be as poor 
by the Bengali standard as at first sight she looks. And' 
yet the comparison is still faulty. In .regard to Italy we 
have taken only the big nine among the commercial 
banks. It is well known that in Italy as in other countries 
the name of medium and small banks is legion. So far as 
Italy is concerned the actual nu.mber, after amalgamations 
and liquidations of the period 1926.30, is 1411. 

British, French ancl German Bar..king about ,1870 
( 

Italy represents certain aspects of shortcomings in the 
banking cif'modern so";ereign powers. It is, further, very: 
important to remember in this connection that the earlier 
stages of modern joint-stock banking in the other countries 
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of Europe and America also were not more glorious and 
reassuring than what we find in Bengal to~day. 

In England, for instance, it took 50 years (1836~ 1886) 
to· raise the combined capital of banks from £ 1 0 millions 
to £40 millions. About 1840 there used to be bank 
failures in England at the rate of 24 or 25 per year. In 
,1879 there were not more than 970 bank offices owned 
by 133 joint~stock concerns. Besides, it was so late as 
1858 that ,. limited liability ., principle was admitted by 

England in banking business. 
-I~ France modern joint~stock banking cannot be 

traced back further than 1848, when the Comptoir 
d' Escompte was established. So late as 1870 there were 
only 19 departements or districts in which France possess~ 
ed banking institutions as branches or main offices. In 
other words, 74 departements or districts did not possess 
any bank at that time. And there were not more than 5 or 
6 cities which possessed more than one bank. The banking 
mentality of France about 1870 may be gauged from the 
fact, that as soon as the Franco~Prussian War broke out, 
the panic led to a run of 70 per -cent .on the accounts of 
the Credit Lyonnais and 85 per cent on those of the 
Societe Generale. 

In Germany between 1851 and 1870 the total capital 
of all joint~stock banks did not go beyond 100 million 
Marks (1 Mark = 12 annas approximately). About 1870 
the combined capital of- great banks newly established 
was somewhat near 100 million Marks. These are high 
figures indeed, but yet not- inconceivably high for the 
Bengali banking imagination and experience of to~day. 

Altogether then it ~ll appear that the work that 
Young Bengal as well as the ~hole of Young India have 
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been.able to show in the line of joint-stock-banking during 
the period of· the Swadeshi Movement is not insignificant 
in the background of the '+beginnings" of '·modern" 
banking in the Western world. By 1870 neither France nor 
Germany' attained or even approached the condition that 
has rendered. them so. powerful to-day. Italy's position, 
of course, was mu~h weaker then and even to-day is, 
comparatively speaking, nothing but second grade, as 'We 
have seen above. In 1870 "modern" japan, again, 
hardly existed at all. It is about 1886 that the japanese 
people began to novitiate in modern constitutional,com­
mercial and' industrial life. 

Japanese Banking (1872-1927) 

,In many respects japan is the Germany of Asia. 
The modernism began in both countries almost at the 
same time (c. 1870). And Japan's growth in banking as 
in other items is almost phenomenal. Let us then try to 
size Bengal up by the JapaneSe standard. 28 

In 1927 the total deposits of all den<?minations in all 
japanese banks, special, commercial and savings, 
amounted to 11,403,399,000 yens and the paid-up capital 
to 2,000,000,000 yens. With a population of some 60 
millions, the deposit per head comes up to 190 yens 
(about Rs. 238) and every Japanese possesses bank 
capital to the value of some 33 yens (nearly Rs. 41). 
To-day the banking· institutions· are numbered at about 
2, 1 OO~ and the number of branches has g·one up to about 

28 . Financial and Economic Annual of Jap~n 1928 (Tokyo); Uyehara: 

InJuBtry and . Trade of Japan (L~ndon 1927) •. The japan Year B~o1t" 1928' 
(Tokyo); Present Dau laban 1927 (En~li.h S~Drilenien't of theOaaka 
A.tihi). 
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.6,000 . For every 7,400 persons then there is a bank office 
in japan. This is to be· compared to the 4,777 in Great 
Britain and 4,338 in the U.S.A. For certain purposes, 
then, japan may be said to have already reached the 
British and American levels. Accordingly, she is already 
too high for the Bengali people, who possess some 800 
institutions only for about 47 million persons, and whose 
bank capital per head is yet negligible as a figure, being 
less than two Rl}.pees. 

But modern banking in japan dates from the 
National Bank Act of 1872. By 1876 there were only 

150 banks. And in 1907 there were altogether 2,194 in­
stitutions with 921 branches, i.e., nearly 3,115 bank offices 
throughout the Empire. The total paid-up capital of 
these institutions could be calculated at 444,204,041 yens. 
Twenty five years ago the population was about 50. 
millions. Every japanese had at .his or her command 
bank capital to the amount of about 9 yens (i.e.~ 

Rs. 11-4-0). One yen=Re. 1-4-0 (1930). 
In other words, the growth of japan during the first 

35 years of her modernism evolved a condition of per 

capita bank capital at Rs .. 11-4-0. This rate is, compara­
tively speaking, quite modest by the progress achieved 
during the next two decades (1907 -19~7), namely, the con-· 
clition of Rs, 41, as registering the value of banking capital 
per head of the population. Evidently, Bengal to-day is: 
way behind japan, as she was in 1907. 

Diversity 0/ thl! Gre~t POuJers 

There are, as we have seen, differences in the level 
as well as the rate of progress between the •• great 
powers. "But lor all. practical purposes, .we may consi-
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der the pioneering nations of Eur-Am~rica to be about a 
generation and a half or rather two generations ahead of 
us. It is important to remember that we have begun 
'well, and that the rate of progress being what it is; the 
most objective and hard-headed bu~iness men of Bengal 
:can legitimately believe that it will not be long before we 
.attain tbe level of banking of which any nation may be 
proud. 

The moral is clear. The experienc~ of the U.S.A~ 
and England as well . as Of . France and' Gennany, but 
,especially of Italy and Japan, should be eye-openers to all 
risirignations. It does not take centuries and millen­
niums to become modernized in regard to bank~technique, 
.industrialization or business organization and also to 
make one' s power felt in the world of commerce and 
~culture. 

Incidentally be it remarked that Young Bengal, am­
.bitious ~s she has for some time been to develop capital 
.and industrial . power, should make it a point 
to cultivate acquaintance of the •• younger peoples" 
. .of the modern world especially of Italy and 
Japan and derive inspiration as to the great 
Possibilities that. await her in' the near future. 
This is but another reason why in India to~day it is abso­
lufely necessary for the busiI).eSs men as well as intellec­
tuals' to devote iricreasing attention to the study of . 
Japanese and Italian as well as of French and German 
economic developments and to the promotion of com-

~ . 
mercial and cultural contact with these powers. 

.. ..... ~.. " 

"Bank Func'tiona 'and Bank. MCInage;;'ent . 

Not -many banks under Bengali rilanagement 
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pursue their ClUeer as chiefly "commercial" institutions. 
Very few, if any, "specialise in the financing of buying 
and selling in Calcutta as well as between Calcutta and 
the mofussil. The existing 800 banks of Bengal generally 
call themselves Loan Offices, as we are all aware. To 
a certain extent they serve the function of pawnshops, 
but their main business consists in the advance of money 
against lands and house properties. They belong indeed to 
'the general type of land-mortgage banks. Some of them 
have taken to"- the financing of trade in . a subsidiary 
. capacity . But it is this financing of trade that ought to be 
the primary function of several new banks or old banks 
reconstituted. 

What we need from the banks is a new type of ser­
vice for their field of operations. By the world standard, 
again, it may be pointed out that, functionally speaking •. 
this would be really but the kindergarten stage of com­
mercial banking. The functions of commercial banks 
in Eur-America and Japan, as well as the foreign "ex­
change banks" in this country, exhibit a much higher 
and more complicated range. The buying and selling 
·of bills of all sorts, "acceptances J" .. re-discounts" and 
so forth, belong to a bank language, the very alphabet 
of which we Bengalis have hardly commenced master­
mg. Then there are the more ambitious functions 
of industry-underwriting, speculation in the stock ex­
.change shares, etc., in which modem banks and very 
often new types of banks are specialising. But infants as 
we . are and incapable as wee generally are at. the present 
moment of venturing on these novel services, the esta­
blishment of several commercial. banks is to be eV¥lluated 
as an important landmark in the banking evolution of 
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Bengal from the standpoint of functional growth. These 
are .signs leading one to hope that dozens of commer·: 
cial banks are going to be started in the course of the next 
few years. 

Let us here analyze the balance sheets of some Ger·· 
man banks in order to get an idea of the higher flights of 
which modem banking is capable. They will in any 
case furnish us with good object-lessons in bank. 
management. 

Like other bankS and business concerns of Germany 
in general the Commerz-und-Privat Bank has since the 
stabilization of the currency (1924) strenuously striven 
to reorganize the administration. The reorganization has. 
invariably meant retrenchment and this has resulted in 
(1) a reduction in the number of employees and (2) the. 
installation of machine work replacing thereby human. 
labour. 

Commerz-und-Privaf Bank 

The Commerz-und-Privat Bank had deputed techni­
cal experts to the U.S.A. in order to investigate the 
employment of labour-saving appliances in the offices 
and workshops of that country. The results of 
their research have since been adopted by the authorities. 

In 1925 this bank had to close 16 small branches,. 
and found it necessary to reorganize 59 branches on 
a sound basis. The year began with 10,260 employees. 
but ended with 7,100.29 

The business on the st6cks and securities side was· 

29· ·The reports are published in several numbers oE DaB Ban1c A,,,hio> 
(Berlin), 
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weak during the whole year. Since May the rates have 
been unfavourable. The exchange could feel appreciably 
that the prosperous interest.enjoying class has ceased to 
exist or function in an effective manner. The scarcity of 
investment.seeking capital was a prominent factor in the 
difference between pre·war and post.stabilization times. 

Very few companies were in a position to declare 
dividends. Asa consequence, shareholders, especially 
those to whom the proceeds therefrom constituted a 
source of daily bread and butter. were compelled to sell 
the shares. The number of profitable transactions in 
which the Bank could participate was therefore small. 

The net profit of the Bank was, however, 5,124,540 
M (including 464,635 M carried' forward from 1924). 
This was distributed in the following manner: 

4 p.c. dividend on the share.captal 
(42,OOO,OOOM) M 

Profit.sharing for Directors M 
4 p.c. additional dividend M 
Carried forward M 

1,680,00() 
235,00() 

1,680,00(} 
1,529,540 

M 5,124,54(} 

Dresdner Bank 

The Deutsche Bank and the Disconto.Gesellschaft 
had lower net profits in 1925 than in 1924. But 
the net profit of the Dresdner Bank for 1925 is several 
tho~sand Marks hil5her than -for 1924. 

From bills of exchange and interest, etc. the income 
was 30·7 million M in the place of 33·9 million M i~' 
1924.' Commission accounted for 36·9 million· Mas' 
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against 42'1 million M in 1924. The income from per­
miment shares in banks was 1·2 million M. From other. 
sources the income amounted to 0·443 (0,539 million in 
1924) million M. The total gross profits came down to 
69·5 from 76·7 million M of 1924. 

But on the other hand the expenses came down very 
considerably. The management, pensions and com­
pensations account sank from 61·1 to 55 million M, the 
taxes from 3·9 to 3·7 million M and the costs on furniture, 
installations, building repair and construction from ~'2 
to 2 million M. 

Including the balance of 0,156,000 M carried f9r­
ward from 1924 the balance sheet for 1925 shows a net 
profit of 8·67 million M. This is to be compared. to 8·349 
million M of the previous year. In 1913 the figure was' 
29'3 million M. 

Retrenchment was brought about by the reduction 
in the number of employees. In 1923 there were 24,853 
persons employed by the Dresdner Bank. The number 
was brought down to 11 ,567 in 1924. A further reduc­
tion has placed the figure at 9,484 towards the beginning 
of 1926. It may be observed that in 1913 the employees 
were numbered at 4.700. 

The retrenchment affected the higher officials also, 
their number being reduced to 1065.' In 1924 the staff 
consisted of about 2,000 superior officers. 

Only one branch office was closed during .the year. 
In 1925 there were 94 centres at which the Dresdner had 
its own representative. 

The I dividend was declared at 8 per cent. As .the 
share capital was 78 million M. the amount on dividend 
account for 1925 was 6'7 million M; The portions -avail-
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able for proht-sharing for the Board of Directors accounted 
for 0,252,000, the same as in 1924. 

The Deutsche Bank and the Disconto-Gesellschaft 
failed to contribute anything to the reserve. .But the 
Dresdner placed .1·6 million M in this account as against 
1'4 million M in 1924. The total reserve in 1925 was 
counted at 25 million M. 

The pensions account showed 0'35 in the place of 
O' 3 million M of the previous year. 

The creditors of the Dresdner rose in value from 684 
million M to 1003 million M. The rise is extraordinary, 
especially in view of the fact that of all the great banks 
this is the first to exceed the pre-war limit. In 1913 the 
value of the creditors was figured at 958 million M. 

The value of participation of the Dresdner in busi­
ness enterprises amounted to 11,152,000 M· (cE. 
12,831,000 Min 1924). The permanent participations in 
banks and other credit institutions rose in value from . . 
22'4 to 23·3 million M. The two most important of such 
institutions are the Deutsch-Suedamerikanische (German­
South American Bank) and the Deutsche Orient-Bank. 

The PI'Oehl and Gutmann Co. of Amsterdam is a 
very prominent favourite of the Dresdner. C~ntributions 
to the loans of the Rheinstahl and Vfa (both German 
companies) came from the Dresdner in rich proportions. 
In the establishment of the new Hypothekenbank at 
Danzig and Nederlandshe Credietverzekering 
Maatschappy of Amsterd~m, the Dres:lner likewise 
'played an important part. 
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Disconto-G esellschaft 

For the year:t 925 the Disconto-Gesellschafeo 

~eclared a dividend of TO per cent. This was the rat~ 
for 1924 also. The net profit was "moderate," counted 
at 10,667,000 M, somewhat lower than that for 1924 
(namely, 10,772,000 M). For 1913 the figure was 
25,727,000 M. 

Bills of exchange and interest yielded 25,203,000 
Marks in the place of 25,804,000 M -of 1924. Stocks 
and securities accounted for 1,766,000 M against 
4,918,000 M of 1924 and "pl'ovisi6ns" (commission) 
brought 24,799,000 M compared to 30,827,000 M in 
1924. 

The Disconto-Gesellschaft possessed the total share:>­
~apital of the Nord-I?euts·ehe Bank and the Schaffhausen 
.Bank. The profits of these two institutions brought to 
the D.G. the sum of 1·2 million M, a huge fall from the 
2·5 million M of 1924. 

There were several other banks and credit institu­
tions in which the D.G. was a permanent and prominent 
shareholder. Out of the proceeds from these sources the 
p.G. obtained 2,305,000 M, a phenomenal rise from the 
0,324,000 M of 1924. 

Correspon,ding to the fall in: the incomes there was 
a fall in the total expenses of administration. From 
49,483,000 M of 1924 the figure came down to 
42,498,000 M in ,1925. The sinking of expenses was 
accounted for also by the leduction in profit-sharing as 

30 It has been amalgamated with the Deutsche Bank in 1930 and does 

not at present p08sesa an independent existence. See In/ra. 
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<enjoyed by "proprietors," directors, procurists and 
-employees. 

The lowering of costs on the "personal" side took 
place to the extent of 6 per cent only. The chief factor 
in the reduction came from the side of materials including 
building costs. Some of the centres of work were closed, 
thereby leading to considerable retrenchment. But a very 
important element in the lowering of management ex­
penses was furnished by the introduction and expansion 
of mechanical apparatuses. 

Altogether 14 agencies and "local" centres were 
closed. The year 1926 began therefore with the remain­
ing 83 branches. To this number have to be added the 
27 branches of the Schaffhausen and 4 of the Nord­
Deutsche. 

In 1923 the employees of the D.G. numbered 
17,400. In 1924 the number came down to 8,912. At 
the end of 1925 further reductions brought it down to 
] ,365. The authorities might have still more reduced 
the number of employees but the work of reconstruction 
jn accordance with the requirements of the new gold 
currency and higher price system necessitated an extra 
supply of hands. The rates of salary paid to the officials 
did not indicate however any sinking. 

In 1925 the D.G. purchased shares of the West 
Deutsche Eisenbahngesellschaft (West-German Railway 
Co.). The bank also promoted the establishment of new 
co~panies. One of these ~s the Manganese Concession 
Syndicate (T schiaturi) founded by the American financier 
Harriman with the object of exploiting the manganese 
.resources of the .Caucasus. Another new finn is the 
Zugtelephonic Co. In regard several business concerns 
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the D.C. has contributed to loans and the increase of 
capital. Altogether this item accounts for 19·7 million 
M in the place of 22·6 million M in 1924. 

Three Directions oj Growth 

The balance sheets of German banks exhibit policies. 
and business methods such as lie far beyond the ken of 
the Bengali loan offices. But these latter have filled a 
void in financial Bengal by enabling the middle class men 
to develop their deposit habit on the one hand and the 
landed classes to maintain their solvency on the strength. 
of their land-credit on the other . To what extent, 
however, these inst~tutions are distributing their resources 
along genuinely and in the long run productive channels. 
may not fail to be an appropriate theme for technical dis­
cussion in business circles. 

For the present, that issue may be avoided, especially 
because actual statistics in this regard are not available. 
It is evident, however, that to us in Bengal, not only to 
the business men but also to the students of the theory 
and practice of banking, nothing is more val:uable as a 
discipline in economic statesmanship than the compara­
tive statistics of Ame~ica, England, France and Germany, 
from. say, 1850 to 1875 and that of Italy and Japan be­
tween 1875 an:d 1905. The defects of our banking situa­
tion will be visualized by everybody as soon as one looks 
to the figures of these periods bearing on the great powers: 
It is perfectly clear that num~rcialIy, i.e., in point of bank­
ing facilities, bank capital or deposits per head of the 
population. Bengal has quite a long distance to make up. 
Along this direction the possibilities' of growth are 
.immense. Secondly. in point of bank functions Bengali 
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institutions are just commencing but the A.B.C. of a new 
life. The functional growth 'Will need a long series of 
bold experiments and adventures. There is a third weak~ 
ness in our present condition in addition to these numeri~ 
cal and functional weaknesses, and that is as a rule likely' 
to be ignored by theoreticians as well as by practical men. 
But comparative statistics will not fail to exhibit that defect 
in the Bengali system and suggest a new direction of 
growth as well. 

Eccmomic Units in Banking 

We are speaking of the shortcoming in the business 
organisation, the morphology of banks, their structural 
characteristics. T o~day indeed we 'are getting used to 
joint~stock enterprises, the limited liability principle and 
company management. But there is an important aspect 
of business administration which remains yet to be 
ma'stered by our financial heads. They have to remember 
that there is a limit below which the size of a commercial 
or industrial business as of a land~holding cannot be made 
to go without losing in efficiency. And so far as banks 
are concerned, that limit is pretty high. If" cottage 
industries" have disappeared and have been disappearing 
from the world it is mainly because of this law of limits in 
regard to size. In order to be paying concerns, i.e., 
economically worth while propositions, the undertakings 
must have to be sufficiently large in dimensions. Until 
they reach these dimensions they would fail to be real 
"~conomic units." "Sman holdings" must not be too 

small. 

It is difficult to say exactly what should constitute 

an economic unit in regard to banks under the present 
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financial and economic conditions of Bengal. The 
.Japanese people have introduced a law (1927) to the effect 
that no institution be allowed to enter banking business 
unless it possesses paid~up capital ranging from 500,000 
to 2,000,000 yens. The law of Bulgaria (1930) does not 

..allow any bank to be established in Sofia with capital 
under 30,000,000 lewas (=Rs. 600,000). 

We need not stress this point right now in connection 
with our couJ?try, especially because Japan is in certain 
respects already on the Angl~American level. But in 
this instance as in many others the experience of bank 
.evolution in other lands is instructive. In Europe and 
America as well as in Japan the pressure of circumstances 
has compelled the smaller banks to pool their interest 
and consolidate themselves into larger ones. 31 This con­
centration has enabled them to strengthen their financial 
resources, and along with it augment their capacity to 
;bear risks. Unification, fusion, community of interests, 
merger, cartellization and trustification,~no matter what 
be the name, the world has been growing in the direction 
.of centralised and consolidated capital~structures. The 
larger the amount of capital, the greater the chances of 
.success. This is the verdict of bank~history in the ad~ 
vanced countries of the world during the last two genera~ 
tions. Bank concentration, like large scale production in 
.other lines, has proved to be a technical necessity. And 
to~day, in the name of "rationalization," the movement 
has got a tremendous fillip ,-nay , assumed almost a 

31 See the essay on "Die Ursachen und Wirkungen der Konzentration 

im deutsc:hen Bankwesen" in Schumacher: Weltwirtscha/tliche Studien 

(Leipzig, 1911); Edward: •• How Far will the Bank Merger Movement 

Go r' in the Banlce,s' Magazine, New York, June 1926. 
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revolutionary character . From 1322 institutions in 1920 
the number of Japanese banks went down to 955 in 
1929. In Italy during 1926-30 nearly 450 deposit banks 
have eitheI' liquidated or merged. 

Rationalisation in Bengali Bank.ing 

In Bengal also the banks will have to think of adopt­
ing measures by which they are enabled to improve their 
risk-bearing capacity, undertake greater risks if need be 
and thereby strengthen their positions as economic units 
as well as inspire the increased confidence of the investors 
and business men. They will have to rationalize their 
resources and attempt unifications or consolidations, if 
not of the latest type, at any rate, of the types familiar to 
the world in the third and fourth quarters of the ninteenth 
century. 

Bank-concentration is a subject to which we have been 
inviting the attention of our countrymen since the end of 
1925. One may believe that the exigencies of practical 
.business will compel several groups of our institutions to 
see their way to enlarge their capital by some species of 
pooling, merger, fusion or amalgamation among them­
selves. 32 

In regard to this concentration or consolidation, of 
course, the banks will have to seek the "natural affinities" 
as their partners in the new formations. An outsider, 
whether an "expert" or a "patriot," could hardly suggest 
as to which bank in which district should come to terms 
with this or that institution- in the same district or else-

32 Lewis: •. The Bank Consolidation Movement" in the American 

Banlters' Association Journal (New York) for June •. 1926. 
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where. Concentration is essentially a question of accu­
mulated business experience, the tradition of trade 
transactions and other previous connections. The funda­
mental motive behind it should naturally be the 
enlargement of capital and the strengthened command 
over the financial confidence of the business men. 

The Next Decade 0/ Bengali Banking 

Bengali banks have to advance in number. They 
have to ~dvance in the line of services and functions. 
'And they have to advance in the technique of administra.­
tion, both internal and interbancal. We have an uphill 
work along the entire front of banking enterprise for th~ 
next decade, ~ndeed, for the next quarter of a century. It 
is jn this self-conscious manner, with the full awareness 
of its present-day limitations, that the Bengali people 
should chart its immediate future. 

The objective of Young Bengal is indeed nothing 
short of the highest a<:hievement that the world admits oL 
But we must not practis~· blindness to the stern realities. 
To-day in modern banking we happen to find ourselves,. 
numerically, functionally. as well as morphologically, 
somewhere near the level of world-progress attained by 
.the pioneers of modem industry and commerce, say be­
tween 1848 and 1870. But the youngsters also grow, and 
comparative statistics is nothing but encouraging,. There 
is every reason to look forward to the future in the belief 
that our rate of progress will continue and improve and 
that we shall in the course 'of the next generation or so 
succeed in catching up to the great commercial and indus­
.trial nations or in any case rising close to and marching 
along with them in a respectable capacity. 
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While on this pathway upward an inspiration may 
well be drawn from British banking of the last two 
decades (1905-1926). 

In Jan1}ary 1925 the deposits in the ten clearing banks 
totalled £ 1,693,058,000 while in May 1926 the figure 
was £1,626,909,000. The ten banks are the following: 
(1) Bank of Liverpool, (2) Barclays, (3) Coutts, (4) Glyn 
Mills & Co., (5) Uoyds, (6) Midland, (7) National, (8) 
National Provincial, (9) Westminster, (10) Williams 
Deacons .• 

In January 1925, the ten banks made a total advance 
of £834,818,000. This made up 49·3 per cent of their 
total deposits (£ 1,693,058,000). But in May 1926 
the advances totalled £893,332,000 against 
£1,626,909,000 making a per centage of 54·9. In the 
words of Mr. Beaumont Pease, Chairman of the Uoyds 
Bank, most of these advance were absorbed by legitimate 
business expansion. 

On the basis of 1905 furnishing the 100, the 
deposits, current accounts and note circulation of all 
British banks (including the Bank of England) rose 
to 303 in 1925 (from a total of £925,000,000 to 
£2,803,000,000). 

The amount of cash in hand, call and short notice 
rose during the same period from 100 to 274 per cent 
(from £253,000,000 to £692,000,(00). 

And the rise in the amount of bills discounted, ad­
vances and loans is from 100 to 289 per cent (from 
£573,000,000 to £ 1,656,000,000). 

It is important to observe that. during these 20 years 
the banks followed in the main. the policy of main­
taining between 24 and 30 per cent of the total deposits 
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etc. as cash in hand and at call, etc. In 1905 it was 27 
per cent and in 1925, 25 per cent. 

In regard to discounts, advances, etc. the lowest 
watermark was reached in 1916 when only 46 per cent of 
the deposits was employed for these purposes. In 1907 
it was 63 per cent and in 1925, 59 per cent. 

The total population of Great Britain and Ireland 
(including the Isle of Man with its 60,238 inhabitants) 
was 47,217,987. In 1925 the total assets of the British 
banks made the figure of £3,179,089,259. This gives 
£67-6-6 per head of the population. The tendency in 
recent years is indicated as follows: £66-2-2 in 1922. 
£64-16-2 in 1923, and £66-7-9 in 1924. 

The Act of 1826 permitted the application of joint­
stock principle to banking. In 1825 there were 554 
private houses with 68 branches. In 1924 there were 
only 2 private firms with 2 branches and 13 joint-stock 
institutions possessing 8,080 branches. 

This bird' s eye view furnishes indeed an idea of the 
general lines of growth along which Bengali banks are 
likely to move, should they happen to be destined for 
a career of pro~ty. 

The Central Ban"~ 01 India as an Example lor Young Bengal 

While watching the Himalayan heights of Eur­
America and Japan we Bengalis should not however be 
blind to the fact that for us it is {lot necessary to go outside 
of India in order to cite the story of a banking institution 
on a really large scale. Le~ving aside the branches of 
foreign institutions, the so-called "exchange banks," we 
may refer to the 1 00 per" cent Indian enterprise, the Central. 
Bank of India, which haS" been fun<:tioning since 1912." 
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The dimensions of the Central Bank of India are anything 
but ordinary. The evolution of deposits33 with the 
C. B. I. is exhibited below in qinquennial periods; 

(a) (b) 
1912 Rs. 11,000,000 1917 Rs. 35,747,000 
1913 4,061,000 1918 49,850,000 
1914 3,040,000 1919 95,772,000 
1915 5,030,000 1920 113,625,000 
1916 14,667,000 1921 133,930,000 

(c) (d) 
1922 Rs. 132,200,000 1927 Rs. 155,200,000 
1923 156,900,000 1928 144,00,0000 
1924 138,616,000 1929 126,400,000 
1925 141,567,000 1930 148,000,000 
1926 168,978,000 1931 171 ,336,000 

The ups and downs of the deposit-curve are notice­
able, but all the same we encounter here the experiences. 
of a steady growth upwards. These experiences of two 
decades (1912-31) point as much to the expansion of 
capitalism under Indian auspices· as to the progress in 
industrialization, bank-management and the people's. 
confidence in joint-stock credit. 

Beginning with a staff of thirty, the C.BJ. has on its 
employment rolls to-day something above 1,000 persons. 
In addition to the five branches in Bombay there are 
altogether twenty-one branches in different parts of 
India, of which three are located in Calcutta. The 

• 
33 Figures collected hom the annual balance sheets published by the 

C.B.1. In 1928 the reserve was reduced by Rs. 2.500.000 in order to establish 

a contingency fund for adjusting fluctuations in values of gilt-edged invest­

ments, etc. 
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:scope of •• active •• ·services rendered by this bank to 
the trades and industries of the country can be seen in 
the following figures relating to loans and other 
advances' (i.e., I. Cash credits and demand advances, 
2. Loans and 3. Bills discounted and purchased): 

(a) (b) 
1912 Rs. 8,000,000 1921 Rs. 92,114,000 
1916 lO,OOO,OOO 1922 85,528,000 
1917 26,000,000 1923 113,925,000 

11918 54,000,000 1924 June 100,710,000 
'1919 54,000,000 1925 92,143;000 
'1920 72,000,000 1926 90,871,000 

(c) 
1927 96,979,000 1929 78,341,000 

:1928 98,917,000 1930 69,804,000 
1931 62,270,000 

For' the bankers of Young Bengal it should be instruc­
tive also to note that the C.B.I. made its debut with a 
rather small "paid-up" capital of Rs. 1,000, 000. The 
_growth of capital and reserve as well as the dividend rates 
.may be seen in the following schedule. 

(a) 
Paid-up Capital Reserve Dividend 

Rs. Rs. p.c. 
-1913 1,500,000 100,000 3 
'1914 1,500,000 100,000 nil 
1915 1,500,000 100,000 41 
1916 1,500,000 160,000 61 
1917 2,500,000 300,000 71 
1918 2,500,000 600,000 81 
1919 4,990,000 :1,400,000 11 
-.1920 4,990,000 1,900,000 14 
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(b) 
Paid-up Capital Reserve Dividend 

Rs. Rs. p.c. 

1921 4,990,000 2,500,000 14 
1922 5,000,000 3,000,000 14 
1923 .16,813,200 10,000,000 ·10 
1924 June 16,813,200 10,000,000 10 
1925 16,813,200 10,000,000 10 
.1926 16,813,200 10,000,000 10 

(c) 

Rs. Rs. 

1927 16,813,200 10,000,000 10 
1926 16,813,200 7,500,000 4 
.1929 16,813,200 9,300,000 6 
.1930 16,813,200 8,620,000 6 
.1931 16,8131200 8,820,000 6 

Comparatir;e Bank Management 

Leaving aside the question of dimensions in capitalism 
.as embodied in the size of banks let us go into some other 
details of comparative bank-managment and place the 
-C.B.1. figures in the perspective of big Eur-American 
and Japanese banks. Attention is being invited to one 
item. The proportion of reserve to capital with the 
·C.B.I. was for five years (1923-27) nearly 59'S p.c., and 
i~ recent years it has been 44·6 p.c., 53,3 p.c., S 1'1 p.c', 
52;3' p.c., etc. In Italy, trance, Germany, as well 
as to a ct:rtain extent in Great Britain and Japan the prac­
tice does not appear to be much different from that 
lo11owed by the C.B.I., although uniformity is of course 
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not to be expected. The follpwing schedule gives the 
capital, reserve as well I;\S thJ proportion of the latter t() 
the fottrier in some of the big banks of these countries in 
1929 :~40_< 

Capital 

Lires 

Reserve Proportion.' 

Lires 

I. Banca ·Commerciale Italiana 

2. Credito Italiano 

3. Banco di Roma 

700,000,000 560,000,000 

400,000,000 210,000,000 

200,000,000 SO,OOO,OOll 

Francs Francs 

80%, 
50.2% 

25% 

4. Societe Generale Paris 625,000,000 306,573,000 48.·9% 

5. Banque Nationale de Credit 

Paris 262,500,000 123,356,000 

126,130,000 6. Banque de r Union Parisienne 200,000,000 

7. Deutsche Bank und Disconto 

Gesellschaft 

8. Berliner Handelsgesellschaft 

9. Commerz-und Privat Bank 

Berlin 

10. Dresdner ,Bank 

11. Barclays B, ank, London 

~£ Lloyd. Bank London 

i3. SUt'ilitomo Bank Tokyo 

l4. MitsubisM Bank', Tokyo 

Reichsmarks Reichsmarks 

285,000,000 160,000,000 

28,000,000 15,000,000 

75,000,000 . 40,500,000 

100,000,000 34,000,000 

£. £. 

15,858,217 10,250,000 

15,810,252 10,000,000 

Yens Yens 

SO,OOO,OOO 

62;500,000-

27,040,000 

41,363,000 

46.9% 

63% 

56% 

53.5')(,. 

54% 
34% 

64.6% 

63.2% 

.54% 
66.6%' 

- It may be observed that the 34 p~c. exhibit~d by 
tIi~ Dre~dner: Bank is the minimum legal ie$erv~ fixed. by 
the g9~~rnment in Cermany •. Withoui:g~ing into further 
d~t~il,s :it' is _ dear, that th~' C~B. I . belongs' lothe group' of .. ~. ." . ~ 

)4Eu~~~;a[8ch~'Ban~e'n 1931 !Prague) PP. 33, 36, 39; 4i, 63; 67: 84, ~5:' 
98, 120, '122, 124; 
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the world's big banks which make it a point to observe 
34 to 80 per cent as the proportion of reserve to paid-up 
capital. Bengali banks and bankers should certainly find 
this lesson from comparative bank-administration 
eminently 'instructive. None the less is it appropriate to 
note that certain big banks of the world have been observ­
ing . a cent per cent equality between the reserve 
and the paid-up capital, and that in certain others 
the reserve is more than the paid-up capital. 

Let us cite the following figures from British and 
French experiences of 1930: 35 

Name Capital Reserve Porcentage 
of Reserve 
to Capital 

£ £ 

1. Midland Bank, London 14,248,012 14,248,012 100 

2. Westminster Bank, London 9,320,157 9,320,157 100 

3. National Provincial Bank, 

LOlldori 9,479,416 9,479,416 100 

Francs Francs 

4. Credit Lyonnais, Lyons 408,000,000 800,000,000 196 

5. Co"'ptoir Natbnal d'Escomp:e 

de Paris 400,000,000 430,000,000 107.5 

It is noteworthy that it is to this group of banks­
with reserves equalling or exceeding the paid-up 
capital that a large number of our "cottage banks, " the 
Bengali loan offices, belong. Let us analyze the balance 
sheets of some of these credit institutions and we get the 
figures as follows: 

35 In 1929 the Mitsui Bank of Japan observed 112% as the relation 
between· reserve (67,600,000 yens) and paid up capital 160,000,000 yens). 
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Name arid Year 

1. l~lpaiguri Banking (1928) 

2. Rangpur Loan Office (1929) 

3. Jessore Loan Co. (1929) 

4. Comilla Union Bank (1929) 

.5. Bhawanipur Banking (1929) 

Capital 

Rs. 

50,000 

47,000 

100,000 

40,475 

125,000 

Reserve 

Rs. 

451,000 

278,801 

442,624 

90,000· 

265,551 

Percentage 
of Reserve 
to Capital 

902 

591.5 

442 

'225 

212 

fl. Jessore Union Bank (1929) 100,000 166,202 166 

7. North Bengal BanI,: (1928) 20,000 31,954 160 

In 1928 and 1929 these seven loan offices observed 
. t~e proportion of 160 to 902 p.c. as the reserve in ,relation 
to paid~up capital. The proportion, however, becomes 
lower when the averages of· a large number of these 
Bengali cottage banks are considered. Thus, it is possible 
to assert for ·1929 that 381 loan offices, possessed 
altogether Rs. 8,071,570 as paid~up capital and that their 

. combined reserves -came up to Rs. 5,114,573.36 The pro~ 
portion was thus 63·3 p.c. which is more or less the same 
as that of the Banque de l'Union Parisienne, Lloyds 
Bank, Barclays Bank, etc. but higher than that of the 
Deutsche Bank, Commerz~und Privatbank, , Berliner 
Handelsgesellschaft, Central Bank of India, Credito 
Jtalianq, Societe Generale, ,Banque Nationale de Credit 
ilnd others. 

The C. B. I. by Great Power and the Balkan Standards 

The Central Bank of India's figures Will acquire a 
fresh significance in the light of some Japanese big insti­
tutions. The paid~up capital and reserve of the Mitsui 

36, Reporto! tlte . Bengal rrooi'lcial Ban/ting Enquiry C<1rnmittee 
192')·30, vol. I, p. 209. 
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Bank, the Sumitomo Ban.k and the Mitsubishi Bank are 
indicated below (for the year 1929) : 

Bank· Capital Reserve 

1. Mitsui Yens 60,000,000 Yells 67,653,00~ 

2. Sumitomo " 
50,OCO,OOO " 

27,040,000 
3. Mitsubishi 

" 
62,500,000 " 

41,363,000 

About this time the yen was equivalen.t to nearly 
Re. 1 -4-0. One understands that in capital and reserve,-. 
during the year 1929,-

Mitsui=6.1 C.B.I. 
One of the biggest in Japan is thus more than 6 times 

as strong in capital as the biggest .. Indian." And in 
deposits. 

Mitsui=6.5 c.B.1. 
Let us take one of the biggest Italian institutions. 

We find that in capital-cum-reserve 
Banca Commerciale Italiana=6.9C.B.1. And in 

deposits B.C.I. =8.6 C.B.1. 
We understand. therefore, that although the Mitsui 

is almost equal to the Banca Commerciale Italiana in capi­
tal and reserve the latter commands more deposits than 
the former. Let us take now another big from Japan, the 
Mitsubishi, and compare it with the seco'nd bigge$t of 
Italy, the Credito Italiano. 37 For 1 929 w~ bave the 
following figures in Rupees (@ Yen = Re. 1 -4-0 and 
Re 1 = 7 lires, approximately.in both cases): 

Capital-cum-reserve 

Mitsubishi: Rs. 130;000,000 
Credito Italiano Rs. 87,COO,CCO 

Deposits 

Rs. 750,000,000 
753,000,000 

37·· The figures are to be found in the tables in the ·succeedi;'g sections. 
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" 
While both the Mitsubi~hi ,aIld the Cre9~to Italiano 

are bigger by all means than th~ Central Bank of Indi~, 
the' Itali~n: institution is smaller'than the japanese i~ capi­
t~l but al~ost;equal ~ the 'latter in deposits. We may 
now take a third big i~;titution from Italy as well as from 
Japan. The comparative situation is as follows: 

Capital-tum-reserve Deposits 

Banco di }{oriia: Rs. 35,700,000 Rs. 293,000,000 
Sumitomo "96,200,000,,, 547.l)QQ,POO 

" The Sum,itomo is much 'bigger than the Banco di 
Roma both in capital and deposits. And of course both 
are much too high for the Central Bank of India. 

These comparisons enabl~ us to notice incidentally 
tI!at so far as single institutions, especially of the highest 
category, are concerned. japan and Italy are practically 
~t a par. But how do ,they stand ,in comparison with 
Germany? 

In capital-cum-reserve 
Deutsche Bank und Disconto Gesellschaft 

=25·6 Central Bank of India 
= 4,) Mitsui 
= 3·7 Banca Commerciale Italiana 

And in deposits 
Qeutsche Bank und Disconto Gesellschaft 

=56·3 Central Bank of India 
= 8·6 Mitsui 
'=, 6:5 Banca C9,mmerciale Italiana 

The Deutsche Bank should therefore appear to be 
~s ~wiideringly big to the biggest japanese and Italian 
institutions as these latter appear to the biggest •• Jndian" 
'b~nk~ , L~tusnow take Great Britain. In capital pow~r 
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Midland Bank 

= 13Cent{al Bank of ln~a 
= 2·26 Mitsui 
- 2 Banca Commerciale : -, ." -' . -

= O· 54 Deutsche Bank und Disc<?!lto Gesell-
schaft. 

And in deposi~ 

Midland Bank 
= 40· 3 Central Bank of India 
= 6·1 Mitsui 
= 4-6 Banca Commerciale Italiana 
= 0·7 r Deutsche Bank und Disconto Gesell .. 

schaft. 

It is clear that after amalgamation with the Disconto 
Gesellschaft the Deutsche Bank has attained an enviable 
position even from the angle of vision of the Midland 
Bank. It is only when the Midland be amaigamated with 
the Barclays. which is virtually its equal in every respect. 
that the combined resources would manage to exceed 
those of the Deutsche-Disconto. 

Let us now try to size the Central Bank of India up by 
the French standard and see how the biggest bank of 
France stands in relation to some other big banks of the 
world. . 

In capital power 

Societe-Generale = 4 Central Bank of India • 
= 0·65 Mitsui 
= 0·.57 Banca CoJD.merciale 
=0·27 Midl~d Bank . 
= 0·15 Deutsche Bank 
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And in deposits 

Societe-Generale 
= 10·3 Central Bank of India 
- 1'5 Mitsui 
- 1·1 Banca Commerciale Italiana 
- 0·25 Midland Bank 
- 0·18 Deutsche Bank 

The Societe Generale is inferior to the two institutions 
of Japan and Italy in capital but slightly superior in 
deposits. On the whole it may be taken to be at a par with 
the Mitsui and the Banca Commerciale. This equation 
establishes automatically its relations in regara to the 
British and the German institutions considered here. It 
is almost a quarter of the Midland and about a sixth or 
seventh of the Deutsche Bank in capital. If we exclude 
the Credit Lyonnais which, cilthough higher than the 
Societe Generale in capital and reserve, is yet equal to it 
in deposits, the second biggest from France, the Comptoir 
National d 'Escompte, is naturally much inferior to all 
these big banks of Germany and England. Altogether, 
France is likely to be tre~ted as second-grade in banking 
by the British and especially by the German standarq of 
to-day." 

. yp -till now we have been trying to understand the 
C.B.I in the light of the great powers, industrial and poli­
tical. Let us now measure it by the Balkan standard." 
We get the following equations: 

. . 
38 For 1929 the following curr~ncy equivalents have been taken for 

calculations in round numbers: Re. 1 = 7 !ires = 9 francs (French) 

=1.50 Reichsmarks: £I;"'R •• 13·8.0; Yen 1= Re. 1-4.0; 

'9 Re. 1=3 zloties = 2() dinars = 27 drachmae = 50 lewa. = 60 leis. 
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In Capital 

C.B.!. 

= 8 Powsz,chny Bank 

Zwiazkowy of Warsaw 

= 5.2 Bank Dysk"ntowy of 

Warsaw 

In Deposits 

C.B.1. 

= 3 5 Powszeehny Bank Zwiar­

kowy 

= 3.15' Bank Dyslcontowy 

= 3.2 Bank Handlowy of Warsaw = 2. 3 Bank Handlowy 

= 4 Banca Comereiala Romana = 2. 3 Banca Comerciala 

of Bucharest Romana 

= 3.9 Jugoslavian Bank of Agram = 3 }ugoslavian Bank 

= 15.3 Banque Bu\gare de Com- = 12. 6 Banque Bu\gare de Com-

merce of Sofia merce 

= 1.4 Powszechny Bank Kredy- 1.26 Pow8%eehny Bank Kredy-

towy oE Warsaw 

= 2.1 Jugoslavian Union Bank 

of Agram 

= 8.1 Banque Franco-BeIge Bal­

canique of Sofia 

towy 

I. 9 Jugoslavian Union Bank 

= 7. 3 Banque Franco-BeIge 

= 2.3 Banca de Credit Roman of = 2. 5 Banes de Credit Roman 

Bucharest 

1.6 Banque Commereiale 

de Grece. 

= 3. 6 Banque Commereiale de 

Grece. 

It is clear that none of the biggest banks of Poland~ 
Jugoslavia, Rumania, Bulgaria or Greece can stand com~ 
parison with the Central Bank of India. Of those "Bal~ 
kan" institutions which can be regarded as the nearest 
in dimensions to the C.B.1. the Bank Kredytowy of War~ 
saw is under the control of France through the Banque des 
Pays de l' Europe Centrale of Paris, and the Banque 
Commerciale de Grece under that of England through the 
Commercial Bank of the Near East, while the Jugoslavian 
Un.ion Bank of Ag!am is c;ontrolled not only by a great 
power, e.g. England, through the Anglo~lnternational 
Bank but also by Austria, Hungary and others. as we have 
observed in a previous connection. 



Name 

1. North Bengal Bank (1928) 
2. Bogra Loan Office 
3. Khulna Loan Co. (1925) 
4. Dresdner Bank, Berlin 
5. National Provincial Bank, 

London 
(>. We3tminster 'Bank, London 

7. Faridpur Bank (1928) 
8. Midland Bank, London 
9. Commerz-und Privat Bank, 

Berlin 
10. Lloyds Bank, London 
II. Banque Nationale de Credit 
12. Barclays Bank, London 
13. Societe Generale, Paris 
14. Rajsahi Banking and Trad­

ing Corporation (1926) 
15. Powszechny Bank Zwiaz­

kowy, Warsaw 
16. jalpaiguri Banking and 

Trading Corporation 
17. Comptoir National d'Es­

compte de Paris 
18. Deutsche Bank und Disconto 

Gese!lschaft, Berlin 
19. Comilla Union Bank 
20. Berliner Handelsgesell­

schaft, Berlin 

21. Credit Lyor.nais, Lyons 
22. jessore Loan Company 
23. Credito Italiano, Genoa 
24. Sumitomo Bank, Tokyo 
25. Banca Comerciala Rom-

ana, Bucharest 
26 Banco di Roma, Rome 
27. Bank Oyskcntowy, Warsaw 
28. Rangpllr Loan Office 
29. Bhawanipur Banking Cor-

poration 
30. Bank HancHowy, Warsaw 
31. Bengal Central Bank 
3~. Banque de J'Union Pari­

sienne Paris 
33. jugoslavian Bank, Agram 
34. Banca Commerciale Italiana, 

Milan 
35. Banqueo Bulgare de Com­

merce, Sofia.~ 
36. Co-operative Hindusthan 

Bank (1918) 
37. Banque de Paris 
38. Mitsubishi Bank, Tokyo 
39. Powszechny Bank Kredy­

towy, Warsaw 
40. jugoslavian Union Bank 
41. Banque Franco-Beige et 

Balcanique, Sa6a 
42. Mitsui Bank, Tokyo 
43. Total of 382 Loan Offices in 

Bengal 
44. T olal 'of 29 Banks in Gteece 

45. Central Bank of India 
46. Banca Romaneasea, Buch­

arest 
47. Banca de Credil Roman, 

Bucharest 
48. General jugoslavian Bank­

verein, Belgrade 
49. Bank Zachodny, Wartaw 
50. Banque Commereiale de 

Grece 
51. Average of 317 jugo.lavian 

banks ·in the ~Igrade 
region 

GRoup I 

Capital and 
Reserve 

Rs 
RE. 
Rs. 

RM. 

£ 
f, 

52,000 
100,000 
70,000 

134,000,000 

18,958,832 
18,640,314 

GROUP II 

RR 72,000 
£ 26,865,936 

RM. 115,500,000 
£ 25,810,252 

Fr. 386,000,000 
£ 26,108,217 

Fr. 931,000,000 

Rs. 81,000 

Zl. 10,000,000 

Rs. 500,000 

Fr. 830,000,000 

RM. 445,000,000 
Rs. 130,000 

RM 43,000,000 

GROUP III 

Fr. 1,20'1,000,000 
Rs, 543,000 

Lires 610,000,000 
YeM 77,040,000 

Leis 
Lires 

Zloties 
Rs. 

Rs. 
Zloties 

Ra. 
Fr. 

388,000,000 
250,000,000 
15,000,000 

326,000 

390,000 
25,000,000 

259,000 
224,000,000 
• 

134,000,000 

Lires 1,260,000,000 

Levas 85,000,000 

R~. 254,000 
Fr. 570,000,000 

Yens 103,863,000 

Zloties 55,000,000 
Dinars 240,000,000 

LevaR 161.000.000 
Yens 127.653,000 

Rs. 13,186,143 
Dr. 2,651,000,000 

GROUP IV 

Rs. 26,100,000 

Leis 571.000.000 

Leis 714.000,000 

Deposits 

Rs 1,192.000 
Rs 2,139.000 
Rs_ 1.467,000 

RM. 2,275.MO,ooO 

£ 290,310,253 
£ 285.160 .. 310 

Rs. 1,014,000 
f 376,703, J9:1 

RM 1.585.650.000 
£ 351,644.964 

Fr. 5.215.000.000" 
f 337,439.213 

Fr. 11.738.000,000 

Rs. 934,000 

Zl 109.000.000 

Rs, 5.461.000 

Fr. 8,956,000.000 

RM. 4,728,640,000 
Rs. 1,337.000 

RM. 436.440.000 

Fr. 11.415.000.000 
Rs 4,987,000 

Lires 5.270.000,000 
Yen_ ~62,681.000 

.... eis 3,222.000,000 
Lires 2.050.000.000 

ZI. 121,000,000 
Ks, 2,450.000 

Rs. 2,961,000 
Zl 165,000.000 
Rs. 1,623.000 
Fr. 1.406,000.000 

Di. 825,000,000 

Lir!'!s 7,675,000,000 

Levas 516.000.000 

Rs. 1.498.000 
Fr. 3.2M,ooO,OOo. 

Yens 599,702.000 

Zl. 299,000,000 
Di. 1,287.000,000 

Levas 855.000.000 
Yens 660.374,000 

Rs. 66,061,632 
Dr. 13 ,322,000,000 

Rs. 116,4'l0,OOll 

Le:s 2,672.000,000 

Le;s 2,975,000.000 

Dinars 
Zloties 

125.000,000 Dinal~ 359,000,000 
13,000,000 ZI. 32.000,000 

Drs. 423,000,000' Dr. 913,000,000 

Dinars 7,500,000 / Di. 12,400,000 

Coefficient 

23.0 
21.3 
20.0 
16.9 

15.5 
15.2 

14.0 
14.0 

13.7 • 
13.6 
13.5 
12.8 
12.6 

11.5 

10.9 

10.9 

10.7 

10.6 
10.2 

10.1 

<).4 
9.1 
8.6 
8.6 

8.1 
8.2 
B.O 
7.5 

7.5 
6.6 
6.2 
6.2 

0.1 

6.0 

6.0 

5.8 
5.7 
5.7 

5.4 
5.3 

5.3 
5.1 

5.0 
5.0 

4.8 

4.7 

4.1 

2.8 
2.4 

2.1 

1.6 
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We have taken some of the more important bank­
ing instit~tions of several countries in Europe and Japan. 
Four of these countries are •• great" powers in politics, 
nam~ly, England, France, Germany and Italy, of whom 
two (namely England and Germany) are undoubtedly 
industrially great powers, and the others including Pola~d 
may be said -to belong to, the .. Balkan complex." 
Besides, there are three big banks of Japan. How does 
the administration of the Bengali cottage-banks fare in 
comparison with that of the banks in these countries from 
Japan to Great Britain ~ 

We notice that the first group contains banks such as 
belong to two powers which are •• great" both politically 
and industrially as well as to Bengal. Nay, the Bengali 
loan offices top the list so far as the co-efficient of. deposits 
in relation to capital-cum-reserve is concerned. 
Extremes have met,-Bengal rubbing shoulders with 
Britain and Germany in banking practice. The 
differences in the values at stake are immense. While 
the Bengali banks deal in barely a million or two Rupees, 
the Dresdner deals in two milliard Reichsmarks and the 
two London banks in nearly three hundred million 
pounds sterling. And yet in regard to the co-efficient 
in question they have obsen"ed the same principle. 
Should the high co-efficient (15 to 23 times) indicate, 
!irst, the presence of a high confidence of the people a~ de­
positors in the credit institutions of their neighbourhood, 
o~ secondly, ~he existence of a sound tact and experience 
of .. the bank managers • and directors in· regard t~, 
~heinvestment of .their Junds, the men of ,North)3e~al 
,and Khulna will have to be treated as moving ab~ea~t,.pf 
their colleagues "on the moon," the gentle-
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men who are running the Dresdner and the W est~ 
minster etc. 

The' second group contains fourteen names. nine 
of which .are world-renowned as the biggest in the bank.; 
ing sphere. namely. the Midland. 'the' Lloyds. and the 
Barclays of England. the Commerz-und-Privat. the 
Deutsche-Disconto. arid the Berlinflr of Germany. as well 
as the Banque Natiomile de Credit. the Societe Generale 
and the Comptoir National of France. It is to be observ~ 
ed that none of the big banks of Italy are to be found 
in this group. But on the other hand. as peers of the 
world's big nine we have four pigmy institutions from 
Bengal. the Faridpur. the Rajsahi.' the jalpaiguri. and 
the Comilla. as well as the Zwaizkowy of Loland. which 
although somewhat substantial by the side of the Bengali 
institutions is nothing but a petty affair in the company 
of the Anglo-German-French banks. Even under 
diverse conditions of. in.dustrial and financial 'structure 
the Pole (under foreign guidance) and the Bengali 
(independentiy) have- been observing the 'same principle. 
of bank-management (in regard to deposits) as the three 
great pioneers of modern banking. -

It is in the third group 'with co-efficient from 5 to 10 
that the Italian banks first appear. Italy's big three. 
namely. the Credito Italiano. the Banco di Roma. and, 
the BancaCommercialeltaliana. are all to be found' 
here. France and japan arc each represented by three'. 
Of the remaining thirteen institutions in this' group eight 
come· from Poland. Rumani.,.' j ugoslava and Bulgaria ~ 

, and Bengal is represented by five. namely. the jessore~ 
the Rangpur.. the Bhawanipur. the Bengal Central 
and-the Co-operative Hindusthan.The· most notice:.. 
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able feature is furnished . by the . item that the 
co-efficient in regard to the total of 382 loan 
offices of Bengal, namely 5'0, is the same as that 
of 29 banks in Greece. If the co-efficient 5 be taken to 
be low enough to be "safe" from the standpoint of de­
positors the general level of bank management may be 
regarded as marked by prudence and cautiousness; for 
not more than altogether nine loan offices have exceeded 
this limit. It is to be noted also that the Central Bank 
of India which for 1929 happens to have somewhat under 
5,.precisely 4'8, as the co-efficient, has as a rule very often 
had something . above 5 and thus belongs in bank~ 
administration to the same. group a~ the average Bengali 
loan office and average Greek bank. But all the same, 
the premier •• Indian" bank appears to be' more modest 
and cautious than its Italian colleagues, namely. the 
Commerciale and the Credito. Statistically, it is not 
possible to describe Bengali or other . Indian banking as 
rash or reckless in so far as deposit-seeking is concerned. 

Altogether, it is clear that the deposit policy of. 
Bengali loan offices makes them akin to the credit institu­
tions of the most diverse groups of nations. It is very 
doubtful if on the basis of statistical experience one can 
hit upon any range of co-efficients as the ideally best for 
this or that bank or this or that group of economic regions. 
By the world-standard in bank-administration the 
managers and directors of Bengali cottage banks have 
been acquitting themselves fairly well. As a rule,. they 
h~v~ succeeded in avoiding the mania of deposit-nunting 
bey~nd the limits of reasonable busi~ess expectancy.,' 
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TIu: Meaning or India', Banking-Equation. 

It has become dear in the foregoing examinations 
.that in point of per capita bank wealth the Italian and 
Japanese co-efficients of t?-day are much nearer to the 
'Indian (and of course Bengali) co-efficients than are the 
Anglo-American or German {and French) co-efficients., 
Chronologically, also, the distance or'India (and naturally 
of Bengal) from Italy and Japan in regard to banking 
progress is much shorter than that from the four other 
great powers. Amon.g these foui, again, the t~io,~the 
U.S.A., Great Britain and Germany.-i~ too high for 
India from the ~t~mdpoint 'of per, capita developments 
in bank capitalism' '~d bank management, and therefore 
too far ahead C?f India in point of time. Consequently, 
the American, British and German experiences of today 
can by no means stand as examples f~r emulation by 
Bengali bank promoters or directors. It is the methods 
and. attainments of the Anglo-American-German bank­
in,g worla of some sixty or seventy years ago, that the 
Ben.galisrof to-day would be in a position to follow intelli­
gently' and ,assimi.1ate. Si~ilarly~ 'if is the Japanese­
Italia~ bank-coefficients.of some thirty years ago which 
might without much difficulty be approached by the 
~ver~ge Indian bank stalwarts of to-day. Perhaps the 
only countries of the world whose banking conditions are 
almost similar to those of Bengal and, generally speak­
Ing', of "ndia are the Balkan states, Eastern Europe, 
Russia, s~~e of the Lati~<American republics and so 
on. 'tont~niporary German experiments in the technique 
and' org~niz'~tiori of ban~ing can furnish but mspiring 
stimulus to Bengali bank managers but hardly any prac-



THE BANK CAPITALISM OF YOUNG BENGAL 159' 

tical hints except in solitary instances. It IS only In Italy 
and Japan,' if at all, among' the great powers, 
or. rather in Bulgaria and Poland that Bengalis 
and other Indians' can find items of bank practice and 
theory such as may be immediately adopted in their own 
spheres, should it be necessary at times to learri some­
thing of foreign experience. 40 

It is not possible for want of adequate statistical in­
formation to furnish such details as might satisfy the 

'requirements of mathematically exact banking-equations 
between India and the other countries. n But the following­
identities ~r parities are being established tentatively with 
a view to 'introduce some amount of precision in regard 
to the'capitalistic developments of nations: 

1. India (1932) = Gerinany (1860-1870) 

2. India (1932)=ltaly (1900-05) 
= Japan (1900-05) 

3. India (1932)=Balkan Complex (1925-32). 

These three equations indicate three different groups, 
of economic regions based on the grade of bank develop-

40 The latest figures r~lating to all American banks may be seen in 

liederal Re ..... .,e Balletin for May 1932. p. 297; and to the joint-stock banks 

of England IIndWabs. Scotland and -Ireland in the Economist (London) for 

May 14. 1932. Banking Supplement. pp. 18-19, 
41 These equations between India on the one side and Germany. France 

and England on the- other have been dealt with at some length on the 

basis of eeonomi~ development along diverse fronts in Sarkar: •• Die En­

twicldung und weltwirtllChaftliche Bedeutung des modernen Indien" in 

Indie'n in der modemen WeltwirfscUjt and Weltpolitilt (Stuttgart. 1931): 
For the railway.equations see the n~xt chapter. where. from the Dature of 

the case. the statistics will be found to be precijle. exhaustive and com-, 
parable. -I 
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:ment. We are helped also, to visualize 1ndia~s' 
~pproximate chronological relations with th~ ~iverse 

;groups, In regard to certain countries she is good two 
~generations behind, in regard to certain others' she 
is 'nearly one generation behind, while in regard to oth~r 
countries there is hardly anything to choose .between 

them and herself . 
While introducing the concept of qualitative or 

.chronological. equations on a quantitative basis in order 

.to find. out. which economic regions or which econ<?mic 
stages happen to be more or less alike in regard to bank­
ing we have to be particularly careful in regard to the 
interp~etation of such phenomena, especially in so far as 
.the economic and· other efficiency of peoples is con­
.cemed. In the first piace, it is obvious . that almost 
_invariably it iSI difficult to obtain strictly comparable data 
from the different regions -or epochs. The credit institu­
tions for which the figures for deposit are available in 
.one instance may not be identical in scope and function 
With those for which the figures are available in another. 
The absence of uniformity leads naturally to errors in re- . 
gard to the entire c;:omplex. 

: In the second place, wherever money is the category 
_in terms of which these economic equalities are sought to 
be established the difficulties of obtaining genuine efIici­
.ency-equations should be considered to be enormous. 
The hrst difficulty is obvious. It consists in the diversity 
.of currencies. They may indeed be brought down to a 
common denominator, nam~ly, the Rupee, the franc, 
the £; 'the doUcir·or even the gold ~sis. But, then, the 
.same ~rriou~t rif gold in two ec~nomic regions ~r epochs . 
Joes not. mean the same amount ·of economic ~oods and 
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services or same kind aJ;).d degree of welfare or efficiency. 
Hence- although there be a gold~equality there 
may not exist a real economic equation. This indeed is 
the fundamental problem of price-variations from regi.pn 
to region and from epoch to epoch. The deposit of, say, 
Rs. 10 per head of population in India and Japan ox: Italy 
or Poland may thus stand for altogether very varied econ­
-omic values. And, therefore, supposing that the figures 
from the British and the Italian sides are strictly compar­
able, it would be extremely unscientific to hold that, man 
for man the English people is, say, 40'2 times as efficient, 
happy or even" rich" as the Italian people (pp. 119, 
123). 

The question of price-levels, standards of living and 
welfare, material and moral efficiency introduces a second 
complication which is none the less to be carefully watch­
ed while establishing the banking equations of nations on 
a monetary basis. Americans and Italians live on two 
different price and wage levels. So do the English and 
the Italians. This diversity of life-levels is indeed the 
very first objective fact· that emerges on an international 
examination of the food, clQthing,. shelter and cultural 
requirements of the diverse peoples of the world. An~ 
this diversity is no less tremendous among the politically 
great powers than between them and the second class or 
third class nations . From this standpoint it is almost in­
conceivable that the national wealth of Italy would ever in­
-crease so much that the Italian people, man for man, may 
catch up to the American coefficient of Rs. 133 as bank 
-deposits. The Italian dePosits per head have been rising 
for some time and are likely also to rise in the future. l3ut 
the chronological distance -- between the ltaliat:\ and the 

I I 
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Ant~can ci>rth,,' Italian.and the British coefficients i~' 
hardiy ever likely to be covered even with Her~eari. 
effort! on ,the part of dozens of Mussolinis. It is quite 
possible therefore that the Italian people should always . 
remain in· terms of per capita bank deposit it long time" 
say, a generation or so backward in comparison with the 
U .S.Ii., and Britain or Germany, and y~ this chronol~g­
ical backwardness tnay not mean very' much in terms of 
econotnic and social as weli as p.>litical and military effi.. 
ciem:y, pr~atically considered. Italy may 'long con. 
tinueto function as a "great power" although her banking. 
and general industrial wealth remains all'the time very . 
low by the American-British or French-German standard. 
, All these considerations will have to weigh heavy 
while examining and evaluat~g the economic equations 
of Bengal (and other pa~ of India) as wen as the Balkan 
cOmplex, Russia and other countries where the standard 
of living is known to be low, and where wages, prices 
and other econotnic categories move on modest monetary 
'Scales. The equations of comparative industrialism or 
capitalism must not be invariably treated as identical with 
the equations of economic or other ... efficiency. .. It is sub.. 
ject to the limitations of this fundamental distinction be­
tween econotnic equations and efficiency-equations that 
comparative ,studies ~ll always have to be carried on in 
applied :econ~tnics,::"'no matter whether the subject of 
discusSion be railway, insurance orhanking. 

'The BGn~ GAd M8dem Economy in InJia 

The banking-equations. eSpecially those hearing, on 
chtonOlagical distance. possess a dynamic signilicance 
-with reference to the problems of economicatatesmanship. 
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Jor India. 'We are forced to understand that banking as a 
category of "modern" economy is not yet well estab­
lished in India. Like modern industry and commerce, 
modern' banking also has but just commenced its career 
of conquest among the Bengalis and other Indians. It is, 
then, as a limb of the larger socio-economic transformation 
that we have to approach the problem of modern credit 

. institutions. The full-fledged "banker" continues still 
to be as novel a person in the societal structure of Bengal 
and other parts of India as he was in France and Germany 
about 1848-1875 or in Italy and Japan about 1875-1900. 
And technically speaking, the banking business will have 
to pass through the same types of difficulties in our 
country as in those which a generation or two ago 
possessed more or less the same social institutions as our­
selves but which to-day are marked by ljgh co-efficients 
in banking, industry, commerce and what not. 

Modern banking has with us as with all semi­
industrialized and mediaevally-structured peoples its'most 
formidable rival in the traditional money-lending business 
of the mahaians and banias and to a certain extent also 
of the Zemindars (landholders). Those who have 
fluid capital are used to invest it in personal 
loans to ryots, householders and other persons 
10 need. Money-lending has in every country 
been for a long time one of the most profitable 
and economically very fruitful fields of investment. India 
is not an exception in this respect. It is by competing 
with' this traditional investmellt method that the pioneers 
of modern industry and commerce, say, in Germany and 
France, have bee~ able gradually to establish the new 
institutions of credit. India today finds herself in exactly 
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'or more or less the same position, viz. that of new meth­
ods of investment in competition with the old. The 
<fundameptal problem with us to-day as with others' in the 
"past is the banker vs. the moneylender. This 'indeed 
<is the universal sociology of modem banking. 

Moneylending has to become less and less profitable 
: and more and more risky iri order that 'banking may be­
'come more and more popular and less and less novel. 
'This is another way of saying that the rate of interest has 
'to fall, say, from decade to decade, in order that monied 
'classes may be tempted to think of giving up the' old 
investment methods and taking interest in' modern bank­

''ing. To the extent that banking has made some headway, 
'it is to be presumed that investors have found the rates of 
'interest obtained bymoneylertding not so attract~ve as 
'before. The faIt in the rate of interest may be taken as an 
index to the growth of modem banking. 

But all the same, morieylending ,as a profession is 
hardly likely to disappear. 'The moneylenders have dis­
charged a very useful function in the economic organi­
zation of our country as of other countries. And as in 
',other couritries, in India also SOllle of the prominent 
moneylenders of to-day are likely to grow qnto' what are 
called "iridiVli.dual bankers" or "private bankers." They 
'may not establish i~int-stock or limited liability banks, 
U:or perhaps would they often 'care to go i~to partnerships 
'with their peers. But'many of them will know how to 
modernize their tactics and function as integral: parts of 
the "organized" money market. And in 'this regaid~, 
they bid fair to be looked upon as very ,honourable alIi~ 
'of "institutional" bariki~g. Besides, it is very likely' thai 
'some of th~·more adventurous and ri~kyfurictiori& of the 
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l:>anking b~sipess, namely, "industria! bank~ng':strictly 
so called, are waiting to be tackled ~n India as elsewhere 
~y these moneylenders as "individ!1al bankers." (See 
the section on the morphology of bank-capi~alism in 
france, supra. p.116). 

There is another feature of semi-medieval ,and half .. 
modernized societies to which attention has now to b~ 
invited because it is in this that modern banking encoun .. 

• ., t • 

ters a tremendous handicap to natural growth. The 
handicap.which ex~sts to-day}n Indian business ~rg~niza,.~ 
tion existed among the .. traders and artisans of other 
~o~ntries •. ~uring theninete~nth century.' W~ are 
speaking of ~h~ absence of bills and co~mercial papers. 
Our business people .are not yet used to handling them in 
a regular manner or on a large scale. The "'cash habit" 
~r the "money order" or the "value payable" system 
~ontinues still in India t09ay to be as powerf~l as it was 
long ago in the other countries. which have now consider­
~bly shaken it off. Uniess our people,learn to c~nsider bm~ 
rep~esen.ting goods bought, sold, shipped,-in transit or 
j~ war~h~~~e,--:-to be valuable i~struments of ~xch~nge, 
'jt i~ ~~tremely difficult . for moder~. banklIlg. to grow. '. . 
, The' phrase "banking habit" does not'mean simply 

,depos'iting mon~y. in a credit instituti~;n for a short; o~ a 
J~r'tg term and'reaming to issue cheques onjt for purpOseS 
!>f'making payment. The 1!l9st 'In;tPort~n:t .Item i~ the 
,~"bank~ng ~abit" is, to be found In the transactions in the 
hill&, discounting,of.i:>ills ... etc. In othe~ words .. as soC?z{'~s 
we get beyond thec~eq~e hallit, which is to be ~on~~q~re~ 
~ut'a f¥.ipqergar~en aspyct iJ;l m~den~'q"editl ,~e:a!~ fa<:e'.t~ 
face with the propositIon that "banking habit" implies 
fundamentally the "bill habit." ' - - ' ',- ,) 
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The origins of modem banking are associated in 
France md Germany as elsewhere with the gradual dis­
appearance of the cash habit and· its replacement by the 
bill habit. At the present stage o.f India' s economic devel­
opments perhaps it should be possible to promote the 
bill discounting habit and to create a regular bill market 
here and there and everywhere through the efforts of the 
legislature as well as vf private commercial houses, 
chambers of commerce, industrial associations etc. The 
simplest and easiest form of these bills will naturally be 
the documents representing goods shipped from hazar to 
hazar. The system will automatically involve the estab­
lishment of warehouses, goods offices and allied insti­
tutions as regular links. For the present the question of 
industrial bills- is perhaps likely to be premature. And 
although agricultural bills might be considered to be 
risky, a move might be made through the co-operative 
societies in order to create and popularize instruments 
representing raw produce as well as landed properties. 

. In the interest of promoting the bill habit and estab­
lishing the discount market the government win have to 
create facilities for the speedy transfer of mortgages and 
mobilization of resources. Our peasants, artisans and 
fu.~rchants,-all can and have to be educated up to the 
handling of documents of modem credit. . The law t;an 
help them to a certain extent. Individual firms of sub­
stantial importance can pioneer the movement to a great 
ixtent. And finally, the organized associations of • 
bierchants, industrialists and cultivators ought to Cal'ly 

on propaganda in behalf of modem methods of business 
organization. 



l'be Railway Industry and Commerc,e .of India 
in International Railway Statistics 

The railways constitute the greatest single industry 
~f India. From something above 633,000 in 1913~14 the 
-employment roll of this transportation system has expand­
ed to 741,860 in 1925-26, 772,563 in 1926-27 and a little 
above 800,000 in 1927-28. For 1926 the number was 
more than that of all the employees in the cotton 
,(384, 082), jute (333, 659) and woollen (8,748) mills put 
together. In 1927-28 the amount of capital at charge on 
.all the railway lines rose to Rs. 8,228,625,000 from 
Rs. 7,886,666,000 in 1926-27. A comparative estimate 
·of the paid-up capital in a number of joint-stock 
enterprises in India will serve to place the railways in the 
proper financial perspective. In regard to 1926-27 the 
. following figures may be offered: 

·1. Railwaysl 

2. 306 cotton milIs (excluding 
34 mills for which figures 
are not available) 

• 

Rs. . 7 ;886,666,000 

460,391,000 

I ~t March! 1931, the total capital at charge on all railways .includ-
ing tho~ under· coMa.oUction amounted to Rs:. 8,698,100,000. See the 

Report of tlaeRtrilway Botud on Indian Rtail"'tIl/a for 1930-31. vol. I. 
(Calcutta 1932). p. 24. 
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3. 101 mining and quarrying companies 
(excluding gold mining) 299,094,000 

4. 87 jute mills (excluding 6 mills 
for which figures are not 
available) 

5. 233 coal mines 
6. 24 weoiJeri,:, 'Silk and he'ilip 'mills'::'~ 

234,822,OO() 
. 119,676,000 

': ~'; .. ::30,348.000-

One cail :oeaslly '-eg"tifuate :tlie', Unportance of railways 
in Indi~n.ec<?nomy from the a~ve table. And one will 

'be ·~~ij>~i~e(rwhe~· (me gathers from the Statistical .,4b­
'~tratt-£or\~ritishIridia (19T7~ 1927) that the total paid~up 
'~ap~taI:- of' the 5,535 joint~stock companies registered in 
'-British, India and Indian states (excluding private com­
panies as well as joint~stock compan.ies registered else­
. where, th~ in . India but workil~g in British .India) was 
;Rs 2,764,318,000. And this made up but 35 p.c. of the 
"total capital ~nvested in railways during the same 
'year . 

. ' In~eed, India is one of the' greatest railway powers 
:of th~ world. lndia' s railway mileage is more extensive 
~hail that of Australia and even than that of the entire' 
~African continent. -India poss~ses. 45.7p.c. of the total 
railways in Asia. And in absolufefigures she is sur­
!-passed only by two countries, namely, Canada and the 
lJ.S:A. f~ the ;~il~ay scale of nations ,as at'1925 India.'s 
place will be clear fr(>m-the follimini'classifi-cation in 
three gro'Qps according "to the" 'length of kilometres 
11 kiri= 5/8 mile}: 

Ie 
~~~ntries: ,~itii r:oute~m.iZeage_' !ibo,oe' 56.000 ,km 
I,.!" U.S.A. ' ', .• , :-.403,78> 
2. Canada .. ~< .~. 64·,523-
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3. India 
4. Germany 
5. . Russia in E:urope 
6. France 

., .. 

u 

.. ,.- 62.074 
58;J56 
57.516 
53.561 

Countries with route-milecigeabooe· 20.0'0'0' k'!l· 
1. 
2. 
3. 
4. 
5. 
6. 

Australia 
Argentina 
Great Britain 
Brazil 
Mexico 
Italy 

III 

48.457 
36.4~6 
32.816 
30'.50'0' . 
26.462 
21.100' 

Countries withroute-mileag~ abqve 10'.0'0'0'. km 
1. 
2. 
3. 
4. 
5. 

Poland 
South Africa 
Japan 
Russia in Asia 
Sweden 

6. ,Spain 
i. Czechoslovakia 
~. China 
9. Rumania 

... 19.486 
17.682 
17.51.6 
16.979 
15.71S 
15.572 
14.030 
12.0'20' 
11.0'0'0' 

These route-mileage {igures2 point naturally to' 
India's enormous capacity Jor absorbing iron and steel. 
machinery. l:>ridgework. electrical .appliance$ •.. and other 
store~ and materials. India ~s a co.nsu~!!r_of,.sJIc~ :goods 

2 Statistisches /ahrbuch fur das deutache Reich "928 (Berlin) pp. 

67··68.· See also the Annuaire Statistique Intemational (Geneva). 4928. 
and Mortara: ProspettilJe Economiche (Milan 1929). pp • . 41,2:421,: 
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'is more.tllan five times as important in world-~onomy as 
Chiria, at least 3·3 times as valuable asJapan and almost 
thrice as significant as Italy. The question of Indian rail­
way stores looms, therefore, very large not only in the 
eyes of Indian manufacturers and traders but of foreign 
factories, exporters ahd commercial agents as well. The 
significance of Indian railways in world trade is great. 

For instance, to the manufacturers of locomotives 
.India is a big as well as expanding market. India's 
-demand for railway engines is extensive. In 1925-26 
'India possessed more than 10,000 locomotives and this 
lact may enable the Indian railways to function as o~e of 
the most vital determining factors in the price and pro­
duction of these goods. From the standpoint of engines 
in the world's railways we can classify the more substan­
tial and prospective markets in the two following groups: 

I 
Countries with more than 

1. U.S.A. 
2. Germany 
3. Great Britain 

France ~ 

10,000 locomotives 

63,619 
26,474 
24,045 

4. 
5. 
6. 

Russia in Europe and in Asia 
India 

20,877 
'12,941 
10,081 

II 
Countries' with more than .3 ,000 locomotives 

1. Canada t.. 5,679 
2. Italy 5,495 . 
3. Poland 5,200 
4 •.. Belgium' 4,656 
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5. Czechoslovakia 
6. Argentina 
7. Japan 
8. Australia 
9. Spain 

4,295 
3,940 
3,907 
3,887 
3,337 

Indian requirements in railway engines are heavy 
<enough to render engineering works for their manuf~cture 
in India quite paying propositions. And this is a field of 
investment to which the eyes of Indian and other capital­
ists have not been sufficiently attracted. 

Like the number of engines, the number of passenger 
·carriages also is a valuable index to the very high place 
oof Indian railways in the railway world. We can classify 
the more important railway.powers of 1925·26 into 
groups, as follows: 3 

• Countries with more than 20,000 Pas-senger Carriages 

1. Germany 63,476 
l. U.S.A. 57,000 
3. Great Britain 51,000 
4. France 35,370 
5. Russia in Europe and Asia 29,378 
6. India 20,449 

II 
Countries with more than 7,000 Passenger Carriages 

1. Poland • 
2. Japan 

.3 Statistiechei }ahrbuch 1928. pp. 67*.68* . 

11,635 
10,308 
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3. Belgium 
4. Italy 
5. ,Spain 
6~· 'Czechoslovakia 
7. Australia 

.,. ... 

_ 9,352 
9,310 
8,910 
8,674 
7,701' 

In regard to passenger1 carriages Indian railways find 
themselves in the same sixtlq>lace in the world-econOin' 
as in regard to ·locomotives'::<·'And in both instances she . . . 
is surpassed by the same-,five countries', It is te> 
be observed that the relative·positionaf· these five .rail­
way:'powers ~is identical-in the engine and passenger 
carriages series except that at the top the U.S;A. and 
Gerniany change ,places. 

The next important item ill the fixed capital of rail. 
way industry, ex:cluding the rails, sleepers,stationequip,. 
ment and telegraphic installations, is embodied' in the 
goods carriages. And on this score also India's position 
is very 'high. For 1925-26 the more importanLcountries 
are being grouped in the following twp classes:' . . ' . 

I 

CQlP,llries with more than 200,000 'Goods Carriages 
~. • • , . • .••. J ••. _. ~. 

'I~ ·U.S.A. 
2. Great Britaltl 
3. Germany 
4. France; 
5 .. ~ '~ussia_jn Europe ano 
; -,Asia .. , 
6. India 
7. Canada 

.:..~ 1 • 

2;415,000 
720,000 
692,000 
547,526 

!.. -.... - • 

. 14?,509 
233,889 

... ' " ~~221,25-3 
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",. .: ~ . 
Countrie$ witpo{"?m than 50,uuu Goods 

1. Ital)tx:!, , .' .... 
2. Belgi\ltn 
3. PQ)apd.;,.; 
4. Czechoslovakia 
5 . Atistr~lI~ 
6. Argentina 
7. Spain 
8 Japan 

Carriages 

1.59,129 
130,516 
126,087 
112,653 
84,765 
76,745 
70,499 
59,607 

Here, again, does India fin~ herself after the same 
five countries as in regard to the other two items. India's 
demand for goods carriages as indeed for the rolling stock 
of all descriptions is powerful enough to influence the iron, 
steel and engineering industries of the world. 4 One does 

. not generally realiz@ how high this consumption of loco­
motives, passenger and goods carriages and their spare 
parts amounts to every year. In 1926-27 the Indian 
railways purchased Rs. 47,900,000 worth of rolling 
stock, and in 1927-28 the money spent on the same class 
of goods amounted to ~~. 72,300,000. ,And of this huge 
amount only Rs. 4,900,000 could be spent in India on 
indigenous manufactures. In other words, not less than 
Rs. 67,400,000 worth of foreign rolling stock had to be 
imported from abroad. This one fact should" be an eye:' 
opener to the business men of India. Not only t~e manu­
factu're of steel but the manufacture of iron and steel goods 
as ~ell have been calling cfloud for the establishment' in 

4 See the' chapter on ~. New construction' andengin<;erinll works I' 

in Report on Indian Railways. vol. I (1932). 'pp. 29-31_ 
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India of a large number of iron and steel works as well as 
engineering concerns of diverse descriptions. It is~ 

moreover, necessary to add that the rolling stock is but 
one of the many items which have to be bought by the 
railways every year. The value of In.dia's consumption. 
of varied railway materials may be indicated below: 5 

Year 

1926-27 
1927-28 

Total materials purchased 

Rs. 280,300,000 
Rs. 358,700,000 

Leaving aside the rolling stock as indicated above 
we have what is called the "permanent way," tools and 
stores, and electric plant as heavy items, each worth more 
than Rs. 20,000,000 per year. These items together 
with bridgework, workshop machinery, building and 
station material, fencing, engineer's plant, coal, cokep 

lime, ballast, etc. accounted for 

Rs. 232,400,000 
Rs. 286,400,000 

in 1926-27 and 
in 1927-28 

During the latter year the imported railway materials 
were distributed among these items as follows: 

1 Rolling Stock Rs. 67,400,000 
2 Permanent Way Rs. 47,900,000 
3 Tools and Stores '" Rs. 39,700,000 
4 Electric Plant Rs. 23,600,000 
5 Other Materials Rs. 28,500,000 

Total Rs. 207, JOO,OOO 

S For a cDmparative estimate in reference to 1913·1'" the ligures for 

1930·31 ·may be seen under different heads in the Report (1932). p. 24. 
See also p. 46 for the ·.different itema purchased. 
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and 'of Indian manufactures ,of all th~e classes .the_pur-. 
chases _amounted to Rs. 151,600,000 only .. 

The,lndi~n Stores Department has been functioning 
~~~c~ 1922 as a.regular organ of the Government of India. 
~nd of all Government-associated departinents for all 
public purchases. It is well known that the Department, 
has 'been specially instituted or rather reorganized with. 
the object of purchasing Indian manufactures and other' 
goods for Government and allied purposes. And yet 
nearly 57 p.c. of the orders for the railways had to be 
placed abroad in 1927-28. Evidently there is much room. 
for the promoters of swadeshi industry in India to follow 
the new possibilities of markets fOI" iron, steel, engineer-. 
ing and electrical goods that lie at their very feet. The 
railways have in the past served to promote the indus­
trialization of India in diverse ways. They are continuing: 
to urge for further industrialization. It is time for the: 
investors' to respond to the incessant call of railways. 

In 1928 there were some 68 different railways in 
British India and Indian states and they together­
possessed a route-mileage of 39,711.58 miles. This 
inileage was distributed according to gauge in the. 
following manner:' 

1 . Broad (5 feet 6 inches) 19,584'65 miles. 

2 Metre (3 feet 3% inches)' 16,254·63 .. 
3 Narrow (2 feet 6 inches' or 

2. feet) 3,872·27 - .. 
• 

TOTAL 39,711·58 

. The . route-mileage . ,includes •• double line or­
more" . which ·accOunted for 3,555'49 miles. ' For ,single: 
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·line··the.mileage fo'r the year is therefore to be measured 
.by 36,156'09 mileS. On account of the new railway 
.policy the mileage has been expanding every year . 

. . The Indian railways are for the purposes of 
...idministtationgenetally classified in three groups. To 
·Class 1 belong all the broad gauges, 13,990 miles (87 p.c.) 
·of the. metre gauges, and a substantial portion of the 
narrow gauges. Class II takes in most of the remainder 
·of the metre gauges and some of the ~arrow gauges. In 
the third class fall mostly the narrow gauges but a part 
also of the metre ·gauges. For 1928 the classification 
'Would show the following results: 

Class I :35,586'81maes of .route 
.. 11 2,953'49.. .. .. 
.. III 1 ,17 i '28.. ;, .. 

The first class constitutes thus, so far as mileage is 
.concerned, the real backbone of the Indian railway sys­
tem; And this would appear also from the amount of 

. capital invested. For the year 1926-27 we have the 
following ngures. x:elating to the number of companies in 
.each class as well as the total amounts' of capit~l 
.at charge in each: 6 

pass No. of companies Capital 

First 15 Rs. 7,580,289,000 
Second .. , . 16 .. 210,982,000 
Third 37' .. 49,873,000 

TOT~L 68 f Rs. 7,886,666,000 

6 'At' 1931' the . figures would :be as follows: first, 14; second, 14; 

.thi~~1 ~.5!,e ~e~;'t i.of '193~-31 (Calcutta 1932). vol. 1. pP.' 85-89. 
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The total includes so~ small sUms not indicated, 
in the three categories. ' 

The fifteen first class railway companies of British 
India and the Indian states are enumerated belo¥( in 
the chronological order of their commencement of tr~c 
-operations : 

Date Name 

1853 Great Indian Peninsula Railway 
1854 East Indian Railway . 
J 856 Madras Railway (later known as Madras 

and . Southern Mahratta Railway) 
] 860 South Indian Railway 
"] 860 Bombay, Baroda and Central India. 

Railway 
J 861 Sindh, Punjab and Delhi Railway (later 

known as Nort}:t. Western Railway) 
J 862 Eastern Bengal Railway 
] 867 Oudh and Rohilkhand Railway 
1874 Nizam" s Guaranteed Railway 
J 875 Bengal and North-western Railway 
:1877 Burma Railways 
] 880 Bengal Nagpur Railway 
1882 Jodhpur State Railway 
,1884 Rohilkhand and Kumaon Railway 
:1895 Assam Bengal Railway: 

In the order of their route-mileage importance 
these fifteen first class railways have changed their rela­
tive' position from time to tifne. In 1925 the E.I.R. waf! 
-amalgamated with the O.R.R. and a considerable slice 
-of the E.I.R. (namely the Naini-Jubbulpore section) was 
transferred to the G.I.P.R. The amount of capital at 
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charge on each. line· has likewise varied in the course of 
its history. The following schedule indicates the present' 
positiori (1921-28) of these lines in mileage order with 
additonal indication as to the capital outlay: 

Line Route Miles Capital 

,1 N.W.R. 6,514 Rs. 1,429,564,000-

2 E.I.R. & O.R.R. 4,011 ,; 1,417,042,000. 

3 B.B.C.I.R. , ... 3.831 : .. 765,166,000 

. . 4 G.I.P.R . 3,656 .. 1.'174,616,000 ' 

5 B.N.R. 3,412 " 
705,103,000 

6 M.S.M.R. 3,065 
" 

599,103,000 

7 B.N.W.R. 2,077 It 204,435,000 

8 S.I.R •. 2,068 .. 365,652,000 

9 B.R. :1,908 It 313,512,000 

. 10 E.B.R . .1,740 " 480 ... 393,000· 

11 A.B.R. 1,088 .. 231,376,000· 

.12 Nizam :1,014 '" 
132,663~000. 

i13 Jodhpur 866·82 
" 

441,998,000-

14 R.K.R. 570·78 ." 42,540,000 

Of the 14 Class I railways of to-day' two, namely,. 
the Nizam and jodhpur belong to the Indian states. The 
railways passing through Indian states c~ver altogether 
5,797 route-miles. Some ·of.the more important railways 
of Indian states, including the two in the First dass, are 
being des·cribed below chron~logically with specificationS. 
as to their rank and class n 1927,: 
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Date of 
commencement Name Class RODte 
of operations Miles 

,1873 Gaekwar's Baroda State 
Railway II 341'17 

.1874 Nizam I 1014·90 
le80 Bhavnagar State II 283'99 
1881 Gondal II 189·67 
1882 Jodhpur I 866·82 

il888 Junagad II 148'10 
1889 Porbandar III 41·29 
1891 Bikaner II 619'15 
1895 Udaipur-Chitorgarh III 67·30 

;1897 J amnagar-Dwarka II 157·35 
1899 Gwalior Light III 253'20 
1899 Mysor~ II 285'46 
1905 Cutch III 36'78 

Neither for British India nor for Indian states is there 
a uniform system of administration in railways. The 
administrative diversity has arisen in no small part from 
the very diversity in the methods of financing railway 
construction. If· we exclude the •• experimental" lines 
of 33 miles at Bombay, 120 miles at Calcutta, and 39 
miles at Madras constructed in 1853, 1854 and .1856 res­
pectively, it is possible to exhibit four or five different 
periods of railway construction each with its -characteristic 
features of finance. 1 The first period of railway finance 
is to he found betwee~ 1859 and 1870 when 5,000 miles 
of railway were distributed by the Government of India, 
between eight companies on a guarantee basis. The con-

7 Report, vol. I, pp. 90-94. 
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fctran for twenty-five years in each case. The 
,lompa~ies were guaranteed to the extent of 4~-5 p.c. of' 
their capital (some £52,000,000). Surplus profits were 
to be shared between the Government and the companies. 
~heright to purchase after the period of contract was 
retained by the Government. The" guarantee" system 
had a demoralizing effect on the companies leading· to 
extravagance on their part and involved heavy losses and 
1inanci~1 deficits, the Government resolved to embark upon 
And naturally, the Government interfered in the affairs 
of the companies in the most trivial details. The first 
epoch of railway policy in India exhibits thus the features 
of a peculiar type of "nationalization" which implies 

state intervention in season and out of season combined 
with "private" company finance, construction ~nd 

management. (Total mileage open at 1870: 4,771). 
.. In orde~ to be relieved of the inconveniences of this 

dual system or dyarchy and especially in order to avoid 
financial deficits the Government resolved to embark upon. 
the direct construction of railways under its own auspices~. 
The period frum 1870 to 1880 may be described as. 
the epoch of 100 p.c.nationalization in railway policy. 
The railways were not only financed and constructed. 
i.e., owned but also. "managed" by the state. But the: 
public finances of the. country were not plentiful and 
proved to be inadequate for the exigencies of railway ex~ 
pansion . To add to the financial troubles the depreciation 
of silver in the world market led to the fall of the Indian 
currency. The Governme;;'t was, therefore, put to extra 
losses on account of the PCiyments to be made to the rail~ 
way companies according to the terms of the guarantee 
which had been fixed on a higher exchange basis. 
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It was not found financially convenient any longer 
to continue the policy of state ownership and manage~ 
ment. But in the interest of economy the Government 
began to buy the railways of the old guarantee system 
(1859~70), according as the contracts lapsed. The 
management, however, was leased to the companies in 

certain instances but in others was directly taken over by 
itself. Some 4,250 miles were -opened for traffic during 
this period. (Total mileage open at 1880: 8,996). 

The third period (1880~ I MO) abolished the state 
ownership principle and went back to the old guarantee 
system. Several private companies were invited to con~ 
slruct as well as manage railways. The terms were a bit 
easier for the Government than under the first system. 
And as on that occasion during this epoch also the Govern~ 
ment reserved to itself the right to buy the companies out 
at the end of the contract period. SOQ.1e 4,000 miies were 
given away under this system. n"otal mileage open at 

1890: 16,404). 
By 1890 the foundations of the trunk lines were 

already laid and the railway developments had 
become important enough to call for the enact~ 
ment of the Indian Railways Act. Then began 
the fourth period in railway policy which may be 
said to have continued f~r a whole generation. This has 
special reference to feeder lines and with regard to this 
the Government introduced a new system of financing. 
Neither was the nationalizatiCin principle revived nor the 
twi.ce~tried guarantee system' continued. Private com­
panies were by all means encouraged to undertake the 
construction and management. The system was intro­
duced of offering a rebate to the 'Companies on the gross 
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. earning of the traffic which the main -line interchanged 
with the branches. Financially ~ the rebates system 
proved to be almost as burdensome to the Government 
as the guarantee system although the rates varied gene~ 

- rally between 3 and 3i per cent of the capital outlay. 
It is, besides, important to add that during this period, 
especially -after 1896, the Government deprived the 
guaranteed companies of the right to borrow capital 
in -India. All borrowing in the interest of these private 
railways has been done exclusively by the Government 
since then. (Total mileage open at 1920: 36,735). 

The fifth 'period may be said to have commenced 
with the institution of the Indian Railways Committee 
presided over by Acworth (1920.·1). The problem of 
this period is ~s during the fourth to enrich the main 
lines with feeders and branches. And for this 
epoch of railway expansion the policy consists in the 
raising of loans by the Government of India. The 
rebe;tes system has been -abolished., But ~he Central 

Government is prepared to sanction schemes such as are 
guaranteed by provincial governments, district boards 

_ or other local authorities. 

It was during the second epoch (1870~80) of railway 
policy in British India, i.e. during the period of state 
ownership or nationalization in construction as well as 

· management that the Indian states first began to take 
· interest in railway. The railways that have been con~ 
· structed there have in mo~t cases been financed by their 
· governments. The railways are thus invariably "owned" 
· by the states. But in regard to management there is 
· much diversity as in British India. 

The chronological survey of railway policies brings 
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<)Ut four financial categories-guarantee, state-owner­
ship, rebates and government loans-which have 

. ·controlled the fortunes of railway construction in India. 
With the exception of state-ownership all the other cate­
gories have reference to private companies. One might 
expect, therefore, two very simple systems of railway; 
man.agement~ne, that of management by the Govern­

ment of India or by Indian States, and the other" that of 
management by companies. Such a scheme of railway 
administration might b~ indicated as follows: 

1 . Railways owned and managed by the Govern­
ment, i.e., thoroughly nationalized, "publicly owned" 
or state lines. • 

2. Railways owned and managed by the com­
pan.ies, i.j:!., private lines. 

But in actuality this simple dichotomy has been 
replaced by a heterogeneity which, while embracing in its 
sweep these two poles of railway management, has a 
place for transition between the two consisting in the 
intermingling of private and public systems. 

We may take the figures for 1926-27. Here 
we have the condition two years after the amalgamation 
of the E.I.R. with the O.R.R. as well as the transfer of the 
amalgamated lines and the G.I.P.R. from company to 

. public management. The situation is embodied in the 

.following scheme :. 
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Line Route milei Capital-
R •. 

I- Governme",t oE India Lines 

1 Managed by, the Government 13.549 4.144.940.000 
2 Managed by the Companies 14.315 2,820.231.000 

II Branch Line Companies 

,(a) under .. guarantee" 

i. managed by branch line 178 11.803.000 
ii. managed by main line 115 8.329.000' 

(b) under .. rebate .. managed by 

the main line 2.067 141.316.000' 
(c) under "rebate" and "guarantee'~ 167 18.547.000' 

III Companies' lines 

I Subsidized 

(a) by Government oE India 1,984 165.447.000 

(b) by Local Go':ernments 137 19.052.000-

(c) by Districts Boards ... 306 15.587,000-

2 'Guaranteed by Indian St~tes 754 98.948,000 

3 Unassisted 70 3,887,000 

IV District Board Lines 271 15,515.000 

V Indian State Lines 

I managed by Indian States 3,153 189,857,000-
2 managed by the main line 1.890 143,592.000 

VI Lines in Foreign Territory managed 

by British Indian Rly. Company 74 21,469,000 

VII Miscellaneous 19 22,624,000 

39.049 7.886,666,000 

The total capital includes some 45 million Rupees 
not shown in the above table. 

From the foregoing figures it is clear that so far as 
• ·ownership" is concerned the lion' s share belongs to the 
··public" and that in regard.to "management" it is pre­
ponderantly "private." 

For 1927-28 the relations between the public (i.e. 
Government) and the companies in regard t~ ownership 
and management give the following picture (in miles):. 
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Parties Ownership Management 

Government 28,426 71 p.c. 15,867 40 p.c. 

Companies 11,285 29 p.c. 23,844 60 p.c. 
-------

Total 39,711 100 p.c. 39,711 100 p.c. 

The total capital at charge on the Government-owned 
railways was Rs. 7,228,781,000 out of Rs. 8,228,625,000, 
the total capital invested in all railways in India. 

The proportional relations have been changing every 
year because of the annual opening of several hundred 
new miles to traffic. The Government's share in owner­
ship has been steadily on the increase as well as in 
management. In 1929 the Burma Railways Co. were 
taken over from the company by the Government of 
India. The proposal to transfer the Assam-Bengal Rail­
ways from the company to state management in the near 
future will likewise further extend the area of Government 
administration in the Indian railway world. 

It need be recalled that public ownership and 
public management of railways are as old in India as 
1870-80 and that public ownership was extended to­
six of the eight companies of the old guarantee system 
\1859-70) as 8<>On as the contracts expired. Thus the 
Government of India purchased the E.I.R. in 1880, the 
E.B.R. in 1884, the N.W.R. in 1885-86, the O.R.R. in 
1886, the S.I.R. in 1890 and the G.I.P.R. in 1900. 

. In the railwav experience of mankind8 Great Britain 

8 Sarkar: •• Shipping and Railway Policies in Economic Legisla-

tion •• in the Journal 0/ the Bengal National Chamber 0/ Commerce 

(Calcutta 1926). 
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:and . the .United States of America represent the private 
. system exclusively, while at the other pole are countries 
. like Bulgaria, Lithuania and New ~ealand in which every 
.. kilometre of raihyay line is state~owned and state~ 

managed. U we exclude these two extreme types we find 
that the world is fundamentally pluralistic or rather 
dualistic in its railway organization. The mixed system 
:prevails in virtually every 'Country where there is a rail~ 
way. In certain countries the two systems are almo!,!t 
·equally represented, although the bias on one side .or 
-other is none the less noticeable. The examples of 
Portugal and Switzerland are instructive in this regard. 
Take the figures for 1927 , and we have the f;:>llowing 
.scheme in kilometres: 

Country 

Portugal 
Switzerland 

State 

1,336 
2,942 

Private 

1,897 
2,379 

Then, we have a second group of countries in which', 
'as in India, the state~system is the pronounced feature. 
The following table describes this 'group for 1927 in kilo. 
:metres: 

Country State Private 

Chili 5,526· 2,951 

Mexico .15,404 5,237. 
South Africa 17,811 554 

Australia 41,075 .1,557 
Norway • 3,259 368 
Italy 16,569 4,929 
Czechoslovakia 13,356 253 

Austria 5,837 847 
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Country 

Germany 

Japan 
India 

State 

53,623 
13,387 
45,749 

Private 

4,559 
5,372 

18,163 

Finally, we have a third group in which the private sys­
tem is much more extensive than the state, as indicated 
below: 

Country State Private 

France 11,185 32,097 
Sweden 6,315 9,793 
Argentina 7,078 29,683 

It is interesting to observe that Norway does not 
.agree with Sweden. Nor do France and Germany belong 
to the same group. And it is clear also that the prepon­
derance of the state-ownership (and/or state-manage­
ment) is well distributed throughout the different nooks 
and corners of the world. Geographically, ethnologically 
or politically there is hardly anything in common between 
the countries where this relative proportion between state 
and private systems obtains. 

India happens to find herself in this company and it 
is a part of the political or economic philosophy of her 
pationalists to push, forward this trend to its furthest logi­
cal consequence. It is questionable, however, if pure 

. theory can demonstrate the exclusive virtues of the one 

. .or .the other system. But should India happen to possess 
more political freedom and thus succeed in removing the 
unnecessarily high-salaried foreigners from the different 
public services including railway administration there is a 
possibility of achieving tremendous economy in the public 
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finances as well as in railway finance. Under those condi­
tions of effective Indianization, state-management of 
railways is likely to be less costly than it has been up till 
now. But otherwise the railway experience of India 
during the last three quarters of a cen.tury should tend to 
leave the question open as to the relative merits of the two­
sy~tems so far IilS efficiency and economy are concerned .. 

It is well known, further, that for forty years down to 
11899 the Indian railways were annual deficit charges on 
the public revenues. For these deficits the private rail­
ways were as much responsible as the state. Since 1899 
the railways have been every year, excepting during 
1908-09 and 1920-21, making quite mentionable profits. 
And since the separation of railway finance from the 
general finances in 1924, the Railway Board has been 
contributing some Rs.· 60,000,000 p.a. to the Govern­
ment; An analysis of the earnings of the first class rail­
way companies, both priv~te and state-managed, would 
furnish some in.teresting data bearing on this recent trend. 
Let us take the following table of a general character for 
the year 1927-28: 

All Railways State-owned Railways 

Total capital at chiuge Rs. 8,228,625,000 

Total route-mileage 39,711.58 

Net earnings on capital outlay 5.58% 

Rs. 7,228,78 I,OO(} 

28,426-

5.40% 

The figures indicate that the net earnings on all rail­
ways combined are a little bit higher than those on 

. state-owned railways; But f~r general purposes they may 

. be taken to be on the same leveL 
We shall now place the figures of the 14 companies. 

in the alphabetical order and study their growth from 1921 
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to 1927 ,first, in regard to the "working expenses" in per-
centage of gross earnings, and secondly, in regard to "net 
earmn.gs " in percentage of capital at charge, as follows: 

Lines Working Expenses in Net Earnings 
p.c. of Gross Earnings in p.c. of Capital 

1921 1927 1921 1927 

A.B.R. 93·75 53'67 0·31 4·11 
B.N.W.R. 44·18 38'66 8·90 11·12 
B.N.R. 71'45 57·76 3·67 5·12 
B.B.C.I.R. 75·96 62·84 4·70 6·12 

Burma R. 69·76 61·25 4·72 6'08 
E.B.R. 85·06 (>5'32 [1'58 5·25 

E.I.R. 62·81 61·14 5·52 5·65 

G.I.P.R. 91'02 70·40 -1-31 3-99 

Jodhpur R. 70·56 64-08 6-24 7'24 

M.S.M.R. 69·98 54-90 4·63 6·67 

Nizam R. 46·73 36·68 8·67 9·11 

N.W.R. 92·29 69·73 0·97 4·02 

R.K.R. 55·85 49·31 7-19 7·88 

S.LR. 72·27 54·17 5·16 8·13 

Fourteen Rlys.76·36 61-88 3·38 5'47 

The table says that on all the fourteen railways com­
bined the expenses in percentage of gross earnings have 
gone 'do~~ from 76·36'p.c. to 61·88 p.c., and that the net 
earnings also have increased during the same period from 
3.38 p.c.of total capital to 5'47 p.c. For 1927-28 this 
last'figure is 5:58 p.c. as we"'have noted previously. The 
trend in the increase of net earnings is to be' observed~ 
If we take the individual railways ~e fi~d that t~is ~ene~, 
ral trend is repeated _in each. Everyone of the 
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companies from the A.B.R. down to the S.I.R. has in 
its record of the years 1921-27 the story of diminution 
in the rate of expenses and increase in the rate of 
earnings, and. of course some of these are state-managed 
and others company-managed. In other words, the 
actual statistics of the . financial working of the 
Indian railways does not point categorically to 
any differences between the two systems of 
management. Let us scrutinize the figures more 
minutely. B.N.W.R. and Nizam R. are the two lines that 
exhibit not only the lowest figures in the expenses 
columns but the highest figures as well in the earnings. 
columns. The first is a thoroughly private company and 
the second a guaranteed one. It is, again, in the 
company-managed railways like the. A.B.R. and the 
S.I.R. that the diminution in the percentage of working 
expenses from 93·75 to 53·76 and 72'27 to 54·17 is 
specially noticeable, although of course all the lines have 
more or less the same kind of achievement to their credit 
in this regard. It is not possible to claim anything ex­
traordinary in behalf of the state railways. The rates of 
earnings, again, on the state railways, 3·99 p.c. 
(G.I.P.R.), 5·25 p.c. (E.B.R.), 5·65 p.c. (E.I.R., etc, 
for the year 1927 do' 1'3ot happen to be much above the 
lowest in the schedule. Indeed, the railways which. 
exhibit rates considerably above the general average 
(namely, 5'47 p.c.) are, strangely enough, all private, 
companies. Altogether, then, in regard to the contro-· 
versy, state Os. company in :ailway management, Indian 
statistics, so far as. they go, do not favour the 
statalists In any special manner. Socialism as 
embodied In the nationalization of railway~ does. 
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not by itself lead to economy or efficienc~ 
which indeed can be introduced even under the system 
of "freedom" or private enterprise, as it has been in India 
also in recent years. 

In India the entire problem is associated with some 
special considerations such as are likely to be ignored by· 
students who take interest in pure theory or pure statis­
tics. 9 All the companies in India are foreign by 
nationality as well as by domicile. The category,_ 

company management, means" therefore, not only 
•• private" or ., free" administration as elsewhere but at 

the same time foreign domination and perhaps foreign 
"exploitation" in the sinister sense. Emancipation from 
company management and, of course, from company 

ownership, is in our nationalist estimation not so much 
a question of "individualism," freedom of enterprise, 
private initiative, laissez jaire etc. os. public ownership, 
Government interven.tion, state socialism or the like as a 
most solid plank in the elimination of foreign hegemony 
and dictatorship from the Indian economic sphere. 
Objective students of comparative railway economics and 

statistics might argue that the state in India is no less 
foreign, at any rate, to a considerable extent. But they 
would thereby ignore the fact that the railway profits of 
the state, although alien in certain respects, are bound to­
be but feeders of the general revenues of the country 
itself, a possibility such as can never -be realized in the 
case of alien companies. Besides, there is a chance of 

9 See Appendix B in the Report of the Railway Board for 1930-31. 

vol. I. pp. 90-94. For the financial position of state lines managed by· 

state or by companies, see pp. 16-18. 
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1he state in lnda becoming more ~nd more Indian in 

personnel and policy, and the possibility of making the. 
'Government inch by inch amenable to the fundamental 
wishes and interests of the people. may not be very 
remote. !tis these considerations 9f political sovereignty 
and democracy as well as popular control that lie at th~ 
bottom of the kind of state~socialism that is being cham~ • 
piQned by Indian nationalists not only in regard to 
Iailwaybut in regatd to other economic institutions, say, 
.the oft~discussed Reserve Bank 9f India. 

The ownership element in nationalization was, 
:al; we have noted above, well established in Indi~ 
.during the fourth quarter of the last century. But the' 
. management aspect of nationalization was not pro~ 

:~inent in those days. It is with the beginnipg of the 
.second quarter Qf the present century that this factor has 
'~pun to acquire a I'Ipecial prominence i~ Indian railway 
organization, (State~managed railways at 1930: N.W.R., 
.E.B.R., O.R.R. +E.I.R., G.I.P.R., B.R.). 

The story of railway nationalization ~n India is, how~ 
. <ever, not exhausted with this ,ac~ount of public 

ownership ~nd public management. It has. to be 
.remembered that the Governmep.t of India has the right 
t() •• control" the construction and managements of all 

rililways, n~ matter how they are financed and operated~ 
Nq. coinpany~owned and company~managed line is out~ 
side the scope of !State intervention. Officials of the 
.(~overnment of India possess a statutory place on the 
boards of the compani~. '.In this sense a purely private 
company can hardly be said to exist in the Indian system. 

The Governmep.t· s legal relations in regard ~o the 

railways may then be grouped under three different 
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c1asses:( 1) ownership, (2) management and (3) statutory 
control of private companies in regard to financing. con­
struction as well as man.agement including expenditure. 
Previously, all these functions used to be taken care of 
by rhe Public W orks Depa~tment of the Government of 
India through its Railway Branch. 10 In 1905 a special 
-organization known as the Railway Board was instituted 
.as a limb of the Department of Commerce and Industry. 
~d this has been reorganized in 1924 with enlarged 
functions and responsibilities as the central authority in 
railway matters. The Board consists of a chief com­
missioner who is not bound. by the votes of the other 
members, a financial commissioner a mechanical engineer 
as technical expert, and a member for administration, 

personal and techinque. The Railway Board is assited by 
five directors, one for each of the following items: civil 
en.gineering, mechanical engineering, traffi-c, finance and 
establishments. It is to the Railway Board as thus con­
stituted that the Agent of each railway line is responsible. 

It is interesting to observe that although the Indian 
Tailways have been getting more and more statalized in 
.all respects, they have been, curiously enough, at the 
same time acquiring or rather developing their character 
more and more as •• commercial" or moneymaking 

concerns. It is in keeping with this commercial idea of 
railways as business undertakings that a Central Publi. 
city Bureau has been established at Delhi in 1928.

11 

Cinema films are being produced and demonstration 
~ . 

. 10 See the appendix on the "organisation for Government control" 

. in the Report (1932). vol. I. pp. 95.100. 
. 11 The latest account of publicity work may be seen in the Report 

{1932). vol. I. pp. 80·84. 

, ., 
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trains are being run for propaganda work not only in' 
regard· to railways, but in regard to health, sanitation, 
•• safety first," agricultural and other economic possibi­

lities as well. Bureaus for Indian railways have been 
opened in London '(1928) and New York (1929). 
Advertisements for travel in India are being published 
by the publicity bureau in the European railway stations, 
for instance, in Switzerland. And a monthly journal 
known as the Iridian State Railways Magazine has been 

started in 1 927. 
But the most important feature in the establishme~t 

of the commercial character of the Indian railways in. 
recent times <is the separationl2 of railway finance from the 
general finances of the Government of India in a manner 
similar to that prevailing in France, Italy, Japan and in 
Germany under tbe Dawes Plan. Railway budget 
was always but an item in the budget of 
the Central Government, and as such failed to do justice 
to the growing, varied and elastic requirements of a vast. 
commerdal enterprise. And, on the other hand, the. 
railway estimates used to lead to violent fluctuations in 
the general budget. A "convention" was, therefore, 
agreed to between the Legislative Assembly and the, 
Government of India in 1924 in regard to this separation. 
of the two budgets. An important financial condition 
was stipulated to the effect that a fixed contribution should 
be made to the general finances of the central govern-. 
ment by the railway authorities. Down to 1929 the cen­
tral finances obtained front the Railway Board the total 

12 The resolution adopted by the Legislati"" Assembly may be seen. 

at p. 101 of the Report (1932). vol. L 
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contribution of Rs. 300,000,000 at the rate of some 
Rs. 60,000,000 p.a. (d. Rs. 57,357,000 in 1930-31). 

The Railway Board has since then been functioning 
in a thoroughly unshackled manner so far as finances are 
concerned. But it has to be observed that its statutory 
autocracy has been to a certain extent sought to be 
curtailed by the simultaneous establishment of the Stand­
ing Fir.ance Committee of Railways. This is a body of 
twelve members, of whom eleven are chosen by the In­
dian Legislative Assembly from among themselves. The 
twelfth is the chairman. He is likewise a member of the 

same assembly, but a government official and nominated 
by the Government. And it is to this body of twelve 
that the Railway Board has to submit the estimate of 
railway expenditures and the demand for grants. It has 

belonged to the functions of the Standing Finance Com­
mittee during the last few years to meet several times 
a year at Bombay, Calcutta, Madras, Delhi and other 
places. And in order that the estimate and the demand 
of the Railway Board could be placed before the Legis­
lative Assembly this body of twei"e has had occasion to 
sanction new appointments, construction of lines and 
bridges, rolling stock programmes, remodelling of work­
shops and stations, electrification schemes and what not. 

Two more institutions have to be mentioned in this 
connection as having served to bring the railway adminis­
tration under some sort of popular or democratic in­
fluence. The first are the Local Advisory Committees 
repr~enting the public on all Goverr..ment-owr..ed lines. 
They were first established in 1923-24. In all diHerent 
centres taken together these committees held as many as 
84 meetings in 1925-26, 92 in 1926-27, 108 in 1927-28, 
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and 131 in 1930-31. Their topics for discussion 
embraced que~tions like the opening of new stations. pro­
vision of lavatories in servants' compartments. arrange­
ments in connection with fairs. refreshments and 
drinking water facilities. overcrowding In trains, 
reduction in fares, and so on. 

The other institution that has been injecting democ­
racy into railways. perhaps in homoeopathic doses. is the 
Rates Advisory Committee. first established in 1926. It is 
only in connection with rates that this committee examineiS 
complaints from the customers of the railway companies. 
During the last few years13 cases of rates bearing on the 
following subjects have been heard by this body: :1. un­
due preference. 2. unreasonable rates. 3. terminals. 
4. packing. and 5. facilities to be provided by the com­
pames In accordance with the Indian Railways Act of 
1890. 

The Indian railways may now be placed in the per­
spective of the railway-world from another view-point. 
namely, that of tr~c. That India is a great 
railway-power--one of the very greatest in. this field....;. 
would appear from the international statisti,cs of passe,n­
gers and goods carried by the world's railways every year. 
First. then, as regards the number of passengers who 
may be said to have travelled at least one kilometre in 
1927, the leading countries of the world may be placed 
in the following order in two different groups: 

13 Fori930·31 e:e *he Rep~'t (1932), voJ. I, pp. 7.8. 
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Countries with more than 20,000,000,000 
passenger-Kilometre:; 

1. U.S.A. 
2. Germany 
3. India 
4. France 

5. Russia in Europe 
and Asia 

6. Japan 

II 

57,410,000,000 (1926) 
46,623,000,000 
34,931,000,000 
26,281,000,000 

21,979,000,000 
20,604,000,000 

Countries with more than 3,000,000,000 
passenger-Kilometres 

:1. Cze:hoslovakia 9,264,000,000 
2. Poland 6,307,000,COO 
3. Australia 5,7e-6,000.000 
4. Belgium 5,780,000,000 
5. Canada 4,911,000,000 
6. Ceylon 4,.447,000,OCO 
7. Austria 3,722,000,000 
8. Great Britain 3,170,000,000 
9. Rumania 3,151 ,COO,OOO 

10. Switzerland 3,025,000,000 

India finds herself surpassed by only two countries, 
U.S.A. and Germany, in the number of railway 
travellers. 14 And this points. naturally to the enormous 
importance of Indian railways in business organization as 
regards the handling of· population movements and 

14 Stati.tiaches /ahrbach 1928. PP; 67*·68.* 
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earnings of traffic. India's high position in the traffic of 
goods is equally manifest in the international statistics. . . , 

. The leading .countries may be classified in the two follow~ 
ing groups on the basis of goods that may be said to 

"have been carried at least one kilometre by th~ railways 
during the year 1927 : 

Countries with more than 30,000,000,000 
T on~Kilometrc3 

1. U.S.A 631,700,000,000 
2. Russia in Europe 

and Asia 81,650,000,000 
3. Germany 71,917,000,000 
4. Canada 55,893,000,000 (1926) 
5. France 44,075,000,000 (1926) 
o. India 35,813,000,000 
7. , Great Britain 30,818,000,000 

L 
L 
3. 
4. 
5. 
6. 
7. 

II 
Countries with more than 4,000,000,000 

T on~Kilometres 
Poland ,19,011,000,000 
Italy 13, J 83,000,000 
Japan 12,455,000,000 
Belgium 7,870,000,000 
South Africa 6,948,000,000 
Australia 5,401,000,000 
Rumania 4,693,000,000 

In the comparative statistics of ton~kilometres, then, 
Indian railways exhibit a high carrying capacity. The 
amount of traffic in goods that takes place on the Indian 
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railways is nearly three times that on the Japcmese and 
more than twice and a half that on the Italian. Indian 
ccmmerce is evidently a heavy item in the world's tr"de. 

We have noticed that India is invariably in the sixth 
place by the world~standard of railways. Only once (in 
regard to passenger~kilometres) have we found her posi~ 

tion in third place. If, then, for the purposes of com~ 
parative railway statistics India were to be accorded a 

position among1 the first six powers of the world, 
she would perhaps be regarded as only receiving her 
·due. And this would imply that industrially and com~ 
mercially and indeed from tbe general standpoint of 
industrialization and technical developments India was 
perhaps already one of the greatest powers of the world. 

A statement such as this would, however, involve a 
pure fallacy inasmuch as it would indicate an absence of 
;orientation to the fundamental considerations of compa~ 
rative statistics and international comparison In 

industrialism. In regard to groups of human beings, 
communities, classes or nations, the absolute figures are 
indeed important as conveying the sen~e ·of their com~ 
bined resources and power. But the groups, classes or 
nations are of diverse dimensions in the number of 
individuals and the territorial area inhabited. It is very 
important; therefore, for the purposes of comparison be~ 
tween nations as regards real efficiency, wealth, happiness, 
culture etc. to find out the amount of these combined 
re~ources and power that each individual can command 

~ 

for hirnsdf or that is available in each square mile of 
territory. In other words, nothing can he more mislead~ 
ing than absolute figures in the comparative estimate of 
nations as regards economic, military or cultural power. 



200 THE RAILWAY INDt,1STRY AND COMMERCE OF INDIA 

On each occasion it would be necessary to ascertain the 
values per capita of population as well as per square mile 
of country. It is on these averages, individualistic 
values, that comparative statistics may serve to place thi' 
different nations of the world in the proper perspective in 
regard· to one another. 

All the international statistics furnished up till now 
bearing on route-mileage, locomotives, ton-kilometres 
etc. indicate undoubtedly the enormous ,magnitude of 

railway ac~ievements as well as industrial andc<?mmer­
cial turnovers in India. But in order to evaluate the real 
:worth of Indian railways by the world-standard and place 
them exactly in the world-economy we have to determine 
the average,-per head and per square mile,-values of 
these items among the Indian people. 

Let us then proceed to classify the countries of the 
world according to the number of lailway· miles or kilo­
metres (I km=5/8 m) available per 10,000 inhabitants. 
O~ the basis of "railway-density" thus asc~rtained we 
may make the three following groups for 1925 : 

I 
Countries with more than 10 k,m per 10,000 inhabitants 

1. Canada . 68·9 
2. Argentina 38'4 
3. U.S.A. 38·0 
4. Sweden 25·6 
5. Chili 23'1 
6. Mexico 18' t 
7. Switzerland 14·7 
8. Belgium 14·2 
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9. Norway 
10. France 
11. Hungary 
12. Austria 
13. Czechoslovakia 

II 

13' 
12'0 
11·5 
10·8 
10·3 

Countries with more than 5 k.m per 10,000 inhabitants 

1. Gennany 9·2 
2. Brazil 9'0 
3. Great Britain 7'4 
4. Poland 7'1 
5. Spain 7·1 
6. R~aI).ia 6·8 
7. Russia in Asia 5·5 
8. Italy 5·4 
9. Russia in Europe 5·0 

III 

Countries with less than 5 k.m per 10,000 inhabitants 

1. Japan 2·7 
2. Siam 2·6 
3. India 1·9 
4. Philippines ,1·1 
5. China 0·3 
6. Persia 0·2 

India's industrial and commercial efficiency as regis­
tered in per capita commaJ1d over railway route-mileage 
is, then, as low as conceivable. It is just above that of 
Persia, China and the Philippines. Absolute figures give 
India the sixth highest position in the railway world. In 
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real comparative statistics she should appear to be a 
non-entity. 

We shall now size India up as a railway region from 
the standpoint of the number of miles' or kilometr~ 
(km=5/8 m) available in every 100 square miles. Fo] 
1925 a large number of countries may be arranged in the 
following three groups: 

I 
Countries with more than 5 km per 100 sq km 
1. Belgium 36-5 
2. Great Britain 14-5 
3. Switzerland 14·0 
4. Germany 12-3 
5. Hungary 10-3 
6. Czechoslovakia 10-0 
7. France 9-7 
8. Austria 8-4 
9. Italy 6-8 

10. Poland 5-0 

II 
Countries with more than 1 

"]. Japan 
2. U.S.A. -.. 
3. Rumania 
4. Sweden 
5. Spain 
.6. Greece 
7. South Africa 
.8. India 

km per 100 sq km 
4-5 
4-3 
4-1 
3-5 
3-:1 
2·5 
1·5 
1-3 



-THE RAILWAY INDUSTRY AND COMMERCE OF INDIA 203 

9. Argentina 1-3 
to. Mexico --- 1-3 
11. Chili 1-2 
12. Norway 1-1 
n. Russia in Europe 1-0 

III 

Countries with less than 1 km per 100 sq km 
1. Canada 0-7 
2. Siam 0-5 
3. Brazil 0-4 
4. Philippines 0-4 
5. China 0-1 
6. Russia in Asia 0-1 
7. Persia 0.01 

Whether in terms of per capita population 
or in those of area of the country, the route~ 

-mileage of Indian railways should thus appear to 
be capable of almost unlimited expansion. In order to 
measure India' s poverty or backwardness in this regard 
let us focus our attention on the three groups arranged 
according to kilometre per to,OOO inhabitants. For 1925 
we get therefrom the following among other 
railway~equations : 

U.S.A. (38-0)= 3-17 France (12-0) 
= 14 Japan (2-7)+ 
=' 20 India (1-9) 

France (12-0)= 1-3 Germany (9-2)+ 
= 2-22 Italy (5-4) 
= 6-3 India (1-9) 
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Germany (9' 2) = 1'24 Great Britain, (7 '4) 
= 1·84 Russia in Europe (5'0) 
= 3·4 japan (2'7) 
= 4·84 India (1'9) 

japan (2'7)= 1·42 India (1'9) 
= 9 China (0'3) 

India (1'9) = 6·3 China (0'3) + 
= 9·5 Persia (0'2) 

, These equations are no speculative abstractions. 
We understand at once with mathematical precision that 
in the U.S.A. every individual possesses 3·17 times as 
much command over railway facilities as every F rench­
man and 20 times as much as every Indian. It is clear 
that the railway mileage per head of the French people 
is more than that for the German people per .head., that 
likewise is every German 1'24 times as railway-equipped 
as every Briton and 3'4 times as every japanese. Every 
japanese is in the same manner 9 times as railway­
equipped as every Chinese, and every Indian possesses 
6'3 times as much facilities as every Chinese and 9·5 
times as every Persian. It is evident, then, that coun­
tries like Persia and China belong to the lowest rung of 
the railway-hierarchy and that India will need quite .a 
long and extensive development in order to attain to the . 
nearest higher level, say; 'that already attained by japan 
which, by the bye, is rather modest by the world­
standard. 

It is clear, however, that there is a great difference 
between a "great power" and·a "great power" in regard 

to the railway co-efficient. One cannot say that a country 
must possess a certain number of railway kilometres 
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per to,OOO inhabitants in order that it might rank as a 
•• great" or a •• first class" power in politics, military 
strength and culture. Similarly, there is no minimum 
Tailway~equipment for free peoples or sovereign states . 
.For 1925, comparative statistics does not assert that in 
,order to possess political independence or to be able to 
maintain it in the teeth of competition in world politics 
the railway~coeffi::ient will have to be indicli\ted by a 
.certain lowest figure. 

Let us, then, suppose that India's highest railway 
.ambition for the time being consists in catching up to 
the japanese co~efficient, viz., 2·7 km per 10,000 
inhabitants. This would involve at once an expansion of 
railways to the extent of 1·42 times the existing mileage 
(62,074 km). 

It is only if India to~day were by some engineering 

.and financial fiat to possess 87,145 km instead of 62,074 
km that she would just be on a par with japan as regards 
per capita railway wealth. Similar caiculations can be 
-carried on in regard to the relations between India and 
.other countries or between several foreign countries and 
we shall then get an idea of the backwardness or progress 
.of industrialism in each region vis a vis the other regions 
-of the world. And it is on the strength of such equa~ 
tions that comparative statistics can hope to establish 

world~economy on a scientific basis. 
The relations between japan and India on the score 

-of route~mileage furnish us, for a single point of time, 
'. . 

namely 1925, ,the two followmg equatIOns: 

India 

2 japan 

(62,074) 

(2'7) 

=3·3 japan (17,516)+ 
= 1·42 India (1'9) 
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:rhe first equation establishes the parity between two' 
peoples on the strength of absolute 'figures. This, 
equality is valuable mainly in so far as the bulk or weight 
of two groups as single units in world~economy is con­
cerned. It only proves that India is a big country. But 
it possesses hardly any signifi:::ance and is indeed, 
entirely misreading. in an estimate of the relative rail­
way "efficjency," "preparedness" or density, of the two· 
countries. The really worth while parity is supplied by 
the second equation which says that man for man the 
Japanese is richer in railway power than the Indian 
people. 

The Japanese standard in railway weahh is not a, 
high standard. And yet for India to~day to rise up to tLis. 
level does not appear to be a question of practical politics. 
The distance from 62,074 km to 87,145 km is almost 
uncoverable at the rate of progress that India has been 
exhibiting in rece.nt years. In 1927~28 some 700 miles. 
i.e. 112<J km were added to the 'traffic route and some 
3,630 miles (5,808 km) were under construction.' India's. 
railway expansion for a somewhat long period iIi recent 
times can be indi:::ated in the following figures of route-~ 
mileage open to traffic at two dates: 

1913 ........................ 55,774 km 
1928 ........................ 63,912 km 

These figures relating to the curve of expansion in 
railway mileage furnish us with the following equation: 

. India (1927) = • .1·13 (1913) 

Even the cynic will have to admit that India i~ 1927 
possessed .1'13 times as many railway miles as India in 
19 J 3,. and thai: to this extent railway expansion has I$er--
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ved the industrialization of the country perhaps in keep­
ing with the proportional growth in population. But 
this snail's pace is not what is required to catch up to the 
railway industrialism of japa.... During the same period 
the japanese rate of advance has been as follows: 

Japan (18,759 km) 1927= 1.76 japan (10,610 
km) 1913. 

India's co-efficient of progress (1. 13) is lower than­
japan's (1'76); and as we have seen, japan (1925) 
= 1·42 India (1925). The champions of India's indus­
trial progress must possess Herculean shoulders in order 
to bear the responsibilities of bringing India up to the 
japanese level of railway equipment. And of course in 

the meantime japan is not going to fall asleep. 
To visualize India's poverty or backwardness we 

may apply this equation-methodology of comparative 
statistics to the ton-kilometres or passenger-kilometres as 
well. Let us single out, again, only japan to furnish the 
perspective for Indian developments. 

In absolute figures for 1927 

India (35,813,000,000 ton-km) = 2·7 japan 
(12,455,000,000 ton-km). 

The equation says that in India 2·7 times as many­
tons of goods were carried by the railways as in japan. 
India's dimensions are extensive and population very' 
large and this bulk of trade is naturally to be expected. 
But wbat kind of equc-tion does one get in -terms of per­

capita values ~ 
In 1927 India is estimated to have had 331,500,000 

and japan 61,275,000 people. Per head of population, 

therefore, Indian railways carrieCl108 ton-km while the.. 
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Japanese 203. In other words, in point of inland com­
merce as indicated by railway ton~km 

Japan (203) = t·8 India (108). 
Commercially, therefore, every Japanese is 1·8 

-times as powerful as every Indian. And such equations 
.of comparative industrialism c~n be drawn from the other 
figures of international railway statistics as well. 

In the foregoing analysis we have employed two 
-types of equations for the purposes of comparative rail-
-way economics. The first type may be d~scribed by the 
following formula: 

Country "A" (1930)=x. Country "B" (1930). 
At any particular point _ of time in regard to 

per capita or per square mile values one economic region 
is x times as equipped, efficient or "prepared" or "dense" 
as another economic region. 

For the second type of equations the formula would 
,be as follows: 

A (1930)=y A (1913). 

B (1930)=z B (1913). 
At two different points of time the index number or 

the economic curve for one and the same country exhi. 
bits a difference in values. This difference is, indeed. 
implied' in the very conception of a curve or the index 
number; The rate or growth, i.e. so many times + 
or -, is the subject~matte:r of this type -of equations. 

It is possible" to develop a third type of equations in 
comparative industrialism. This would have reference 
to two different economic re~ions at two different points 
of time, and the formula would be as indicated below: 

A (1930) - B' (1905) 
-- .C· (1885) etc. etc. 
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(For the formulae representing these three types of 
equations see the chart on the frontispiece) . 

. Thus, in regard to the subject of railway efficiency, 
we find that in 1913, the pre-war year, Japan, for in­
stance, possessed 10,610 km of route-mileage. At that 
time the japanese. population was numbered at 

53,363,000. In other words, the railway facilities for 
every 10,000 japanese could be evaluated at 1·9 km. 
This; then, yields the following equation: 

India.(1925} 1'9=japan(1913) 1'9. 

That is, in 1925 the railway efficiency or density 
of India or India's industrial and ~ther "preparedness" 
in regard to the railway factor was identicpl with that of 
Japan in 1913. This is another way of saying that in 
1925 India was 12 or 13 years behind Japan. 

In comparison with Germany or France the chronol­
:>gical distance of railway-India would have to be 
measured by not less than half a century. And by this 
standard the "railway age" may hardly be said to have 
.commenced in India. 

From the standpoint of dynamic economics such as 
might exactly bring out the depth of primitiveness 
in India's railway and other items of economic life dur­
ing the epoch of the "second industrial revolution" and 
"word-economy", as the epoch in which we are living 
happens to be, nothing would be more suggestive and 
.significant than this third type of equations. These and 
other equations are to be interprete.d always, of course, 
with ~aution as regards the lilnitations15 to which almost 

15 In regard to the limitations to be observed in the interpretation of 

international statistics Ece the se=t:on on the meaning of India' s banking 

equations, Supra, pp. 158·162. 
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all statistical calculations J especially, those of international 
statistics are subject from the very nature of the material 
in question. Not only as eye~openers to economic 
theorists and statesmen would this type A (1930) = B 
(1905) etc. serve to clarify the intelligence in regard to 
the industrial relations of nations; but at the same t.ime 
they are just calculated to furnish practical hints as to 
the "next stages," the "highest possible" ambitions, or 
the nearest goal in business organization as well as econ~ 
omic policy towards whicli applied economics in India 
can reasonably venure in a "planful" manner at the 
present moment. 

" Recent" progress- in the world's railway mileage 
may be seen id the following table which describes the 
developments (in miles and not in kilometres) from -1870 
to 1910: 16 

:1870 1889 1910 

1 U. S. A. 52,922 160,544 236,422 
2 -Germany 11,729 24,845 36,235 
3 France 11,142 21,899 29,364 
4 British Isles 15,537 19,233 23,280 
5 Belgium 1,799 2,766 2,888 
6 Canada 2,617 10,585 24,731 
7 Austria 3,790 9,345 13,591 
8 Russia 7,098 17,534 35,347 
9 Holland 874 1,632 2,235 

10 Italy 3,825 7,830 10,425 
11 Switzerland 885 1,869 2,791 
12 Hungary 2,137 6,751 12,177 

16 Railway Year-Boolt 1930 (London), p. 44. 
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:1870 1889 1910 
13 Denmark 470 1,217 2,121 
14 Spain 3,400 5,951 8,961 
15 Brazil 504 5,546 11,863 
16 Chile 452 1,801 3,451 
17 India 4,771 15,887 30,809 
J8 Norway 692 970 1,608 
19 Sweden 1,089 4,899 8,321 
20 Argentina 637 4,506 14,111 
21 Mexico 215 5,012 14,845 
22 Uruguay 61 399 1,371-
23 Japan 4,542 5,130 
24 China 124 4,997 

Let us begin with German.y's figures and compare 
the development in Indian railways with an eye to statisti. 
cal chronology. Even fifty years ago Germany's wealth 
in railways perl 0,000 inhabitants was very much higher 
than India's to-day. The following equation embodies 
the comparative estimate: 

Germany (1880) 7·44=3·9 India (1925)1'9. 
In 1880 Germany with 7'44 kilometres per 10,000 

was 3·9 times as well equipped in railway matters as 
India in 1925 with 1·9 km only. And since 1880 
German.y has not failed to advance rapidly, as indicated 
below (km per 10,000) :11 

1880 7·44 km 

1885 7'94" 
-1890- 8'50" 
1895 8'70" 

1900 
1904 
.1925 

8·91 km 

9'06 " 
9·20 " 

17 Statistisches Handbuch fiir das deutsche Reich (Berlin 1907). vol. I. 

D. 297. 
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And so far as railway mileage per 100 square km of 
area is concerned, 

Germany (1880) 6·23=4·7 India (1925) 1·3. 
India in ;]925 with 1·3 km per 100 sq kmof terri· 

tory was still very much behind the Gennan conditions of 
1880. Germany with 6·23 km per .100 sq km was at 
that time 4· 7 times as railway-equipped as India 45 years 
since then. Germany did not stop at that point. Her 
advance since 1880 is indicated below (km per 100 sq 
km): 

1880 
1885 
1890 
1895 

6'23 km 

6·88 " 
7·74 .. 
8·36 .. 

1900 
1904 
1923 

9·22 km 
9·44 .. 

12·30 .. 

It is dear on both counts that the primitiveness of 
railway-India in 1925 by the German standard is to be 
measured by a much longer period than half a century. 
Let us go another decade backwards and we find that in 
1870 Germany's go-aheadness in comparison with India 
(1925) was as follows (km per 10,000): 

Germany (1870) 4·5=2'4 India (1925) 1·9. 
At this point German:y and France were almost at 

par, the latter being slightly ahead. . 
We shall now an~lyze the chronological distance 

between France and India in railway industrialism. In 
1870 France with 36,100,000 inhabitants possessed 
17,824 km of railways, i.e., 4·9 km per 10,0GO. In 
other words, . • 

France (1870) 4'9=2'6 India (1925) 1·9. 
At that time France was, then, 2·6 times as advanced 

in railway construction as India in 1925. 
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In comparison with Italy India's position is not so 
unfavourable. In 1870 Italy had 26,800,000 inhabitants 
and 5,820 km of railways, i.e., 2·1 km' per 10,000. 
We get the following equation: 

'I~aly (1870) 2·.1 = 1·1 India (1925) 1'9. 

In 1870 Italy18 was thus but a step ahead of India 

in 1925. One might remark that in 1868-69 ·ltaly was 

in the same condition as India in 1925. 
Altogether, then, India in 1925 does not belong to 

the •• recent" epoch of moaern· transportation technique 

as embodied in railway industrialism so far, at any rate, 
as the economic history of Italy, France and Germany 
is concemed. In order to discover the Indian conditions 
of 1925 in these three countries one will have to 

rummage the railway statistics of the world J?revious to 
1870. 

As in the other items of the industrial revolution, in 
railway industry and commerce also Great Britain is the 
pioneer. The first railroads of the world were constructed 
in England in 1825, in the U.S.A. in 1827 and in France 
in 1828. Germany was ten years, Russia thirteen years, 
and Italy fourteen years behind the British Isles in the 
first construction of railroads as a new transport agency. 
Down to 1850 the railway origins of ttirteen pioneering 
countries are indicated below in the chronological order: 

18 'The Italian figures presented, hltre are slightly different from those 

given in Compendia Statisti"o 1930 (published by the Istituto Centrale di 

Statistica. Ron:.e\ p. 221. But in the interest of uniformity thc; figures of 

the Railway Year.Beok (London) are being used in connection with econ­

omic history. 
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1825 British . Isles 
21827. U. S. A. 
3 1828 France 
4 ~183 5 Belgium 
5 1835 Germany 
6 1836 Canad~ 
7 1837 Austria 

1 8: ·1838 Russia 
9 1839 Italy 

10 1844 Switzei:land 
11 i 846 Hungary 
12 1847 Denmark 
13 1848 Spain 

It is to be observed that none of these pioneering 
countries belong to Asia, Africa or South America, and 
none except Hungary belongs to the "Balka... -::omplex. ", 

During the first quarter of a century of the world's 
railway industry India is accordingly unknown as a 
factor ~ The railway origins of certain countries since 
1850 are described below: 

1 1851 Brazil 6 1857 Argentina 
2 1851 Chile 7 1868 Mexico 
3 1853 India 8 1869 Uruguay 
4 1854 Norway 9 1874 Japan 
5 1856 Sweden 10 1883 China 

.. .India thus begins 28 years after Great Britain, 25 
years· after France, 18 years after Germany and 14 
years after Italy. In so far as the technical primitiveness 
of mankind such as is manifest in the absence of railways 
is concerned, we get- the following socio~economic 
equations: 

India (1852)=Great Britain (1824) 
=U. S.A. (1826) 
=France (1827) 
=Germany (1834) 
=Russia (1837) 
= Italy (1838) 
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The year just preceding the formal opening of rail­

roads has been taken in the above instance to be the last 
year of primitive technique in transportation. It is 
self-evident that down to the commencement of "the fi;st 
railway operations all the countries are equally primitive. 
In the race for modernization on which mankind has 
embarked since 1825 the most important item to notice is 
the rate of progress for each region or people. 

The Indian conditions of 1925 will then pave to be 
found 

in Italy somewhere between 

in Germany 
in France 

" 
" 

" 
" 

1839 and 1870, 
1835 and 1870, and 

1828 and 1870. 

It is now time, then, to refer to the very early 
chapters in the world's history of railroad construction. 
The fon~wing table furnishes the early history of railroad 
mileage (in miles and not in km). The countries are 
being arranged in the chronological order of their .railway 

ongms. 

(a) Countries which had railways previqus to 1840 

1840 1850 ·"1"860 

British Isles· 1,857 6,621 10,433 

2 U.S.A. 2,818 9,021 30,626 

3 France unavailable 1,714 5,700 

4 Belgium 207 454 1,074 

5 Germany 341 3,637 6,979 

6 .Canada 16 66 i,065 

7 Austria unavail~ble .817 1;813 

8 Russia 310 988 
" 

9 Holland 10 110 208 

10 Italy 13 265 1, i 17 
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(b) Countries. which have had railways $ince 1840 

1 Switzerland 15 653 
t Hungart 1371,004 
3 Denmar\ 20 69 
4 Spain 17 ), 190 

(c) Countries which have had railways since 1850 

1 Brazil 134 
2 Chile l20 
3 India' 838 
4 Norway 42 
5 Sweden 375 
6 ~rgentina unavailable 

It is abQut 1850 that Germany with a population 
of 35,900,000 possessed 5,818 km of railroads, i.e. 
);6 km per 10,000 inhabitants. But about 1860 with 
a population of 38,100,000 she possessed 11, 160 km, 
i.e. 2.9 km per 10,000. the chronofogical distance 
between Germany· and India in .pciint of km per 10,000 
is then embodied in the following equation: 

India (1925) '~9=Germany between 1850 (1.6) and 
1860 (2.9). 

That is, India in 1925 was somewbere between 
th~ German conditions of 1850 and 1860, much 
nearer to 1850 than to 1860. For India to attain to the 
German conditions of 1860 is to-day not yet a question , 
of practical politics. Indeed even Japan in 1925 with 
2.7 is not on a par with the Germany of 1 e60: Weare to 
tlnd~rstand automatically that between 1850· and 1860 
~r, say, about 1853, the year of the commencement. of 
:railroad operatio~s in India~ the German people w~re as 
p~~itive in railway mileage: as the Indian in 1925~ 
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In regard to France also the Indian conditions of 
1925 are to be placed somewhere between 1850 and 1860. 
The French developments are indicated below: 

1850 
1860 

, 
Population Railway km per 10,000' 

35,800,000 
37,400,000 

inhabitants 

0.7 
2.4 

'We obtain, therefore, the following equation: 

India (1925) 1.9=France between 1850 (0.7) and' 
1860 (2.4). 

By the French standard India in 1925 is much nearer 
to 1860, say, to 1858, than to 1850. It is plain also as 
a matter of course that in 1850 Germany was more 
advanced than France, and that in 1860 France was still 
behind Germany. But as has been indicated above, by 
1870 France with 4.9 was already ahead of Germany 
with 4.5 and. since then Germany has continued to be 
behind France (d. the groups for 1925). 

We shall now examine the developments in Italy. 
In 1860 the Italian population numbered 25,000,000 and 
the railway km per 10,000 was 0.7. The Franco­
Italian relations yield the following equation: 

Italy (1860) 0.7 = France (1850) 0.7. 

At that time Italy was exactly ten years behind 
France and since then has never been able to catch up to 
the latter. And so far as India is concerned, her condi­
'tio~ in 1925 is in the Italiah perspective much nearer to 
'1870, say to 1868-69, as has been noted above, tl:.an to . 
1860. The· Indo-Italian railway-equation from the 
standpoint of comparative chronology is as follows: 
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India (1925) J.9=ltaly between 1860-(0.7) and 1870 
{2.1). 

It is to be understood that about .1870 when modern 
ltaly came into being this country was as primitive 
jn tr~nsport technique as India in 1925. Italy is thus 
not more than 55 or 56 years ahead of hidia. 

So far as Germany, France and Italy are concerned, 
lndia in 1925 may be said to -be lying in the industrial 
conditions prevailing' between 1850 and 1870. It is 
interesting to observe that India begins to build railroads 
in 1853. From 1853 to 1925, i.e., in 72 years India 
has accomplished 

as much as Germany from 1835 to 1853. i.e. in 18 years. 

,. 
;. 

,. France 

.. Italy 

1828 to 1858. i.e. in 30 years. and 

1839 to 1869. i.e. in 30 years. 

India's 72 years = France's 30 years 

:= Italy's 30 years 
= Germany's 18 years. 

The rate of transport modernization in Italy is equal 
-to that of France during this earlier period. Ger­
many's rate is much quicker than that of both. And of 
course India is much too slow. India not only begins late, 
but proceeds to business ~lso at a snail's pace. One can­
not, however, overlook the technico-culturaI and socio­
economic fact that it is impossible to speak of Europe as a 
unit or a unified and uniformly developed system 
-in modern civilization. The distances or divergences 
between the different regions of Europe are considerable. 
Europe ·is not homogeneous in industrialism. This be­
.comes all the more palpable when one takes into consider-
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ation the Balkan states including Greece, Eastern Europe 
.and Russia. 

A comparison with Japan in regard to the rate of 
progress would be illuminating. Japan too begins late, 
in 1874, twenty years later than India. But her velocity 
is remarkable by the Indian standard. From 1874 to 
1913, i.e., in 39 years she catches up to India's conditions 

of 1925, for, as we have seen, in 1913 she possesses 
exactly 1.9 km per 10,000 inhabitants (the Indian co-, 
efficient of 1925). India's 72 years = Japan's 39 years. 
The Japanese rate during this early period of her rail­
road history is, however, slower than France's and Italy's 
and of course considerably slower than Germany's during 
their early periods. Since 1913 there has been no ques­
tion of India's overtaking Japan in the race for railway 
industrialism. 

Politically speaking, Japan, Italy, France and Ger­
many are "great powers." But in regard to railway 
industry and commerce it is impossible to discover 
a "great power" standard. IS In 1925 Japan belongs to 
class III (with less than 5 km per 10,000), the same 
group to which India belongs, Germany and Italy to 
class II (between 5 and 10 km per 10,000) and France 
to class I (with more th::m 10 km per 10,000). Evident­
ly one canr.ot assert that in order to be appraised as a 

19 Sarkar: "Indiens Enlw;cklung im Vergl,,:ch zu Eur-Amerika:' 

Deutsche Rundo:;hau, Berlin, Ju'y 1930; "Aspetti e Problemi della moderns 

Econ~mia Indiana:' Annali di EconcJtnia, Milan, July 1930; "II Movimento 

industriale e commercial" nell' In :i:a odierna ed i suoi rapporti internazion· 

.ali," Commercia, Rome, September 1931; "Die Entwicklung und welt­

wirtschaftliche Bedeutung des moder!1en Indien," Indien (Stuttgart. 

Technische Hochschule, 1931. 
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great power a people inQSt pcssess. at least to many kilo­
metres of railroads per 10,000 inhabitants. Besides. 
itS we have seen, in the. rate of technical progress also 
there is no uniformity among the great powers, Euri,pean 
or Asian. Finally in regard to. pioneering activities 
there is no equality either. France begins in 1828, Italy 
in 1839 and Japan in 1874. Even with diverse condi­
tions of technical efficiency or progress and railway or 
other industrialism it is possible for different countries to 
rank as political powers of the same class. The ~ua-: 
tions of international railway statistics should leave n9 
doubt in this re·gard while examining the present niveau 
of railway developments in India. While it is important 
always to remember that from the' standpoint of world. 
economy railway. India .in 1925 is where Italy was 
in 1869, France in 1858, or Germany in 1853, it is at 
the same time no less necessary tQ observe that in the 
interest of political ambitions or other problell1s of applied 
sociology the people of India does not necessarily have. to 
attain to the German, French. Italian or even Japanese 
standard of railway or other industrialism. 



Traces of Rationalization in Indian 
Business Enterprise 

In this epoch of internationalism in competition and 
world-markets for diverse goods it would be strange if 
lndia should have failed to be invaded by rationalization 
in one or other of its elements as a factor in contemporary 
business organization. l In the every day economic 
parlance of India indeed it is not yet a universal category 
as in some of the more advanced countries of Eur­
America. But India is already industrialized or 
industrially revolutionized enough to assimilate in part at 
least some of the contents of rationalization in her 
.finance. te:hnique and organization. 

Measured in terms of result~ per capita of population 
as well as per square mile of territory. tLe industrial revo­
lution of India should appear to he very modest. India 

happens to be still. like nearly the whole of Eastern and 

1 Sarkar : "Trusts and Rationalization: Aspects of the New Industrial 

Revolution" (Calcutta Hell'.w. October 1927).; Statistics oj "actories subject 

to Indian Faclories Act (Calcutta, 1928). p. 6; Large Industrial Establishments 

iT! India (Calcutta, 1927). p, IX; Joint-Stock Companies in British India 

and Indian States 1926-27. (Calcutt:>. 1929), pp. III-IV. Cn different aspects 

of rati~nalization in Europe see the al.thor's . publications in the Journal of 

the Bengal National Chamber of Commerce from .1929 to 1931; as well as 

'Rationalisieru!,g' in Handworterbuch der Staatswissenschaften. Er­

giinzungsband (Jena, 1929);- pp. 754-756; also Die Bedeutung der 

J<ati"nali.ierung fiir das deutsche Wirtscha/tsleben (Berlin 1928). 
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Southern Europe, what may be described as an "indus.· 
trialized" rather than as an "industry" ·state. But. 
Some of the larger Indi~n industries or rather the individual 
big establishments in each line are ~uge and complex 
enough to appreciate and practise .. scientific organiza.· 
tion ., in keeping with the latest world.standards. 

The •• thing" rationalization has therefore been 
domiciled in' industrial economy for some time even. 
although the .. term" rationalization is not much in 

evidence among the theorists and business men of India: 
Let us take the cotton mills industry of the Bombay P~esi. 
dency which has been constantly before the public eye 
since 1925. In Bombay City the Sassoon group controls 
len mills and the Currimbhoy eleven. This sort of control 
by .. managing agents" falls far short, of course, of 
genuine unification in finance and administration. 2 Th'! 
directors of Bombay'mills have perhaps hardly learnt as 
yet to speak, like their British colleagues of Lancashire, in 
terms of fusions, amalgamations, cartels or the like. But 
the not less important aspects. of rationalization, namely, 
internal technological improvements and rearrangements. 
have to a certain extent, been demanding the attention of 
certain mill·owners in the Presidency, especially on the. 
Gujarat side. Several mills of Ahmedabad, for instance, 
those o~ned and managed by Ambalal Sarabhai, have 
also commenced pr~ctisii.1.g what may be called the ele.· 
ments of the "Taylor system" in regard to statistical 
studies of time, output, wages, etc. It was therefore. 
possible for the Textile T arHf Board (1929) to hear from-

2 Liberty (Calcutta~ 30 Nov. 1930; A8sociated Press (Delhi). 18 July 
1930. Cotton Textile Industry Enquiry (Report of the Indian Tariff Board)._ 
Bombay 192~. pp. 258. 260-263. 
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some of the representatives of the Indian cotton mills: 
that in equipm~nt and installations one or two of them 
were even more up-to-date than some of the mills in 
Great Britain. 

These aspects of rationalization are almost invariably 
connected in India as elsewhere with a socially regrettable 
and perhaps dangerous aspect, namely, retrenchment. 3 

Now retrenchment is not a very pleasant phenomenon in. 
the lives of working men and clerks and leads very often 
to strikes. This socio-economic complex, rationalization 
retrenchment strikes, has been of late associated with the 
cotton mills of Bombay City. As if to advertize to the 
world that post-war India has already mastered the 
mystery of rationalization some 150,000 textile workers 

of this city went on general strike in 1928 (April­
October). tt Efficiency" of labour was the catchword of 
the managers and proprietors, and they wanted to intro­
duce t t new systems •• of work. And in this they got 
their cue from the Tariff Board who had recommended, 
naturally with an eye to technical improvements on ad" 
vanced Western or even Japanese lines, that (1) a spinner 
should be able to attend two frames and not one only as 
before and that (2) a weaver should be i~ charge not of two 
looms but of three. Labour-saving devices, whether 
technical or organizational, have had always but one re.,. 
action from the hands since the beginnings of industrial. 
revolution (c 1775-1830), and that is unrest, riot and. 
strikes. The cotton mills of the Bombay Presidency are 
thordughly Indian in finance and management,. It is clear~. 
therefore, that rationalization has been making headway· 

3 Free Press (Bombay), 3 May .1929. 
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among the Indian people in certain branches of industrial 
.endeavour .. 4 

The railways, as the most conspicuous embodiment 
.of industrial revolution and modern industry i~, India, can 
.also be cited in evidence of the w'orld~wide current 
tendencies in rationalization. And l~ere we notice both 
:the fusion~amalgamation~concentl'ation as well as the 
.technical uptodatization elements of the rationalization 
.complex. For a long time in India as in Eur~America the 

,organizational question regarding railways was being: 
fought on the item U public," "national " or •• state •• 

.as contrasted with private, non~official or company 
management. The question of management by the state 
,or by companies involved ultimately of course problems of 
economy and efficiency. And in this regard rationaliza.­
.tion on a large scale may be· said to have been introduced 

for the first time in 1905 when the Railway Board was 
.established as an organ ,of the Supreme Government of 
India. The statalization has been advancing since then 
.steadily, and the Railway Board of to~day, reorganized as 
it is on the recommendations of -the Acworth Railway 
.committee (1920~21), represents not only the "nationaliza~ 
lion " or public ownership~management principle in a 
more prominent form but also the unifying, centralizing 
and consolidating tendencies 'in the rationalization process. 
Seventy per cent of the railways are at present state~owtied 
and forty percent state~managed. And it is in keeping. 
with the nationalization~cum~rationalization idea tbat the 
great railway amalgamations· of 1925 were consummated. 
The fusion '(4,011 miles) of the East Indian Railway with' 

4 Indian Year Book. (Bombay); 1929, pp. 524-527. 
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the Ouclh and Rohilkhand Railway as well as the transfer 
of the Naini-Jubbulpore Section of the E. I. R. to the Great 
Indian Peninsula Railway (3.656 miles) are. organization­
ally considered, some of the most signal instances of ration­
'alization in the post-war economic world. Of equal value 
as thi9 administrative consolidation is to be treated the 
financial rationalization of the railways brought about by 
the legislative agreement of 1924. Previously the 
general budget of the Central Indian Government 
was subject to the violent fluctuations such as 
were caused by the incorporation therein of' 
the railway estimates. and the railways were 
thereby pcevented from carrying out a continuous policy 
such as/might lead to economy and profit. The r~ilway 
finan·:eshave since the •• convention •• between the Gov­
ernment and the Legislative Assembly (1924) been 
separated from the general finances of the country, and the 
ger-eral finances have :been receiving a definite annual con­
tribution (some Rs. 60.000.000) from the railways. The 
railwa~ tendencies in India' bave in many respects repeat­
ed -those of Italy ·since 1905. 

"Railway rationalization is no less manifest in the 
engineering aspects. The State Railways Workshops 
Committee (1925-26). presided overby Sir Vincent Raven, 
recommended the abolition of certain workshops and the 
strengthening and improvement or modernization of 
others. S The reorganization has meant the institution of 

I) Z~i(unB de. Vel'<li~cleqf4dt_ .Eisen"~hnlle.uxdtqngen (Berlin) 1926 

(pp. 87~. 115~). 19;17 (pp. 16S, .25~ • .71~), 1929 (pp. 326, 570, 1094); Ind(a in 

1928-29 (Calcutta i930). pp. 8. 147-150. 152-154. Compare .the c:>Dditions in 

Italy since 'l905 (Tosti: Organization of the Italian State Railways. a paper 

at ·the 'World ,Enllineer:i>g Conlll'e88. Tokyo 1929) . . .. 
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labour-saving'devices, the installation ~f uptodate tools and, 
implements as well as, the unification. or centraliz~tion of. 
function~, all those f~ct9~~ which involve aS,usual the dis­
charge of hands. As il) the case of the textile industry, 
this .techn~logical r~ti~nalization in ,railw~ys:also has bee~ 
greetedwith'strikes, fOJ: instance, on the South Indian 
Rail~ay d~ring 1928." Another instance that rationaliza­
tion . has b~~n br~ught home, tothe m~sses .as ~hard fact; 
of. ~contemporarY i~du;trialiife in l~i,a., .The employ~~ 
xpent .of improv~d method~ and efficii:;nt .~achineries, th7' 
suppression of smaller. ~mq more ,expensive factories and; 
in:their pla~e th~ est&blishment of ,giant 'central \,Vorkshops; 
w.ith facilities for mass, repairs and mass production,-") .. . . 
s,u'Ch features of post-\:Var industrial ,organization ,as, ~ 
c:haracterize the over l~aulin.gs" for in.s,lance, in the F rank- : 
furter Maschinenfabrik or the Motorenfabrik Koeln-Deutz 
in Germany, are ",getting,. well-known o.r rather well:-: 
estal?lisbecl in the Indian economy of to-day. : 

The strike test of rationalization has.,been re.:ently, 
satisfied by anothe~ great industry of India. Th,is'is nq-, 
other than the T ata Iron and Steel Co. Ltd. ofl amshed- ) 
pur, which, be it noted, is 100 per cent Indian in 
direc~orate, as ,well as· inspiration and, ambition. ,And }RJ 
thIs connection it is relevant to remember that, it ,was, on l 

.1 • . . .• 

t~e.high crest of the Swadesbi Move5Uent, that the works; 
"Y~s launched almost as; a patriotiG n~t,i<>.nal enterprise"'1 
T.~e.resp'opse to th~ prosp~ctus~ss~ed on.!~.\lg~st 27 .. 19Q7(j 
may be recalled in the following words ~f a lecture deliver­
ed 'before the Staffordshire lion and Steel Institute (1912) : 
"From ~arIy morning till late at night," says the'i~cturerr 
•• the T ata offices in Bombay w~re i?esieged by;~q, eager. 
c~owd of native inve~~o~s. , Ol~ c;lncl.y~u~g'"r~handp~r~ 
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men and women they came offering their mites; and at the 
end of three weeks, the entire capital required for. the 
construction requirements,-£ 1',630,OOO-was secured, 
every penny contrib~ted by some 8,000 native Indians. "6 

~ut neither the patriotic origins of the company- nor the 
nationalistic sentiments expressed by its chairmen in their 
annual speeches before the shareholders have been able 
to render it strik~-proof when in the interest of 
••. efficiency •• they have decided upon a policy of retrench., 

ment. In 1928 the works has had to experience not only 
the strike from the side of working men and cl¢rks but a 
~. lockout from the. side of the management as, wdl. 

Here, agai~, and even so late as 1928 the word 
rationalization does not appear to have been used by the 
directors. But the content of rationalization is embodieq 
in the speech delivered by the chairman on September 27. 
1928. ". It .is not to the benefit of labour," ;saysbe~ 
II thattwo men or even more should be .engaged on work 
which can be done by one. It means inefficiency, it means 
10~3' of time. We took a definite step in our. policy of 
gradually increasing efficiency by our announcement of 
October 1926 that when posts fell vacant they would be 
I~ft vacant wh~rever. possible. •• And further, ". we knew 
that we had large numbers of surplus men but we resorted 
to this very gradual forl':l pf reduction in. order to avoid 
hardship to any of the men. Results were obtained onl:>; 
slowly •. !mt as they gradually be:ame apparent,. a cam,. 

6 Fraser: Iron and Steel in India (Bombay. 1919). pp. 35. 42. 52; 

tuckwell: The Tata Iron and Steel Co. (Royal Society 0/ A~ts Journal. 

London. 1 Febr. 1918); The Tata Iron and Steel Company Ltd. 

(Jam.hed~u') .1929,;; -
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ptii:gn -of miSTepresent~.tion· 'of .thecouipany·s intentions 
was started -among th~ uneducated wor~men. .• , 7 r, 

If the directors were nottnlconscious ·of the •• hard­
ships" associated with. the ,introduction of "efficiency," 
they were no less conscious ofjts nltima!e advantages ana 
benefits to the working. ·classes.' The chairman was 
emphatic to the effect that inefficiency meant that the 
... standard of, the individual.labou.rer and therefore of 
la:bour . as 'a whole was being deliberateJ,y depressed with 
disastrous -resuhs to the whO'le dass." The other .~ 
of the ,shield, namely, the positive 'aspect ·of efficiency has 
been likewise visualized by the,diredors when -as their 
spokesman Ithe chairman declared.:: "We want to-be able 
to t'aise :the wages 'Of our workmen andal the same time 
to reduce the cost of ·bur labour per ton. That is hyno 
means ·an impossible ,ideal. We wish to do it by so 
training :andorganiiing lOur Jabour that each manaoes 
mare 'Work -and ~oes it m()re .efficieJil:ly, so that though 
his 'own ~ages will rise, the labour cost of what he pro­
daces 'will fall. " 'In the 'same :strain he went on With the 
statementbf palicyasfollows : •• We want labour !to 

accustom itself 'to payment hy resuhs which is the only 
way -in whicht'he 'standard 'of Indian labour can be 
improved ..... 

So with retrenchmenl and unemployment in one 
hand 'a:rid'higherwag~' ~d efficiency in the other the 
dire<!tors 'of the :steel wo~ks 'at"e consciollsly -educating the 
people of all ranks to the double-edged sword of ration­
alization. In ~:peeches like this we have another evidence 
to tbe~fIect that rationalization ,of the purest bra~a,~.l 00 

7 Chairman'. Speech (Tata Iron and Steel C:).) B:)mb83!. 11928._ 
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per cent Americanism in business. organi2lation.-is being 
imported duty-free into the industrial atmosphere of India. 

Industrial India is not prepared, it should appear, to 
boycott rationalization in its relations to labour, but is 
determined to face it in a deliberate and well equipped 
mann.er. Another aspect of rationalization' is equally well 
represented at Jamshedpur both in theory and practice, 
This has reference to the desirable size of industrial 
establish~ents as payin.g economic units. And in this 
regard' also the pioneers of Indian steel industry do not 
intend to march haltingly. At the annual general meet­
ing of the shareholders held on September 16. 1926 the 
chairman in the exact spirit of the great founder of the 
works gave expres,sion to his modernism and uptodate­
ness by citing Ford, the American, Citroen, the French­
man, and Morris, the Briton, as having "each in his own 
way made the principle clear to the world," viz., that 
"the greater the number of motor cars turned out at one 
plant or by one company, the lower the cost of the car.' r 
And "this is not a new discovery made by the motoring 
industry," said he. "In all large scale industries it is 
a commonplace maxim. And in steel the greater yoU]: 
production of one particular thing '{rails is a very good 
example} the lower your costs." The "mass production" 
aspects of rationalization have been therefore being intro­
duced in the steel'works as a matter of business policy.s " 

Here, then, is to be found the theory underlying the 
so-called "Greater Extensions," whicb, as the chairman 
explained, is not an extensi~n of anything that formerly 
existed but a " new complete and modern plant for the 

8 Clt.irma,,· a Speech. (T ata Iron and Steel Co.) Bombay, 192{J. 
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mass' production of coke, pig iron and .rolled steel with Ii 
very IIllich larger capacity than the old plant." This 
new plant has beeri in operation since. 1924 and by 1926 
the chairman was in. a position to announce that it actually 
increa.s~d produCtion .and reduced· costs. The following 
ligures indicate the difference in the costs of production 
betW~en the old and the new plants: 

Rail 

... Rs. 150 
New 112 

Bar 

Rs. 163 
130 

Reduction in working costs through the enlarge­
ment ·of the plant is then im aspect of rationalization' to 
which Indian industrialists have been getting used. The 
same theory finds expression in the decl~ration of policy 
made to the Tariff Board (1926) oE" which a summa~y is 
presented in ~he chairman's speech of 1926 in the follow­
ing words:, "We propose," said he, "to close the old 
rolling mills and to roll all the steel on the new mills." 
This has reference to one part of the plant. In regard to 
~nother part, we are told about th~ir intention "to instal 
one new steel furnace and convert some of the old steel 
furnaces so as to increase the production of steel." This 
is the typical languag~ of orthodox . rationalization, be it 
German or AlIlerican, especially in its post-war ten­
dencie~. The programme was chalked' out for seven 
years. And it is because of i:hispx:omise of extensions 
and Impro~ements that the Tariff Board has recommend­
ed the " protection ., on a 5lew basis ~after the. abolition 
i>f the bounties (1927).9 

9 Chairman'. Speech (Tata Iron and Steel Co.) Bombay, 1927; Annual 

Report for 1927-28 (Tata Iron and Steel ·Co.) Bombay, 1928; Report of the 
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It is to be remarked that iIi regard to the capital ex:" 
penditure 6f some Rs. 30,OO,OOQ-·involved in this seven· 
year programme--the directors have decided neither to 
increase'the capital nor to borrow of the market. They 
have been meeting· the 'expansion expenses from out of 
the depreciation reserves. 'This, be it observed, is good 
rationalization in industrial finance. 

The spirit of cultivating uptodateness in techniq~e 
~nd industrial organization,-no matter whether it be in 
the enlargement of size or employment of labour.saving 
applianceS or installation 'of improved tools and imple. 
ments or, the removal, of obsolete methods and 
machineries-is nothing new with the works at Jamshed. 
pur. All this, is older than the seven·year programme of 
1927 and the "Creater Extensions" of· 1924. 
Experimenting, revlsmg and changing, iri 'one 
word, ".industrial research" has been going on all 
.the time smce its very inception in 1911 ;.. 12 . 
.In July 1911 ;"':""'two or three months before even the 
first coke ovens were fired and naturally long before the 
nrst piece of ingriot steel was rolled on the blooming mills, 
-' -the uptodateness of the installation excited the admira;" 
tion of technical experts. The members 6f the l~dian 
Miriing and 'Geological Institute who visited the works 
,along witli their president Sir R. P. Ashton made the 
following observations -about the labour.saving devices: 
• 'The coal is carried mechanically into the 'Crushers~" they 
wrote, .. and having, been so pulverized that the proiior;' 
tion' which: will equal the size ofa pea will b~ less than 

Indian Tariff Board regarding the' continuance 0/ 'Protecti~ri to the Steel 

Indusry (Calcutta. 1927). pp. 7, 17, 107.111; 'Tariff Board Enquiry' 

(Associated Pres., 22 Dec. 1930). 
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one per cent it i~ shot up inta an elevatot from w!!ich 
it is discharged into wagOfiS fot. conveyance to the €oke 
ovenS. Seventy tons of; coal tan thus be handled and 
crushed in an hout. The evens can turn out' 500 tons of 
coke in .twenty-four houts. The tams whi<;h drive the 
coal into the ovens, the.leyelIers by which the coal i. 
spread inside the ovens, and the pushers by which the 
coke is ejected from the ovens are all electrically driven. 
and' the coal is scarcely touched by human hands from 
the moment of its arrival from the Jheria coal fields to th~ 
time when it is shunted to the blast furnaces yard. "10 

While reading this account of rationalization a$ 
manifest in thecompatative negation of human hands 
one can almost visuali;ze the latest embodiments of .techni­
cal rationalization such as the electrical Kraftwerkeat 
Klingberg neat Berlin 01' the waterpower works at Erding 
in Bavaria exhibit ir. other lines. It is but the same spirit 
of e~ploying the most uptodate' and efficient appliances 
that has furnished the inspiration for' the: enlargements' 
and re-installations comprised in the 7 -year programme. 

By 1929 the new plant was to a considerable extent 
already in operation. The" B •• Blast Furnace was 
•• remodelled," a •• new stove •• was erected and fOUf 
old stove~ .. enlarged," New electrical hoist equipment 
was installed and new storage bins added for (lre .and coke. 
A hew .International Gene.ral Electric Company' ~ blower 
was purchased. And" D .. Blast Furnac.e was repaired 
and altered with 8. view to increasing its capacity. . 

. F~r' the ·production of ~teela new· Duplex furnace 
was installed as well as new gas producers. New 

Iii Fraser, p. 67. 
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installatione at the blooming mill and the rail mill were 
likewise 'Complete. New John Thompson boiler .. were 
in operation as well as the new Es~ber W y$S blower 
foundations were ready. 

Along with all these techni::::al alterations and 
enlargements has to be noted the fact that since 1928 the 
fuel departmen.t has been under the charge of an expert 
.in fuel economy who for several years was responsible for 
similar work with one of the large steel companies in 
Germany. It is in the milieu of these reconstructions and 
expansions that the chairman for 1928 felt inspired to 
refer several times in his speech to the •• steady improve­
rnent of this great industry of ours." And he explained 
the trend as follows: •• This substantial improvement 
made by the works is of course due to the increase of out­
put and to the fall in costs. The latter is partly due to 
the fall in the pri~e of coal, but about half of it or more 
is due to improved results at tbe works, improved effici­
ency, increased economy and a steadily increasing check 
on the quality of the materials which we buy and the 
price we pay for them. We are constantly trying 
to improve the quality and to reduce the price. "11 

A most important aspect of rationalization such as 
. is being han.dled by international cartels has reference 
to output and control over the quota of production. It 
.is interesting to observe that the Tata .Iron and Steel Co . 
. has been pursuing a policy which is calculated to prevent 
ovemroduction. The reduction of stocks is a mention-

II Chairman'. Speech (fata), Bombay, 1921:1; Sarkar: 'Cartels in Japan' 

'and 'Internati~nal Cartels' in the Journal of the Bengal National Chamber 0/ 
Commerce (1931.32), 
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:able item iii its businessorgan.ization. ' 'To-day w~ hold 
='Very sm<iII stocks;" says the chairman's speech of 192 7 ~ 
," and it is the success of our policy in reducing them 
more than an.ything else that has heed the company from 
-the financial,troubles of three years ago~" 

The proportions between turnover " arid . stock' as 
,exhibited in the following schedule :will'indicate the trenCl 
hf recent years: 12 

Year. 

1925, 
1926 
1927 
1928 
1929 

Turnover 

Rs. 
76,000,000 
80,40d"ooo. 
81,200,000 
60,402,004 
40;721,0.30 

Stocks 

Rs. 
. , .. l. 

1 J,_5Qo. t o.~R: 
9,300,000 
5,800,000 
7 ;371,674 
7;082,509 

The reports for 1928 and'1929 do not continue the 
'story of the trend 'from 1925 to 1927;, But an explana­
:tioll is' found in the.following statement published in the 
:Annual R~PCiTt'for .1928 .. 29: ' "'The confusion caused 
:by labour troubles~ at the works,'" we' are told, "inter­
fered considerably with -the work of the 'sale~ department. 
Supplies were not' regular, and orders booked had to 
be cancelled and', 'rebooked and: cancelled again until 
~he works settled: dowQ. to normal production and 
deliveries." It i~ clear,. however, that the clirectorate is 
.keenly conscious of the importance of. rationalization in 
marketing. 

This story of the progress of rationalization in the 
T ata Iron and Steel Works should acquire a special signi-., . 

. 12 Annual J<eports (Tala), 1925-1929. 



RATIO~ALlZATION IN INDIA~ BUSINESS ENTERPRISE 235 

iicance when it is pla-:ed in the perspective of the fact ~hai: 
,the superior technical staff has. been· aU time becoming 
more and more de-foreignized~ To-day the dependence 
of the works on Etir-Amel':can talent is 'les§ than it was 
it· few years ago, although more steel is being produced 
than forme~Iy. The so-called "covenanted servi::e" con­
sisting as it does of engineers , chemists" and metallurgists 
imported from abroad has be~n steadily, going down. 
The following figures indicate that the foreign element 
has been decreasing while the output has been on the 
Jncrease: 

Year Foreign Officers Output 
1925 229 248,000 tons 
1926 160 320,000 " 
1928 143 408,COO 

" 
1929 134 275,000 " 

The diminution in the output Jor 1929 is explained 
by the longstanding dislocation caused by the strikes and 
lockout. But the trend in .. lridianization .. and in slow 

but steady emancipation from alien technical hegemony 
is none the less quite patent. And so far as economy in 
industrial finance is concerned, be it noted that lndianiza':' 
tion is to be appraised as a very valuable element in 
!'a~ionalization. We may consider in this connection the, 
work of the Technical Institute at Jamshedpur about 
:which the chairman for 1927 says: .. That institution 
year after year is turning 'out trained Indians whd fall 
naturally into their place in our works. Natl,ually they 
cost us less than imported me~, and even apart from that; 

we are all as Indians anxious to see our industries actually 
managed and worked by cur fellow-countrymen. The 
steel industry has made great strides in that direction. 
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In the ordinary routine part of. the 'Mlrk 'it will IMlt be 
~e'tY many years' before we achieve. pmcbcally ~amplete­
Wiamization. and one of these days the world may come 
to India for men just as we now go to Germany.' '13 

That ,. Indianizati.on •• as an item of fir..andal 

economy combined with the maintenance of eflicienc:y is. 
a genuine factor in rationalization was apparent during 
.the first five or six years of th works. An English 
mechanical engineer in the service of the company deliver: 
ed a lecture on the T ata Works before the Royal Society 
of Arts, London, in 1918, while the Great War was still 
going on. In the Journal of the Society, published on 
February 1 of the same year his lecture says in part about 
the quality of Indian labour as well as the reduction of 
European staff as follows:' , , To-day in the bar mill three 

8-hour shifts, which would require the employment, of 
27 Europeans, are man.ned by a crew of 2S Indians who. 
run the plant economically with only two European 
$uperintendents, and in the Diher departments similar 
reducti.ons have been made. The chemical laboratory 
priginally employed five European chemists. Now the 
chief arid assistant are Europeans. the remainder of the, 
~taff of twenty one being In.dians. * * * In very many 
instances Indian workmen have shown themseIv~ 

possessed of extraordina~ ,skill and manual dexterity, 

and the electrical department is under the superinten:­
dence of an Indian gentleman, a graduate of an English 
l1niversity, assisted by a staff of Indian wiremen and 
dectricians. "14 

13 ChlJriman'. ·Sp~e"', (Tata), 1926; ;,4nnllal RepOl't· (Tata), 1928-29. : 

!4 Tuckwell.~uprlJ, ,p. 227. 
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Last but not least in importance as a rationalizing 
factor in the industrial organu:atiOR of the T ata Iron and 
Steel CD. remains to be observed that the concern repres­
ems .a commerically complete.and ahnost self-sufficient 
.system .from the bottom upwards. It does not have to 
·depend an others for its YaW materials .except to a small 
extent, :because it pOssesses its own mines. Possession 
.of or command over raw mater.ials on convenient terms 
is Wldoubted1ya most valuable item in economYA The 
chairman for 1928 was in a position to announce that the 
work of the coal ·aepartment was of great benefit to the 
company. It should be noted, however~ that much .of 
its -coal -comes from outside. The next point is that the 
markets for the :senesof finished products are to be found 
.in the works itself. . Coke is manuIacturedout of coal. 
the whole .~f it is utilized in the works. So the company . 
.does not have .to .depend on customers for its disposal. 
In ;other words, coke which from the standpoint of ~dus~ . 
. trial teclmique is a •• finished product "in .relation to the 

.rawmaterial COa4 is but a raw material in the eyes of . 

. the -company itself in regard :to its next higher stage .of. 
manufactur~, namely pig irqn.. 

;50 .far as pig iron is conc.erned, virtually the entirt~ 
supply 'Of .raw materials comes .from the company's own 
mines. The Annual Repori ··,)928-29 ~hes .. the 
fon~w.mg ac<;ount ,af despatches to the Works from its 
min,ingdepartment .: 

Iron ore 
Dolomite 
Limestone 
Manganese 0I!e. 

. 83l,:U9 :tons 

2~57 .... 
!16.,027 , .. 
12,£l6R fl'. " 
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Magnesite t ,4 t 9 " 
Fireclay . .,. t ,379 " 

It has only to ;beremembered that each of these raw. 
materials can be, as it generally is, the finished product. 
so to say, of independe~t mining concerns. The Tata:. 
Ir~n andSt~el Co. may therefore be .regarded as a great 
tmst which in its power' (coal) as well as ,raw ·materials. 
rests on very ·~trong ,foundations. 

Pig iron is a .. finished product" by all means, and: 
part of it is exported by the company. But the' rest is' 

utilized.by the company itself in its steel furnaces. The' 
Tata Iron and Steel Co. might have stopped at this~ the· 
steel stage, just ias the Bengal Iron Company, the Indian 
Iron Company. and the Mysore Iron Works stop at the 
pIg Iron stage. In other words, the company might have. 
exported' all its steel or sold it to· other companies But it 
has chosen to use its steel as a raw material for the next· 
higher-stage of its own manufactures.· The market .for 
its steel is' thus the company itself .. At the 'present stage 
of. its development the final manufactured goods of the: 
company.may be detai.ledas 'rails', fishplates, bars, light 
structural, heavy structural, plates, sheets;·etc. The 
hierarchy of manufacturing processes would have bee~ 
complete if the company were in a position to utilize these. 
bars, sheets, etc., for the,manufacture of wagons,' motor .. 
cars, ships, etc., in its. own workshops. A tendency in 
that dire~tion is slightly embodied, however" in. its depart ... 

ment of agricultural .tools and implements (Agrico). 
Command over raw mC:terals in all the stages·as. well 

as command .ever markets except. in the last stage of pro· . 
duction is then a special feature of. the T ata organization. 
which catmpt be overlooked by persons interested. in 
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iIldus~rial morphQlogy.Is ,And in terms of technological 
no~enclature all the manufac:t~res of the~ompany except 
the rails and bars, etc., .namely, coke. pig iron and steel 
which would be. regarded as fi~ished products by other 
co.mpanies. are in its own estimation nothing but raw 
~a,terials,···semi-~anufa~tures·· or rathe~ intermediates. 

finally, it has to be observed.,that in regard to ~he dis­
posal of its own finished products the A nnual Report JOT 
1928-29 says as f~llows: .. Stockyards in different parts 
oJ Indiahav~ been started alld a large proportion .of ou~ 
steel will be ultimately distributed. through them." 
~conomy in marketing could not be better realized in any 
other way. This is. but the last of the many economies 
~hat have been accruing automatically to the company 
because of its essential character as a "vertical trust" 
( ". . 

combi,ning in one financial and technical complex a 

I"/.umber of enterprises in the hierarchical order of produc:" 

tion. 
The utilization of .. waste products .. at th~ coke 

oven d~partment ",hich in comb:nation with the sulphuric 
acic;l; .plant ieads to the manufacture of sulphate .9f.. 
amm~ni~ and coal ta.r is likew~se a mentionable. item in 
the works fr~m . the sta~dpoint ·of industrial structur~·.· 
For, this give~· rise to economy which lessens the price 
~f coke and ~ltimately of pig iron and steel and tilU~ 
~ssures or rath~r stre~gthens the ~apacity of the c0If:\pany 
to compete on the world-market. . _ 

The ~chievements of the T ata Iron and Steel Co. ill 
rationalization ~long the different fronts,---,-in technique, i~ 
~ .. ," '" . . 

15 '.The Stinnes Complex in .German Industry' in Sarkar: Econ<;>mic 

Jef)e(opme~t (Madras. 1926). pp. 60-63, 
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£nance. iii pe!'$onnel. in ·mkketing.-!....a~e distinct and' 
signal ,enough to he fonowed with 'keen 'interest by' 
.~dents ofromparative industrialism: and applied econ-' 
.omics. Indian statesmen and business experts are 
,v.·atchin~ Ihe experiment with intense personal sympathy.' 
But.-·-and this is equally. if l10t more' ~ignificant,-the 
poiiticians and business 'men' of Eur.Americawho are 
traaiitionallysceptical about Inda' s capacity to produce 
.steel and to maintain a giant concern have grave doubts 
.cibout the ·futureof the company. To foreign obsei'Ver~ 
this steel industry of India is still appearing as an exotic 
., .. 'Unsuited to the tropics."'" The T ata Co. is to-day 
nothing more than an object of international curiosity. 

But this chaUenge from 'far and near has been boldly: 
.accepted ;by the directors. To the Tarilf Board and·to' 
the lndian Legislature they have olfered assurance that' 
'by .1934 •• they -will nave established an industry that can 
.stand on its own feet and needs no assistance in the way 
6f protection. .. Nay, more; to his c~untrymen the chair­
.mali for ;1926 has the following message to deliver: ,It if 
this company is successful· other compariies will follow' 
.andWithin twenty or' thirty years you may see a Pittsburg' 
in and around Jarrishe·1pur supplying "India With cheap 
.steelshe t"equires for her railways and mqtors, her' ships 
:and her 'industrial development, a -source of strength and 
wealth ,to the whole natio~:" 

Not less is rationalization being practised at the My~' 
.sore IronWorks {Bhadravati),16 an enterprise of the Govt • 
.cif MYsOre, which however il a pigmy concern 'by the side' 

1'6 The details may be seen in the ar~icle on the Mysore .!r~n Works in 
;the J.RN,C. for 1931. 
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-of the T ata Iron and Steel Co. It is to be observed that 
.although steel is being produced here just to •• investi­

gate the possiblities," the only product for which the 
works has been installed in 1918 is pig iron. The funda­
.mental technological feature, however, consists in the fact 
that not the coke derived from coal, but charcoal" dis­
tilled •• from wood furnishes the raw material with which 
iron ore is treated in the blast furnace. The capacity is 
limited for the present to . about 60-65 tons of charcoal 
.and 80 tons of pig iron per day. 

Small as it is, the works would have perhaps failed 
to. be economically worth while had it not been furnished 
with labour-saving appliances in its different stages and 
sections. For instance, there is a steel ropeway, three 
miles long, operated by gravity, which brings the iron ore 
down' to the foot of the hill which is about 24 iniles away 
from the works. Then, again, a network of tramways, 
some 100 miles long, has been constructed to transport 
the fuel from the forests to the works. It is important to 
note that it is on account of the absence of mechanical 

conveyance and transportation facilities that the utilization 
of raw materIals has not yet been an accomplished fact 
in various parts of India. 

At the next stage two important economies are note­
worthy. First, there are the power-saws with which the 
wood is split and billetted to the required sizes and loaded 
into the cars. And secondly, during the distillation 
procel!ls in the carbonizing apparatus', known' as retorts, 
the mechanism is so contrive:J. that the non-condensable 
gases that are eventually formed as chemical resultants 
.can be- burnt under the oven, thuS'serving to economiie 

fuel. 
• L 
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The works utilizes its pig iron for the manufacture 
of ,cast iron pipes in conformity with the specifications of 
th~ British Engineering' Standards Association. The­
pipe foundry is uptodate, and the management has sought 
to eliminate manual labour by providing electrically­
operated machinery for such functions as ramming, core-· 
making and screening and mixing of sand. 

As at Jamshedpur.at . Bhadravati (Mysore) also theo 
utilization of bye products. plays an important part in the 
works. The condensable ,gases of the wood-distilling; 
retorts are being used in the chemical plant, as part of 
the concern, for the manufacture of acetate of lime, .. 
methanol, methyl acetone, a wood preservative and a. 
disinfectant. 

With all these econoIP.ies tlte Mysore Iron Works: 
does not yet feel after .six or seven years of work quite· 
sure of the market. There is no doubt that rationaliza­
tion has contributed in no small measure to its staying­
power by ~heapening its products. To-day in, the epoch. 
of world-economy no concern,. whether in India or else­
where, can expect to function unless it can deliver the. 
goods at. competitive prices •. And ratiorialization is. 
nothing but a powerful element in applied price­
economics. In the struggle of industrial or commercial. 
enterprises for existeoce ,and self-assertion rationaliza­
tion is serving to-day as the most ~fficient aid to­
the bringing down of the supply-price tQ the lowest 
possible . level, 

. Rationalization, as a • prominent aspect of the-·' 
economics of the lowest supply-prices in so far as com­
petitive goods of the world-market are -concerned, is th~re-· 
fore looming large in India in regard to the industries; . 
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on the margin of existence as well as to those that are 
yet only in projects. It is because of the want of ration­
alization that certain enterprises are passin~ through a 
crisis. And again, unless rationalization be attempted 
at the very threshold, as for instance is the case with 
the T ata Iron and Steel Co, and the Mysore Iron Works, 
certain other industries could hardly be called into being. 

The Burmah Oil Company may in this connection 
be cited as another instance of an enterprise in India •. 
although however not Indian in finance. and organization •. 
that satisfies the rationalization tests in a remarkable 
manner. It is, in the first place, from the standpoint of 
financial organization, a trust-like complex. For, like 
the Tata Iron and Steel Company, the B. O. C. com­
mands not only the raw materials, namely, the crude 
oil of the oil-fields, but the finished products, the 
kerosene and benzene, etc., of the refineries as well. 
The next stages in the creation of values are likewise in 
the hands of the Company itself. The B. O. C. 
possesses its own. "oil marine," so to say, to transport its 
goods to the d~ired markets. And finally, the market­
ing also is taken care of by its agents. The B. O. C. oil 
tanks are prominent installations in Indian cities. The 
sale is in the hands of the Burmah Shell Oil Storage and 
Dif;tributing Company of India, which is the sales agency 
for the greater portion of kerosene marketed in India. 
The B. O. C., be it no~ed further, is an associate o~ 
the. Asiatic Petroleum .Co. (representing the Royal 
Dutch Shell Group) on 'the . Kerosene . Pool.. con-: 

stituting thus a link in the big British trust in competitio~. 
with "Socony." the Standard Oil Company of New 
York. In: its price-war with this American trust, in 
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regard to the cheap Soviet oil that is alleged to have been 
•• dumped" into India by the latter during 1927-28 the 
B. O. C. could therefore command all the advantages of 
international alliance while claiming protection before the 
Indian Tariff Board.17 But the Board. be it observed 
incidentally. disallowed the claim as economically un­
justifiable. Secondly. in regard to tech:riique also the 
B. O. C. is well rationalized. Its oil.fields are electri. 
lied. and its refineries, located at Rangoon. are con­
nected by lines of pipes with the oil· fields far away. 

Ifratiollaiization is so prominent in the mineral oil 
industry it IS conspicuous by its absence in coal. which as 
power is allied to it in economic life. The recommenda­
tions of the Indian Coal Committee appointed by the 
Government to inquire into the coal situation were pub­
lishedin 1925. And from these one obtains an idea as 
to the technological and organizational backwardness of 
the industry. There are 'many collieries where mechani. 
cal coal-cutters are unknown. The introduction of more 
mechanical appliances is therefore one of the' primary 
suggestions of the Coal Committee. Another defect 
which arrested the attention of the Committee consists 
in the fact that the coal raised is not loaded immediately 
into wagons. It is stacked for some time and' latet 
loaded by hand. The CQmmittee has recommended the 
~mployment of mechariicaI loading appliances as well as 
the loading of coal as soon as the material is raised. These 

two technical shortcomings are combined with a t}:ird one 
• 

to render coal-:ilining in India. among other reason~. 
economically incapable of maintaining its own even on the 

17 India ,in 1928-29 (Calcutta 1930). p. 178. 
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Indian market. This arise.; from the fact that from tht> 
face of the pits the. coal has to be carried by women in 
baskets to the coal tubs on the -rails. The Coal Com­

mittee has suggested that this cor..veyanceehouldbe- takeu 
away from human. shoulders and be transferred to the 
wagons by exten.ding the rails up to the point at which 
coal is cut by the men. . All these suggestions have bear­
ings on labour-saving devices and at the same time on 
economy in mining. .In addition to these· ·defects in the 
technique of mining there is the problem of transporta­
tion. The Indian collieries have always compla':cd 
against the indifference and ah$ence of co-operation from 
the side of the railway companies in this regard. Last 
but not least has to be noted that coal min:ng in India is 
virtually a •• c,ottage industry." It is just here that the 

chief reason why the coal industry has remained so long 
poor in mechanical appliances and technological 
economies and why the managers of Indian collieries as 
a rule look askance at proposals for improvements in 

supervision, machinery, organization, etc., is to be 
discovered. The collieries are too small in size to enable 
"modernism" to be intlo.:luced. The total Indian out­

put averages annually about 20,000,000 tons. But this 

is raised by no less than 900 to 1. 000 independent com­
panies. Altogether, then, the coal bus;ness presents us 
~th a picture just the opposite of that of the B. O. C. or 

the T ata Iron and Steel Co. In the recommendatio:.1.s of 
the .Coal Committee and the Report of the Tariff Board 
on the Coal Industry (1926)ls as :well as in the work of 

18 Annual Report. of . the: Chief Inspector -of Mines in India 1927 

(Calcutta, 1928), pp. 11.12, 113.116; 'Indian Coal Statistics 1928' (Indian 

Trcd~ jou(nal, Calcutta, 13 Dec. 1928). pp. 6, 31.36, . 
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.the Coal Grading Board. which has:been, functioning since 
1926 and in the suggestion'in 1929 for the establishment 
of a Board of Research one will not fail to encounter the 
technological aspects of rationalization by attending' to 
which the Indian collieries may expect to add to their 
efficiency and staying power. 

. The suggestions of the Indian Coal Committee 
should appear to read almost identical.· be it observed 
en passant, with those of the Report of the Committee 
.on the British Cotion Industry (1930). "We ar~ 

satisfied. •• says the Committee, •• that the British cotton 
industry has failed to adapt its organization and methods 
to <:hanged conditions; and so has f~led and is failing to 
,secure that cheapness of production and efficiency in 
marketing which alone sells staple goods. .. The 
Report emphasizes that it is essential for 'employers and 
,operatives to reduce costs and increase efficiency by con­
certed action. And .the methods suggested for achieving 
these objectives consist of (1) the technical improvement 
of the spinning and manufacturing sections. involving 
considerable re:equipment and (2) the formation of larger 
units within each section of· the industry. 

, The technique and trade of coal-mining are different 
from those of cotton spinning and weaving. And the 
industrial organization of, Great Britain is certainly not 
on the same low level as that of India. The category 
•• improvement" or .. larger units," etc., does not 
therefore convey the same content in England as in India. 
But it is curious that almo;t the same language should 
have to be used, while discussing the question of reform. 
in regard to Indian coal as to British' cotton. And' in 
fact virtually the same thing has been said . on other 
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'Occasions in regard to Indian cotton and British coal~ 
We encounter here, indeed, the universal phraseology 

·of rationalization which is applicable no matter what the 
,economic region or the line of industry. The •• new 

industrial revolution" has been manifesting itself in the 
.$elf-same manner in all countries, adult or young, and 
,in the most diverse branches of economic enterprise. 

It is interesting to watch how in India the younger 
power, oil, is already perhaps adequately rationalized but 
the older power, coal, has just commenced mastering the 
.alphabet of rationalization. In regard to the youngest 
power resource, namely, hydroelectricity, India has 
.something no less interesting to offer to students of 
industiral organization, finance and technique. The 

present developments and future prospects of Indian 

hydroelectric works' are intimately bound up with ration­
.alization. Hydroelectricity, like everything else on 
. earth , has to be delivered cheap, if it is to be delivered 

.at all. And in this regard the economics of the lowest 

possible supply-prices present us not only with the well­
known phenomenon of mass-manufacture or large scale 

.production such as is calculated to bring overhead charges 
-down and assure economies of all sorts but chiefly with 
another phenomenon that is prominent in trust-organiza­

tions and which we have noticed in the T ata Iron and 
Steel Co. and the B. O. C., namely, the command over or 
.control of markets in regard to its own goods. The markets 
for. hydroelectricity are naturally to be found in the light­
ing arrangements for town~ and villages, industries and 
transportation systems, irrigation works, etc. Unless 
these 'facilities are available and adequate and unless the 
hydroelectric works can count upon such customers as 
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· a regular business proposition the electric power is hardly­
likely to be placed on the market. The precondition for' 
the establishment of hydroelectric concerns is the 
existence and co..operation of these multifarious power~ 
using clients. And where independent clients are 
not forthcomin.g, the hydroelectric works. iF it is to. 

function at all, must establish industries of its own to­

utilize the power generated by itself. 
The utilization of was~e or bye products is a sine 

qua non of the iron and ste~l industry. The very sin~· 
qua non for the hydroelectric enterprise is similarly to be 
found in what may be described as industrial" ecology, •• 
i.e., the system of auxiliary,. allied or associated 
industries, of which the utili.zation of bye products is but­
one aspect. Neither the iron~steel nor the hydroelectric. 
concerns can flourish except as the nucleus of an industrial 
., complex." Whether this industrial complex is finan~ 
cially subordinate to it and forms· part of. one and the. 
lame organizational system or is independent of it in 
management and control makes hardly any difference. 
What is important is that from the standpoint of technol­
ogy the nucleus and the complex must" be intimately 
inerrelated, one depending on the other as market to. pro~ 
d1Jcts! as affiliated members of .. a community of 
interests," 50 to say. This is·.the verdict of rationaliza­
tion as the science of min~mum supply~prices. 

Hydroelectricity. in India has already been feeling 
this urge of price~economics as a "compelling" or 
"determining~' factor in the! system of industrial affilia~ 
tions. The small installation at Shillong in Assam 

· (1923~29) cannot Bourish simply I::ecause cf. this absence 
of industrial atmosphere, the economic environment. 
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The' ecology of associated industries has to be brought 
into being before the works can attain a level of pros­
petty. But the surroundings appear still to be rather 

irresponsive, nor are the promoters of tbe hydroelectric 
works financially strong enough to venture on industrial 
schemes of their own. 

Let us turn our eyes, however, to the Bombay side. 
Here we notice how hydroelectricity19 is being pioneered 
by people who are reaping all the advantages of the 

ecology such as industrial rationalization involves. The 
original scheme (J 9 J 0) of hydroelectric engineering 
works at Lonavla was restricted to 30,000 horse power. 
But the demand for power from the local cotton mills 
induced the promoters to extend the scheme (J 911-13) up· 

to a capacity of 40,000 h.p. The market for the sale.of 
power has been furnished not only by cotton mills, but 
by Hour mills as well. Besides, tLe Bombay Electric 
Supply and Tramways Company Ltd., as well as the 

Harbour Branch and Bombay-Kalyan Section of the Great 
Indian Peninsula Railway have followed suit as purchaser 
of power in connection with electrification schemes. The 
result has been the establishment, since the opening of 
the first works in 19 J 5, of three. new schemes in rapid 
succession (1916, 1919 and 1928). The total capacity 
at the present is measured at 140,000 h.p. when the 
third and the fourth schemes are complete in all the 
stages. All these instaliatiolls have in their view not 
only' the ambition to cater to the demand for power from 
the existing mill and tr~portation industries of the 

19 See the puplications of the Tata SOBS Ltd. in regard to their e1ectric;al 

enterprise&. 
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"Bombay economic region,-"but they have wid~-reaching 
plans as well for enriching this ecoilomic region with new 
industries as purchasers of their power. Some of these 
:new industries are' to be started by the hydroelectric com­
~pallies themselves, e.g., those involving electro-chemical 
processes. The .. localization" of industry is thus 
.acquiring a new significance under the dynamic pressure 
,-of electro-technology. 

Rationalization as a system of affiliated or associated 
:'industries has therefore been 'regionally a' fact of th~ 
Bombay hydroelectric ventures, and it is being "goal-
· fully " furthered in a deliberate manner by the 
: parties interested in the manufacture of hydroelectricity. 
· And this aspect of rationalization has been helped for-
· ward, luckily for the enterprise, by two sets of circum­
.stances, one natural or geographical and the other, 
business-morphological or socio-financial. . Thus, the 

.second and the third schemes are but physical extensionS 
· of the first one, so that the geographical unity has 
· enabled the establishment of some degree of technologi­
.cal uniformity. This fact has been serving as no mean 
,factor in the institution of economies. And secondly, 
all these four works are under the unified finance and 

. control of the same " holding company," T ata Sons Ltd. 
To this hydroelectric t:';1;1st; worth Rs. 222,000,,000 as 
,capital, there has been a recent accession of American 
:finance (1929) in substantial proportions which can but 
: .lead to the strengthening of the entire structute as one 
.technologico-economic con:plex. . 

If the gigantic strides of, the hydroelectric develop­
ment on the Bombay side point to the previous existence, 
'parallel development and possibilities of growth of a 
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large number of subsidiary or allied industries, and thus 
-embody the results of rationalization in marketing, it is 
the comparative absence of facilities for rationalization 
in. marketing, that is, the non-existence of associated 
industries, that explains the· rather slow progress or 
·even insignificance of modern ~hemical enterprises in 
India. 20 Like every other enterprise, chemical enter­
. prise also in India must have to meet its customers on 
the world market, in other words, have to offer competi­
tive prices. International cost-analysis furnishes the 
foundation of price-economics in the epoch of world­

·economy and the economics of chemical industry is, 
like that of hydroelectric, essentially none other than the 
. technology of $ubsidiary or affiliated industries. It 'is 
.-()nly whe~ the industrial ecology j or for that matter, the 
-economic region. is rich, variegated and complex enough 
to enable the chemical bye products of certain enterprises 
.being treated as raw materials for independent finished 
.products in others that the gooc:ls can be placed on the 
market at the ~inimum supply-prices. In price­

.economics, indeed. the problem is the same for chemical 
goods as for hydroelectric power and iron or I steel. 
The problem consists in introducing or utilizing economies 
by the most rational exploitation of "wastes" or sub­

.sidiary goods. In other words, in order to develop one 

.-chemical industry it is not enough to invest money and 
employ technical experts in that line only. One will 
.have to develop simultaneously a .large number of 
.ind~stries in the same group. It is necessary either to 

20 The present situation is described in Heavy Chemical Industry 

,{Report of the Indian Tariff Board) Calcutta 1929, pp. 8-15. 
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$tart a giant concern which is to function as a," vertical 
trust " in regard to the disposal of raw materials, semi­
products, intermediates andnl"ished goods, or to 

. commence operations with the possibility of active co­
operation between a n?mber of independent concerns on 
the principle of community of interest. Chemical com­
plexes or combines are technologico-financial necessities. 
An isolated chemical i!ldustry is doomed by its 
very nature. The It~lgas of T unn (Italy) is one of the 
latest instances of this rationale. 

Perhaps the most scandalous instance in India of 
the absence of rationalization or the want of . affiliation 
between div~se industries is to be found in the low grade 
of development in or rather utterly primitive condition 
of the vegetable oil industry. 21 The export of oil seeds 
from India to foreign countries is technologically account­
ed for by the fact that the industries dependent on oil 
seeds are undeveloped or find themselves in· a very 
rudimentary state. It is not enough jn a fit of economic 
nationalism to stop the export of the seeds. True ration­

alization would involve a simultaneous business activity 
.along different fronts of the oil-complex. The seeds 

have to be pressed into oil in the most uptodate manner. 
The pressing and refining works will give rise to 
,. wastes, " the oil-cakes .. , A new industry, that of ferti­
lizers,· has automatic~lly' to be taken care of. Then. 

21 Banesvar O{lSs : 'Prosp~ct8. of Oil Industry in Indiar (Modem Reviet.J, 

<;:alcut~a, Nov. 1926); 'HYdrog~tion·of .Oils Blld .its C:>mmercial Possibilities 

in India '(Journal 0/ the Bengal National Chamber cf Ccmmeroe, Calcutta, 

1927); 'Fertilizers for India' (Journal of the Aasociation 0/ Engineers, Calcutta • 

. April· 1929)r Review of th~ Tracle 0/ India 1928.2.9 (Calcutta 1929). 

pp. 162, 209·210. 
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again, the finished product, oil, has to be treated as but 
the raw material for a series of further stages in manufac­
ture. There must come into being factories for the 
manufacture of vegetable butter or other edible fats. The 

manufacture of· candles can become another independent 
industry. Paints arid varnishes belong likewise to 

the same complex. Finally, there is the industry of 
soaps. To be successful in the manufacture and market­
ing of soaps the entire oil-industry will have to be ration­
alized, i.e., its different branches will have to march 
alon'gside of one another in response to the dictates of 
one socio-technological general staff . Failure or partial 
suCcess in soaps presupposes and involves automatically 
failure or partial success in all. The fortunes of the 
different branches are interdependent. This interdepen­

dent character of '~he chemical industries has been arres­
ting the attention of business' organizers in India since the 

publication of the Handbook by the Indian Munition 
Board (1919). But the rationalization in the chemical 

industries seems as yet to be a long way off. 
This would be apparent from the regrettable condi­

tion in another line of chemical industries, namely, soda 
compounds. In 1927-28 not less than 42 per cent of 
the total value of India' s chemical imports belonged to 
this· group,and it was priced at Rs. 1:1 ,200,000. u 

Naturally, therefore, o~e might expect a fair degree of 
industrial development along these directions, for soda 
compounds constitute at the s,ame time a very important 
element in modem industry. But in order to compete 
with the' imports on .the Indian market the manufacturers 

.22 ReI1ieUl of. the Trade oj Indio 1928-29. Calcutta, 1929, p. 157. 
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of soda compounds must possess facilities in regard to. 
the, use of sulphuric acid, hydrogen,chlorine, ammonia. 
,etc. All these chemicals will have to be regarded in, 
business~m6rphology as 'bye products or allies and_ 
market comrades of one another in. the economic sense. 
Prices can be brought down to the desirable level only iF 
a II community of interests" 'were to h~dle the manu­
facture of these and other allied chemicals as parts of one­
and the same organization, a common system of market-· 
able goods. There is no place fol' .. cottage industry ", 
in the chemical world. It is because of the relative· 
absence of a noteworthy background of affiliation in 
associated enterprises that the few chemical industries 
tha~ haye become promin,ent in India during and since the· 
War exhibit the condition of slow and halting progress. 

The raw materials for chemical industries, both. 
vegetable and mineral, are of course plentiful in the . 

. different economic regions of India. The number of 
chemical workers and engineers has also been on, 
the increase during the last two decades. It would be. 
sheer superstition to believe, as is the custom to imagine 
both in India and abroad~ that the skill and qualifications. 
of theinteilectual hands in the'chemical and pharmaceuti­
cal works of Europe and America are generally superior 
t~'ihose o{~h~ young m~Jl who come out of t~e Univ~r", 
sities ~nd technical colleges of India. India~ graduates; 
of chemistry and engineering, are competent' e~ough to,· 
be placed in charge of factories aod industrial research, 
laboratories.23 They may perhap's need for some time, the 

~ "23' . Sa~kar: Cdmparatille Pedagogics in relation to' Public Finance ".ntF 

National Wealth (Calcutta, 1929), pp. 61.73; 'Das technische Studium ill­

Indien', (Bayerische Indusfrie-und HandelBzeifung, Munich, 9 Dec, 1930) .. 
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guidance of some directors such as possess the technical. 
and administrative experience of competitive concerns in. 
Eur~America and JaE.an. What is really wanting in 
India to~day in order to consummate the rationalization 
of the various factors in chemical industry is nothing but. 
the T ata concepion of industrial finance. 

The establishment of subsidiary or associated . 
industries as an element in economy, competitive cost. 
world~marketability etc., has been well assimilated by the. 
inheritors of Tata's good will and genius, Tata Sons Ltd. 
They have not only made good use of the existing indus· 
trial environment with reference to their hydroelectric 
enterprises but they have at the same time been conscious. 
ly pioneering new industrial concerns as markets for 
themselves. Besides, they have been systematically at 
work also in order to establish a milieu of mechanical 

and engineering industries with the Iron and Steel Co. as· 
centre. The utilization of steel is being accomplished in 
their very zone in engineering works directly. or .indirectly 
connected with T ata finance. Not the least interesting:. 
item in .connection with the establishment of auxi. 
liary industries in the J amshedpur sphere is to be found. 
in the participation of this iron~steel complex with the. 
B. O. C. for the establishment of a tinplate factory. In 

. this co~operation between an Indian and a non~Indian trust 
we have but another specimen 9f rationalization in con:-· 
t~mporary world~economy on Indian . soil. 24 

The.establishment of the Federal Farm Board in the. 
U. S. A. by President Hoover"in 1929 has been directing. 

24 Rep. Ind, Tar. Board regarding t.he. contin~an!,e of Protection to the-· 

Steel Industry (Calcutta. 1927) pp. 105. 157. 
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the eyes of the economic world to the lines along which 
-rationalization can be consummated in the domain of 
.agr.iculture whether as regards restriction or expansion of 
·acreage, financing of cultivation, or storage and marketing 
;of crops. The possibilities in this field are immense as 
would be evident from the fact that the American govern­
ment has placed at the disposal of the newly created 
Board the huge sum of $500,000,000. Indeed, the 
tendency is to look upon the F ederaI Farm. Board almost 
as on a par with the Federal Reserve Board of the banking, 
and currency system. 

Agricultural rationalization is not entirely unknown 
in Indian economic experiences. 25 The attempt to 
economize credit transactions with a view to agricultural 
operations ot rather to place at the disposal of cultivators 
the facilities for short-period loans on relatively easy telms. 
and thus to a certain extent emancipate the peasant world 
front the grip of the " loan-sharks •• has in India as else­
where led to the institution of co-operative credit societies. 
The Co-operative Credit Societies' Act of 1904 has been 
enlarged into the Co-operative. Societies Act of 1912. In 
its present form the Act may be regarded as in a certain 
measure calculated to rationalize the purchase, cultivation 
and marketing done by agriculturists in addition to their 
credit transactions such as were exclusively taken care of 
by the legislation of .1904: 

25 Sarkar :'Model'nisierung der indischen Landwirtschaft' (Berichte 

tiber Lanawirtschaft, Bedim, Band x"Iv, Heft' 2, 1931). 

For the general principles of rationalization in agr:culture see L'organiaa-. 

tion 8cientifique au Travail Agricole en Europe (Rome, 1930), ch. XII, and 

'Scientilic Management and German Agriculture' in the International Labour 

Review' (Geneva 1927). 
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In the sphere of agricultural marketing rationaliza. 
tion may be traced in India to the war measure of 1917 
which brought a central cotton organization into being 
under Government auspices. This has later been 
developed into two distinct semi-statal organizations of 
extraordinary importance in the cotton trade and industry 
of the world. The first is the Indian Central Cotton Com­
mittee established in 1921 with the Agricultural Adviser 
to the Government of India as Chairman. 26 The Com­
mittee has been looking to the prevention of mal-practices 
such as. lead to the spoiling of the market for 
Indian cottons. The "reputation" of Indian cottons 
is an important category in the thought and work 

-of this Committee. The prevention of adulteration as 
well as the promotion of the expansion of acreage under 
... improved varieties .. are naturally two very significant 
items in the Committee's programme. It maintains 

likewise a thorough machinery for research in spinning in 
its own Technological Laboratory at Bombay. The 
Institute of Plant Industry at Indore owes a great part of 
its finance to this committee which seeks at the same time 
not only to provide cotton research scholars with funds 
.but also to improve the statistics of cotton in all 
its branches. Tpe financing of all this cotton propaganda 
is being met from the ear-mar~ed public revenues accru· 
ing as they do from the proc~eds of the Cotton .Cess Act 
.specially instituted for this purpose in 1923. 

26 Indian Central Cotton Committee: The Present Position 01 the 

Research Scheme. (Bombay 1930). pp. 8-12; Annual Report of the Ind: 

Centro Cot. Com. 1930 (Bombay 1931). pp. 18-21. 77·83. 



2'58 RATIONALIZATION IN INDIAN BUSINESS ENTERPRISE 

The second ~rganization is known as the East India 
.cotton Association, and was brought into existence by a, 
Government chartet in t922. The functions of this 
Association are less co~prehenslve than those of the 
Committee. Indeed, the Association looks exclusively to, . 
the cemmercial asPects of cotton. A large number of 
independent and often conflicting organizations used to. 
take interest in the cotton trade of Bombay previous to 
and during the first stages 01 the War. The estahlish. 
ment of the East India Cotton Association has led to th~ 
dissolution or merging of those units into pne centralized: 
body. Under the auspices of this Association a regular 
Cotton Exchange has been functioning at Bombay and 
steps have been taken to standardize the difJerent cottons. 
according te quality. for the first time the marketing of 
Indian cotton has been placed on a theroughly systematic. 
and uniform basis. 

Rationalization is catching. The success of cotton, 
rationalizatiOn has evokd a parallel attempt in the jute. 
trade of Bengal. And since 1929 the suhject has been. 
demanding the'serious attention of the Govemment. 

In India as in EUl-America and Japan the W'ar has; 
been a great teacher of rationalizations. And as in other­
economic enterprises, in hanking also India owes attempts. 
at I'ationalization to t'le .experiences of the War. The 

. three Presidency Banks of Bengal, Madras and Bombay,. 
as constituted by the Act of 1876, were independent of 
one another and also, to a very considerable extent, of the 
Government. The W ar c~ml?elled not only a greater 
and greater interdepeildel).ce am.ong' theJ;Ilselves but also 
a more intimate assO(;i.ation o~ each with the Covenunent 
finance. The pressure of the money market and general 
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economic conditions such as has been the mother of bank 
fusions in Germany, U. S. A. and Great Britain as well 
as Japan has not failed to produce its effects in the Indian 
atmcsphere. The merging of the three Banks in the 
Imperial Bank of India (1920) marks a most important 
event in the rationalization movement in Asia. 

It should be observed that the Imperial Bank, 
although intimately associated with Government finance 
according to its charter, is not, as generally believed even 
in expert circles in Eur-America, a bank of issue. It is 
not a note-bank, but a fundamentally commercial credit­
institution like any other •• private .. bank. The con­
centration movement as embodied in this merger 
represents rationalization in ordinary banking business. 
And although •• semi-statal •• in a certain sense. 

the centralization achieved here is economically of 
the same class as is another bank-merger in post-war 
India. as embodied in the Central Bank of India Ltd. 
which made its debut (1923) by taking over the 
Tala Industrial Bank established in 1918. 

The example of this rationalization in a purely Indian 
concern, the Central Bank of India, has not as yet borne 
much fruit in practical banking as conducted by Indian 
businessmen. But the existence of some eight 
hundred •• cottage •• banks, so to say, generally known 
as "loan offices" on the Bengal side, has long been 
calling for amalgamations like those, for instance, in Italy. 
where· since the currencv reform of 1926 some 435 deposit . . 
banks have I!ither liquidated or been merged. But the 
investigations of the Indian Banking Enquiry Committee 
(1929-31) as well as: the experiences of actual trade and 
industry are well calculated to inspire several bank-fusions 
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in the near future, thereby economizing on a rational basis 
the credit resources of the country. 27 

Finally, among the rationalizing processes ane! 
factors may be mentioned the federalization movement 
among the chambers of commerce fupctioning in India. 
There is, in the first place, the organization known as the 
•• Associated Chambers of Commerce of India and 
Ceylon" which represents the combined interest of the 
different chambers which are both European a~d Indian 
or rather preponderantly European in membership. In 
1927 there has been established another commercial 
federation with the object of establishing co-operation 
between all those chambers of commerce which are exclu­
sively Indian in personnel and policy. This is known as 
the .. Associated Indian Chamber of Commerce. "28 

:Although this federalization idea among the Indian. cham­
bers may be traced back to 1913 it has got a fillip because 
of the International Chamber of Commerce with head­
quarters at Paris 'and other international economic 
organizations of the post-war epoch. As a conscious 
member of the •• world-economy " the Associated Indian 
Chamber bids fair to be a strong formative force in the 
rationalization of Indian commerce and commercial intelli­
gence. 

27 ,The Memorandum of Written Evidence of the 'Bengal National 

Chamber of Commerce 8ubmiUed to the Indian Central Bank.ing Enquiry 

Committee .(Calcutta. 1930). pp, 23.32; Sarkar:. 'Banken und Bankiers im 

heutigen Indien" (Bank.wi •• en.chaft~ Berlin 1931). 

28 'The Federation of Indian Chambers of Commerce' in· Sarkar: 

Greetings to Young India, (Calcutta. 1927), Vide the present author's 

~Aspetti e Problemi della moderna Economia Indiana' (Annali di Economia. 

Milan. 1930), 



Tbe World-Crisis in its Bearings on tbe Regions 
of tbe Second and tbe First Industrial 

Revolutions l 

The words •• economic catastrophe" are on every­

body's lips to-day . We in India are used to associate the 
phenomenon in a special manner with the happenings in 
Eur-America. The subject calls for an objective 
analysis. 

has 
The 

It would be a mistake to suppose that Eur-America 
been heading towards an economlC disaster. 
depression with which one has been commg 

I The present study calls attention to certain problems of the crisis­

unemployment complex of 1929-32, which do not appear to have been 

adequately examined by the League> of Nations and the International 

Labour office. It is not intended here to summarise their views which 

may be consulted in The Course and Phases of the World Economic 

Depression (Geneva 1931), Problemes du CMmage en 1931 (Geneva 1931). 

and to a certain extent in The Social A _peets of Rationalisation (Geneva 

1931). See in this connection Gini: "La Crisi Mondiale" (La Vita 

Economica Italian"" Rome, March 1931). An American. interpretation may 

he s..en in Snyder: 'The World-Depression of 1930" and the discussions 

of the American Economic Association (American Economic Reoiew, Sup­

plement, March 1931). 
So~e of the latest. British interpretations are to be found in The 

World's 'l::conomic Crisis and the Way of Escape by Saltor, Stamp, 

Keynes, Blackett, C,lay and Beveridge (London 1(32). The "Factors in 

Recovery" have been analyze4 in the Economist (London), folr numbers 

of May 1932. 
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into· contact on the Continent and in Great Bri~ 

tain SInce 1929. is not the depression of appal~ 

ling. poverty and decaying efficiency but chiefly 
an aspect of socio~economic transformation on a tremen~ 
dous scale. We ought to look upon the present crisis as 
a sign of rejuvenation which has been going on in every 
limb of the econo~ic, financial ar..d social organism 

among the in.dustrial adults of the world. And this trans~ 
formation of the industrial .. great powers" bids fair to be 
beneficial to economic India also. 

It has indeed become customary in business and 
political circles everywhere to describe the present~day 
economic depression as more or less a crisis of world~ 
wide character. To a certain extent this description is 
correct, but a careful analysis will reveal that it is not 
legitimate to describe the crisis as really universal except 
in the sense that nearly everything that happens anywhere 
to~day is an element in or an expression of world~economy. 
In almost every nook and corner of the two hemispheres 
restriction of sales, glut in output, agricultural and 
manufactured, fall in prices, financial deadlock, reduc~ 
tion of hands are indeed observable. But for all prac­
tical purposes the circumstances of a genuinely "crjtical'° 
character are to be found concentrated chiefly in the three 
industrial countries, Germany, Great Britain and the 
U.S;A. Another fund~mental aspect of the crisis, pe~­
haps the other side of the shield, is to be noticed in the 
regions of rice, jute, cotton, wheat, rubber and other 
agricultural produce. It 1's reasonable to emphasise the 
specialised zone or localized geography of the 'present 

depr.ession. 
Precise figures in regard to unemployment are 
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hardly obtainable. Up tiH now unemployment has not 
been an important item in American statistics. Germany 

,and Great Britain are the only 'Countries which attend to 
this branch of statistics very carefully. In regard to other 
countries the figures are neither exhaustive nor com­
parable. Indeed their reliability is questionable. 

In January 1930 the United States Secretary of 
Commerce estimated an unemploymept of some 
·6,000,000. This estimate was based on surveys of 19 
cities throughout the country. About the middle of the 
Same year the calculations of the International Labour 

Office (Geneva) yielded the result that the world's unem­
ployed totalled some 20,000,000. This was just twice 
the number estimated in 1929. One notices that 30 p.'C. 
of ,the world's unemployment was accounted for by the 
U.S.A. alone. Compared to 1929 there was an 
increment in unemployment in every country under 
inspection with the exception of Denmark, Esthonia. 
Latvia, Norway, Ireland and Soviet Russia. 

The following table exhibits the figures relating to 
unemployment collected from 15 countries2 (part-time 
and intermittent unemployed have been excluded from 

the list) : 
Country Unemployed Trade .Union Population 

in Dec. 193O Members in 
1927 

1. United States 6,000,000 3,051,618 ~05,710,620 

i. Gemoall$ 4,894,000 8,196,035 63,338,753 

3. Great BritaiA 1.853,575 4,501.000 42,769,196 

4. Italy ,642,16<,\ 2,905,631 38,755,516 

2 'J'he Guaranty Survey (New York), July 1930, p. 6; Problemes da 

Chlimage en 19j1 (Geneva} pp. 16-17. The trade union figures are derived 

from Reich.arbeitsblatt, 36. Sonderheft (Berlin 1927). ' 
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Country Unemployed Trade Union Population 
in Dec. 1930 Members in 

1927 

S. Poland 345,295 1,.184,314 27,142,674-

6. Austria 331.239 862,716 6,536,893 

7. France 350,000 1,363,346 39,209,518 

8. Japan 322,000 225,770 59,736,704 

9. Rumania 4~,689 42,604 16,262,177 

10. Jug~slavia 9,989 35,590 12,017,323 

1\. Czecho~lovakia 239,564 1,651,013 13,613,172 

12. Australia 90,376 729,155 5,435,734 

13. Sweden 80,578 478,469 5,904,489 

14. Holland 72,191 517;914 6,865,314 

15. Belgium 63,585 732,935 7,465,782 

It is clear that of the nearly twenty million 
unemployed, the U.S.A. and Germany account for more 
than 50 p.c. and that these two countries together with 
Great Britain for 63·2 p.c. In other wo~ds, unemploy­
ment as a world-phenomenon is at bottom really a pheno­
menon of these three economic regions. This will be 
more obvious if we examine the statistics somewhat close­
ly. The figures in column 3. indicate the trade union mem­
bership. Trade unions are not well organized in every 
country. It is questionable, therefor~, if one should seek 
to exhibit unemployment, as is the custom,3 as a co-

. efficient of trade uni~n~embership. Let us therefore 

. indicate the unemployment figures as percentages of the 
tota~ population. In descending order the ·coefficier.ts 
may be shown in the following 'manner: 

3 Labour Year Book 1930 (London). pp. 57-63; Woytinsky: Zehn 

Jahre neue. Deutschland (Berlin, 1929), PP.· 132.134; Probl~mes (1931), 

pp. '109, 113, 116, 119, '124. 
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I. Germany 7.7% 8. Sweden 1.3% 
2. U.S.A. 5.7% 9. Poland 1.2% 
3. Austria 5.0% 10. Holland 1.0% 
4. Great Britain 4.2% II. France 0.9% 
5. Italy 1.6% 12. Belgium 0.8% 
6. Australia 1.6% 13. Japan 0.5% 
7. ez""hoslovakia 1.4% 14. Rumania 0.2% 

15. Jugoslavia 0.08% 

In percentage of population the reaily mentionable 
regions of unemployment are Germany, the U.S.A., 
Austria and Great Britain. It is interesting to observe 
that· in France unemployment coefficient is below 1.0. 

The differential position of France in this regard will 
indicate ·t~e somewhat localized character of the present 
world-CriSis. Like all other countries France also has. 
been attacked by depression and unemployment. But 

these two phenomena are less prominent there than else­

where. 
France has never been and even at present is not an 

exclusively or predominantly industrial country. If we 
exclude the large mining and metallurgical industries we 
may say that F ranee is chiefly a land of medium 
industries and that these industries are in intimate 
association with ·the agricultural enterprises. The 
French working classes have thereby gxown to 

be as a rule half-industrial, half-agricultural. Certain 
other industries may be described as those operated. 

on the domestic system. That is why in very many 
regions of the North and the Centre working men 
could occupy themselves industrially at home with­
out abandoning their farming. The artisan-farmers or· 

peasant-craftsmen of France we~e ruined during the 
Great War along with their districts in the northern. 
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regions. But the reconstitution 'Of France since 1920 has 
implied the resuscitation of this old social class, semi~ 
agriculturl;ll, semi~industrial. It is this feature in the 
social economy of France that has greatly prevented th~ 
emergen.ce of un.employment. on a palpable scale 
and militated against the crisis manifesting itself in an 
.acute form as in other countries. 

Another feature of economic F ranee deserves -to be 
mentioned in this conn.ection. Even in pre~war times it 
was a tendency of employers and capitalists to establish 
their work$ away from the urban centres. It Was with 
the object of getting cheaper labour and keeping some~ 
what aloof from the theatres of syndicalist activities that 
the entrepreneurs sought the rural sites for their factories. 
'Certain regions began in this manner to specialize in 
-certain kinds of production; textile, cutlery etc. Besides. 
the invasion of Northern France by Germany compelled 
the industries to migrate towards the central districts. 
the south~west and the south~st. Finally~ the post­

war achievements in electrification have rendered possible 
the establishment of workshops in villages which pre­
viously were exclusively agricultural. . Altogether • among 
the new tendencies in the industriali~ation of France the 
distribution of works over varied centres. "over the 
length and breadth of the country," may be regarded as . 
.a marked characteristic. " The avoidance of centralization 
in the establishment bf industrial enterprises is anotLer 
factor that has helped France to avoid big doses of un- -
,employment such as ate ~hsequent on heavy depression. 

The comparative absence of unemployment in 
France is noted by German WOrknleh as a socio-economic 
fact of great -value from which Germany' s employers 
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might learn a great lesson. The annual report for the 
year 193.1 published by the Union des Industries Metal~ 
lurgiques et Minieres (Union of Metallurgical and Mining 
Industries), the most important capitalistic organization 

of France, should be an ey~opener to the capitalists of 
Germany, say the German m.etal~wo'rkers.4 from 1 

December 1930 to t March 1932 there were only 480,000 
working men thrown out of employment in france in the 
larger industries in question excluding the railway and 
shipping enterprises. The fact that the retrenchments 
have been so few is explained by the tendencies of the 
french entrepreneurs, first, to keep as many hands as 
possible engaged. even for half~week periods, and 
secondly, at lower wage~rates when absolutely necessary. 

Every previous depression has been observed to be 
pre-ceded and fallowed by boom. The simplest instance 
is that of. certain occupations or industries which are 
marked by seasonal fluctuations, and there, of course, 
one notices easily that the ups in tbe economic curve are 
as much to be expected as the downs. The present 
depression, whether taken as localized in certain areas, 
or more or less worldwide, may therefore like other 
depressions be regarded as being furnished with the 
almost inherent and automati·:: tendency to reaction in 
the opposite direction. Even without much thought it 
should be ~ible to postulate the. cyclical reversion to 

recovery. 
The explanation is very si~ple and. indeed mechani­

-cal Economic development is rhythmic by nature. A 
.really stationary state is a· condition unkn~wn in actual 

. 4 Met"lltJrbei1er-:l.:itang, Berli", 28 May 1932. 
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economic life. SOme sort of disproportion or malad­
justment and want of balance is the most natural feature 
of every economic conjuncture, dynamic as it is at all 
moments. The want of economic harmony may mani­
fest itself in the relation between production and con­
sumption. Secondly, the maldjustment between 
currency-credit<apital and the transactions in goods and. 
services can give rise to swings in prices, wages,. 
employment etc. Disproportions or disharmonies of 

these two types are abundantly evident in the present. 
economic conjuncture also.s From the standpoint or 
the economic barometer the next movement to-day r 

natural and almost inevitable, can be only towards the 
rhythm of higher prices and better employment markets. 

One may therefore naturally ask: Is the present 
depression then only temporary? In so far as the present 
depression is of a cyclical or rhythmical character, it is: 
certainly temporary. But there are reasons to believe. 
that there is something more than a merely cyclical 
phenomenon involved in the present crisis. The present 
situation is therefore not exclusively to be treated as tem­
porary, and we should not look upon it as in-· 
herently furnished with an automatic tendency to re-· 
covery. The "expectancy" features IJsychologically 

associated with all ~ycles in an almost mechanical manner 
must not be made too mu~h of in the present instance. 

The present crisis is not only "cyclical" to a certain 
extent but it should be regarded as in great measure 
"epochal" also.1 .Certain f~atures of the depression are 

5 The findings of the League of Nations and the International 

Labour Office are to be seen in Problemes etc., pp', 22-32, and Gini: "La 

Crisi mondiale" in La Vita Economica Italiana (March. 1931), pp. 6-12. 
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likely to disappear in the near future with. what we custo~ 
marily know as business recovery. But certain features 
have come to stay and are likely to liquidate themselves 
only in the general process of the world's .economic evolu~ 
tion. This is to be a "long run" phenomenon which is 
perhaps to be counted in terms of half a generation, a 
generation or so. 

lt should appear that we are to~day witnessing the 
transformation of the world's economic and social struc~ 
ture on a monumental scale and its transition to the next 

. stage or-epoch of its possibilities. The processes involved 
are really so many items constituting the final consum~ 
mation of what may be called the "Second Industrial 
Revolution" in certain regions and of the "First Indus~ 
trial Revolution" in others. The present CrISIS 

represents altogether a step in the mobilisation of 
the world from a lower to a comparatively higher standard 
of living and the promotion of a higher purchasing 

· capacity of the peoples. Mankind is being keyed up 

to an elevated plane of efficiency and culture. 
A question arises at once automatically as follows: 

Is it not rather paradoxical to connect natio.!!wide unem~ 
ployment~crisis with an epochal lift of millions in the 
standard of living and efficiency? The ariswer should 
be "--Perhaps yes, but yet not unreasonably." It is 
necessary to analyse the unemployment situation 
minutely. Several factors have contributed to the con~ 

· temporary volumes of unemployment. It is important 

· to recall that during the Gr~at War many jobs were for 
the first time created for thousands and hundreds of 
thousands of men and women such as had no employ~ 
ment in the modem trade union sense previous to 1914. 
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They were entered on the employment rolls and statis­
tically recmded. as such. .The war industries. created ax; 
epnc.b. of ··over-employment .... so to say .. which, lInda­

post-war- conditions could hardly be maintained in 
alcgitimate manner~ l.n 1919-22 unemployment became. 
therefore a mentionable·· statistical" pheJJomenon simply 
because a large number of war-employees. had automati­
cally to be retrenched and this retrenchment had to be 
officially recorded .. 

The expansion in t~e membership of British trade. 
unions in post-war years may be taken as an. index to· a. 
certain extent of the inHated growth ol employment during: 
the war-period. 

In pre-war years the membership was. as follows: 6 

1910 

1911 

1,647,715' 

l,662,13J 

19t2 

1913 

2,001,633 

2,232,446 

These figures indi::ate a slow lIse in the curve. 
The~ come the war years. at tbe end of which we 
~ncounter the following figures: 

191& 

1919 

4.,532.085 

5,283,676 

1920 

!921 

6,505,482 

6,417,910 

Such..fi~ures for 1918-21 are certainly extraordinary 
In the perspective of those for 1910-13. Naturally, 
therefore, high unemployment becomes a normal feature 
of social economy about 1921-23. A~cl it is ,interesting 
also to' observe that the percentage of unemployment in 
proportion to trade union merp.bership d'edines along with 
the decline in the membership itselE The fignres for 
1922 to 1925 will exhibit ,this relation: 

6 LaboUT Year 8oo1( 1930,pp. 510·5H. 
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Post-war expansion of trade union membership in Great 
Britain and Germany as a factor in unemployment 
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Year Perc:eOIB3e of UnempJ.oyrnent Trade Un,ion Membership, 

19l1 14,3 5,128,648 

In3 ".7 4,369,268 
1924 10,3 4,328,235 

1925 ".3 4,342,982 

The height attained by the index in 1.922, namely. 
14'3, will appear to be extraordinary in the perspective of 
the more or less normal heights of un.employment index 
in pre-war years . From 1910 to 1914 we have the 
following figures: 7 

1911' 

1912 

3.0% 

3.2% 

1913 

1914 

2.1% 

3.3% 

And this low unemployment indices correspond' 
quite well to the comparatively modest figures of trade 
union membership. 

In Germany also we h~ve the same story of what 
may be called "inflated" employment. Her~, again, we 
hav~ records of trade union membership. Let us take. 
the figures from the most important freie Gewerk,scha/ten 
(free trade unions} for 1913 and place in its perspective. 
the figures for post-war years, as follows: b 

1913 2,525,000 members 1920 8.026,000 members 

1919 1,338,000 1921 7,752,000 

19l1 7,822,000 members 

The ascent from 2,525,000- in 1913 to 8,026,000- in 
1920 is too steep and abrupt. This pbenomenai increase 
in employment should appea~ to be unnatural for r~ormal 
economy as'known in Germany down to 1913. 

7 I'rob/~me., elc., p. 110. 
8 Woylinsky. :t..hn Jahre, elc., p. HO. 
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And y~t in .Germany the post~war years (1919~ 1922) 
were not years of unemployment. On account of 
currency inflation and the export possibilities engendered 

'by the fall of the Mark, German industry was in a position 
to keep this extraordinarily large working population fully 

. employed. The unemployment figures for this period, 

. therefore, are hardly noteworthy by the side of that in 
1913 .9 The following table will illustrate the position: 

Year Unemployment Year Unemployment 

1913 : 2.9 per cent. 1920: 3.8 per cent. 

1919: 3.7 1921: 2.8 

1922 : 1.5 per cent. 

We find that in post~war years the German labour 
. market was the exact antipodes of the British labour 
market, there being very little unemployment in Ger~ 
many. The 'currency inflation succeeded in hiding from 
the world the real employment situation of Germany. As. 
soon as the currency was stabilised and economic enter~ 
prise placed on normal conditions Germany began to 
exhibit the same tendencies as Great Britain in regard to 
the aabour market. The ryear from Q:tober1923 to 
September 1924 marks the beginnings of stabilisation and 
this is for Germany the first period of unemployment too . 

. For instance, we have the following figures : 

9 . Probleme~. etc .• p. 114: For previous years (in each case at 

.. January) the unemployment index was as follows: 1910: 2.6%. 1911: 

. 2.6%. 1912: 2.9%. 
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. Month Unemployment 

1923 October: 19·% 
November: 23·4% 
December: 28·2% 

1924 January : 26·5% 
Fel>ruary: 25·1% 
March: 16·6% 
April : 10·4% 
May: 8·6% 
June: 10·5% 
July: 12·5% 
August: 12·4% 
September: 10·5% 

Weare not interested in currency questions as such 
for the present. But it is clear (1) that the British unem­
ployment situation of 1922 is repeated hy Germany only 
a y:ear later and (2) that the unemployment in Germany 

as in Great Britain corresponds to the enormous increase 
in employment" as registered by the expansio~ of trade 
union membership of the post-war years. Under normal 
conditions neither Great Britain nor Germany' was capable 
~f giving employment to as many people as had 
on account of the exigencies of the war period begun to 
function as wage-earners and union members. 

But in pre-war times such a condition would if at all 
have been treated as absence of employment or "under­
employment" or perhaps simply poverty and would not 
have been regarded as "technically speakiog" unemploy­
ment at all. In any case the statistics of employment 
would not have bothered about it. Thus considered, 
unemployment to-day is by itself not a very significant 
index to the comparative poverty or prosperity of a people 
in reference to two dates. It is hardly possible to admit 

10 
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that the countries were richer-when there Was no unem­
ployment than when there is. Absolutely speaking, the­
employment~seekers have to-day grown in numb~r. 
Somehow or other, employments have to be created for­
them. This is not only an economic' but a social problem 
as well. 

Are we, then, justified in considering unemploy­
ment in Germany, Great Britain and U.S.A. to be all but 
a readion to war-time over-employment ~ No, there is­
a second consideration.- The post-war currency depre­

ciation or inflation gave a fillip to industrial expansion ih 
certain countries. The economic -activities -of the 
country with lower currency flourished, specially those 

in connection with export enterprise, down to 1923.­
(September) i.e., the beginning of currency stabilisation. 
Employment in a rather intensive degree or for that­
matter, over-employment became a phenomenon of 
statIstics. Since then, -however, industrial and other­
economic enterprises have be~ assuming more or less 

normal proportions. Cuts in employment or retr~ch­
ments have had to become the order of the day. Statistics 
to-day have therefore to record an unemploym.ent situa-­
tion engendered by the inflation of yesterday. This 
a,spect of unemployment as but a reaction to unnaturally 
inflated employment, although associated with rare,_ 
peculiar hisklrical circuIjlstances, possesses perhaps more. 

or less a seasonal character in a wide sense and may have 
to be treated as a fundamental feature in the economic 
structure of· modern times.. Should such seasonal fluc­
t~ations be regarded as cyclical in nature the inflation un-

. ep1ployment need no~ be taken to be really unusual or 
exceptional as an economic or. social phenomenon in the: 
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scientific sense. In regard to the relative poverty or 
prosperity at two different points of time, this aspect of 
unemployment again is not a sure index. 

All this discussion is n.ot to be interpreted as implying 
that there is nothing in the present unemployment situa­
tion which may be regarded as really unusual and excep­
tional. Certainly, there is to be observed an exceptional 
feature too. The years 1926-28 were characterised by 
big doses of rationalization in industry, commerce and 
agriculture. This involved the adoption on an extensive 
scale of a large number of improved machineries, tool~. 
implements as well as of financial and organizational 
economies along· the entire front of economic life. 1o 

Rationalization is not a new thing in economic history. 

Since the beginning. of the Industrial Revolution towards 
the end of the 18th century it has been going on piece­
meal in every branch of enterprise, but it is during the 
Great War and since that it has been consummated in -a 
phenomenal manner. Rationalization has always implied 
labour saving and retrenchment. In the present instance 
this has served to be the third factor in the volume of 
unemployment. In the U.S.A. the annual increase in the 
output per man was 3.~% during 1922-27 while the 
figures 'for 1922 were not much above those for 1905-. 
In Sweden the increase from 1915 to 1920 was slight but 
from 1920 to 1929 the yearly increase was 3.9%. In 

10 For increase in the output per head see R .. port of the Ccmmittee 

on Recent Economic Changes of the President's Conference on Unemploy­

ment, vol. II, p. 452 in The Social Aspects of Rationalization 

(Geneva 1931), pp. 79-81. In regard to unemployment as caused by ration­

nalization see Problemes; etc., p. 269; The Course and Phase of the World 

Economic Depression, pp. 66-77. 
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Germany the 1929 index of production was 21.5% higher 
than· that for 1925 but the number of workers was not 
more than 5 per cent higher. The annual increment of 
output per head is then 5 %. In Great Britain the output 
per head rose 10% from 1907 to 1924 arid 1.1 % from 1924· 
to 1929. And yet this rationalization-unemployment, 
although more or .less unprecedented in scale, is not 
nec~ssarily an index to the relative poverty or prosperity 
at two dates .. 

But all the same, nobody can deny that it is possible 
to find something special in the .economic condition ~f 
the last two or three years. The facts indeed lie on the 
surface. 

According to the findings of the Economic Com­
mittee of the League of Nationsll announced in June .1932 
world-trade to-day is nearly 50 per cent (in monetary 
value) of what. it was· in the' first quarter of 1929. In 
weight, however, the decline is not so great but yet quite 
sui?stantial. Thus British coat exports have declined 
from 50,051,000 tons in 1928 to 42,749,000 tons in 
],931 . Some of the other declines in exports. may 
be envisaged: in the following ·table : 

Goods exported in 1928 in 1931 

1. British cottons. 415,000 tons 214,000 tons 

2. American automobiles 507,000 cars 120,000 .. 
(ten months) . 

3. German chemicals 4,658,000 .. 3,184,000 .. 
4. Belgian meotallurgicals 5,330,000 .. 4,336,000 .. 
5. F renchtextiles 235,000 .. 180,000 .. 

11 World-Trade (Paris); Junrt 1932, p. 2; 
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The export industries 1 2 of the chief manufac­
turing countries have been ~everely affected by the sudden 
and abrupt fall in agricultural prices throughout the world 
since 1929. 

The facts may be illustrated from the case of India. 
With the end of July 1914, taken as 100, the price indices 
at two points in 1929 and 1932 are indicated below: 13 

Cereals Pulses Sugar Tea Other Oil Raw Raw All 
Food seeds Jute Cotton Com-
arti- modi-
c1es ties 

Sept. 1929: 128 155 164 129 170 175 90 146 148 

April. 1932: 66 83 147 59 107 71 45 89 92 

The decline in price IS universaL The percentage 
of decline in April 1932 compared to the index in Sep­
tember 1929 is registered below in the ascending order: 

1. Sugar 11·4% 5. Pulses 46·5% 

2. Other food articles ... 37·1% 6. Cereals 48·5% 

3. "All comm~dities" . 37·9% 7 . Raw Jllte 50·0% 

4. Raw Cotton 39·1% 8: Tea 54-3% 

9. Oil seeds ... 59·5% 

The general decline is found to be 37.9 per cent. 
The tremendous decline in the purchasing power 
of peoples producing pulses, cereals, raw jute, tea and 
oil seeds (46.5 to 59.5%) is patent.on the surface. Like­
wise has their capacity .to buy foreign -goods naturally 

it cLoy: The Post-War Unemployment Problem (London. 1929). pp. 

39, 82. 93: 102. 
13 Indian Trade Journal. May 12, 1932. p. 381. Note the calculations 

for the other dates in Review 0/ the Trade 0/ India 1930-31 (Cdculta. 

1931). pp. 5-7. 
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d~lined. The decline in the value of India's imports14. 
fr~m 1928~29 to 1930~31 is shown in the following table: 

. 1928~29: Rs. 3,006,900,000 
J920~30: " 2,684,000,000 
1930~31 : " 1,915,300,000 

This is the import story of virtually every agri~ul. 
tural country. 

Orders from the agricultural regions ceased' to pour 
in because they were not in. a position to buy. Th~ 
results have been considerable stand~still in the industrial 
regions and the consequent discharge of hands. But 
this fall in agricultural prices was due chiefly to a freak 
of nature, although to a certain extent the effect of an 
extension of the cultivated area and application of 
machinery (i.e. of rationalization}.15 

For the United States the decline in the value of 
agricultural produce is from 8,675,420,000 dollars 

in 1929 to 6,274,824,000 in 1930. For Canada the 
decline in the purchasing power of farmers who constitute 
40% of the population is 44 per cent compared to 19i8. 
In regard to 36 countries, most of which are essentially 
agricultural't the decline in imports is measured by 20 
per cent and above (d. 37.9% in India). 

The unemployment in industrial regions as due to 
this fourth factor ,-namely the fall in agricultural prices 
-may therefore be regarded as in the main temporary 
and rather accidental. Altogether, the cumulative effect . 
of all these four factors is voluminous. To this have to 

14 Revie", of the Trade of India, 1930.31 (Calcutta, 1931), p. 8. 

15 Problemes, etc.. pp. 22.26; The Course and Phases, etc., 

pp.40.43. 
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be added the repercussions of the Indian and Chinese 
political activities on international commerce and politics. 

A very pertinent question of fundamental import­
ance in social economics which arises in the present con­
nection may be worded as follows :-How is it possible 
to dissociate the phenomenon of unemployment from the 
'question of poverty or prosperity? 

A people is to be described as poor when the 
national income "per head" of the population is low. 
But in the economic phenomenon. associated with the 
unemployment crisis of 1929-32 there is hardly anything 
to demonstrate in a palpable manner that the income per 
head of the population in currency or in goods and 
services is lower than it was, say, during 1905-14. If any­
thing, the real wages and national consumption16 of the 
masses, the "teeming millions," in Great Britain, Ger­
many and the U.S.A. have been moving on the ascending 
·curve. It is to be understood, of course, that <;ertain 

groups or classes of the population, agricultural, work­
ing, middle class or otherwise, may have been hit 

relatively harder than others. 
That is a problem in the" distribution" of the national 

income or the different •• directions" of economic activities 

which, however, is to be taken independently of the 
amount of the income itself, i.e. of the total production. 
A slow but steady class-revolution has been going on 
for some long time especially since the War. So far as 
the ~ational wholes are concerned, the present unemploy­
ment as such, although a manif~station of depression. 

16 See the section on consumption in The Course and Phases, etc •• 

pp. 150-152. 



c;9All9,t ~e mterp~!!t~d a~· a ~.igp. ~£ :ec<;>;n~ic catastrophe. 
d«;c,~y .w:, 

A. ~twly ,0£ "~al W,ages" mG,:~t :Britain yields the 
r~1,llt ~hat "real :w~klyearp.ing$ increased by about 11 
p.,tg .c::~Jl,t ~tween 19] 4 I'U)d '922.," ,and ",annual real earn,.. 
iJ)gs(iJl.cluding unemployment) increased by about 5 per 
cent. "11 This fundamental c.onclusion is based on the 
£9)Jo~ data of wage statistics : 

1.. Nominal weekly wages: 
1850: 1001920 : 

1914 : 

2. Cost of living :. 
1850 : 

1914 : 

1859: 

.914 : 

200 

fOO 

110 

100 

J80 

1928 : 

1920 : 

1928 : 

1970: 

1978 : 

500 . 

350 

27S 

US 

180 

190 

4. Real annual wage 'income (taking unemploy­
Plent into ~CC01)p.t, but not taking into account overtime 
or increased earnings due to other factors)": 

1850: 100 1920: 185 

1914: I~O 1928 : 180 

17 TIl" f..ab!>!l!' rear /}09& j9J0 ,~~~), pp, fJPI.j)9: T~ 6~",r~ fJ1" 

l?~cJ rm "Wllge ~Il~s" ,,,,tl J).ot '111 "~r'*'lJs." "E.ar!lings J>!!-ve in~reas~ 
more than w/lge rates, owinli tq a shift ov';r to pie«:e-rate~, and owing al~ 
to an increase' in. productivity due to improved. process';"','; etc. In regard 

to the wage trends of some other countries see "The Business Depression 

qf i9W' (Go.odrich) iR the Ameril:llfl. EI'/iIA/l1Jl.ie Resi"w,5upple~nt, 
March 1931, pp. 187-189. 
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Vage and Cost of Living Indices in Great Britain and Germany 
(1914-28) 
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N. B. The figures describing the values of the four lines do 
not represent a uniform basis of measurements. But 
in regard to each line the figures for the two years 
point to differences as measured by a common 

standard. 

(To face p. 280) 
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German figures .are almost equally reassuring. The 
weekly wage r.ates have gone up as set forth in 
the following table :,18 

C"tegory of workers 

Skilled workers 

Unskilled workers 

1913 

35.33 M 

23.52 M 

1928 July 

51.46 M 

38.90 M 

Index with 
1913 as 100 

145.6% 

165.3% 

The price-developments during the same period can 
be seen as follows: 

Index 

I. Wholesale Index of all prices 

2. Cost of Living Index 

1913 

100 

100 

1928 July 

141.6 

152.6 

The wage index of unskilled workers at July 1925.­
namely, J65.3 is higher than the two price-indices. 141.6-
and 152.6. As for the skilled workers, their wage index 
145.6 is higher than the wholesale index 141.6 but lower 
than the cost of living index 152.6. Although. there is 
no outstanding case for increase of poverty in Germany 
in recent years. 

The budget figures will be good eye-openers in re­
gard to the question of national prosperity in the milieu of 
depression and unemployment. 

One thing is dear. The State has to maintain the­
unemployed in civilised countries. and we find objectively 
that the public finances are more or less adequate to main­
tain the millions of unemployed. This' is a positive 
evidence . of the fact that the tai~payers. specially 
the business corporations, are ~ich enough in spite of the 
difficulties of the hour. Weare simply to understand that 

18 Woytinsky: Z"hn Jahre. etc .• pp. 121-122. 125. 129-130. 
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.the people are being paid not as wage~earners but as 
·CltlZens. The public finances in a really poor country 
cannot understand the expenditure on "social purposes" 
.and the mysteries of unemployment insurance and "crisis 
.aid" nor cope with famine relief problems in a satis· 
.factory manner. Neither the German nor the British 
budgets, even under conditions of retrenchment and 
,economy, are the budgets of famished and hunger-sticken 
peoples. It is, besides, very noteworthy that in spite of 
:unemployment the organized labour forces in Germany' 
.and Great Britain are not prepared to agree to a lowering 
.of the wage rates. The idea evidently is that the country 
is in a position to pay high rates and keep the wage. 

·earners on efficiency level. In other words, the people 
.expect that the Government as well as the employers com­
bined can maintain the entire people and this in a suffi· 
.ciently decent manner, no matter whether with statutory 
doles or econoinic wages. Some dislocation and malad. 
justment is certainly in evidence but neither the public 
finance nor the· national wealth of the unemployment 
Tegions is in a seriously bad plight. 

According to the first report of the British Royal 
'Commission on Unemployment Insurance, the present 
financial scheme, so far as the state' is concerned, is as 
foll~ws : 

t • Contribution to insurance benefit: £ t 4,800,000 

.2. Cost of "transitional" benefit (i.e. 
benefit paid to unemployed who 
had no~ paid thirty contributions 
in the. two years preceding their 
unemployment, and who there-
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fore fall outside the scope of the 
insurance scheme proper); £35,000,000 

Total cost to the Exchequer by direct 
contributions £49,800,000 

Loan in course of year 

Total 

£39,500,000 

£89,300,000 

The actual state contributions of Great Britain 
to insurance benefit are exhibited below by the side of 
;total national expenditure: 19 

Year Contributions Total expo Percentage 
of 2 to 3 

1927-28 : £12,103,105, £838,6000,000 1·4% 

1928-29 : £12,077,651 £818,000,000 1'4% 

Previous to the enactment of the Unemployment 
Insurance Act (1927) Germany had to spend out of her 
p~blic finance large sums of money on Erwerbslosen­
fuersorge (aid to the unemployed). For 1925-26 we 
have the following financial positio~.: 20 

I. State Aid to the unemployed 

2. Total Public Expenditure 

3. Percentage of I to 2 

489,800,000 Reichsmarks 

14.477,900,000 

3·3% 

During the first year of the operation of the Unem­
ployment Insurance Act in Germany i.e. from October 
1927 to September 1928 there were 15,904,935 persons 
on the insure!1list. Benefits had to be paid to 969,039 

19 Labour Year Book 1930, pp. 170; 184. See the Lloyds Bank 

Monthly Review (May, 1931h for an estimate of the Unemployment Insur­

ance Report. For a more recent analysis see "The Reform of the Dole" 

in the Economist (London), May 21 and 28, 1932. 

20 Woytinsky: Zehn Jahre, etc., pp. 134-135, 174. 
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persons to the extent of 970,000,000 Reichsmarks. It 
is to be observed that in Germany unemployment' bene­
fits are met from coptributions by working men and 
employers. There is no state contribution as in Great 

Britain. But in the German system there is a section of 
the unemployed who are described as affected by the 
Krise (crisis), and on this item the state comes to the 
rescue in the form of Krisenunterstuetzung. 

For the period indicated a~ve the crisis aid amount~ 
ed to 137,922,958 Reichsmarks. 21 This comes up to. 
nearly 1 per cent of the total public expenditure. 

If unemployment in any of the forms analyzed 
above is not a sure index to relative poverty or prosperity, 
why is there so much of unrest, nervousness and panic 
in the economic world to~day ~ 

Let us state the position cl~arly. We assert first. 
that the regions with unemployment are not poorer to~day 
than they were when there was no unemployment, and 
secondly, that these regions are not poorer than the 
regions where there is no unemployment at the present 
moment. The Indian standard of life' and efficiency 
must not be introduced in these observations. But on 
the other hand,. it is necessary to admit that, absolutely 
considered, poverty is an eternal and universal pheno­
menon. It is impossibiE;, to conceive a people without 
some strands of poverty. ~s.ides, every stage of econ­
omic evolution is marked by its own form and type of 
poverty. Unemployment is one of the forms assumed 
by poverty in certain conditions of economic life. The 

. 21 Handworterbuch der StaataWiaseruchaften. Erganzungsband Qena. 

1929). pp. ~O-61. 
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same poverty manifests itself under other conditions in 
other fonns, say, in the form of "under-employment," 

famine etc. In certain stages of civilization a people has 
to combat famine, in certain others it has to deal with 
unemployment. One must not ignore also that there 

are degrees of unemloyment as well as degrees of famine. 

Poverty in every fonn and no matter of what degree is 
a social evil and requires to be combated under 
all' regimes, capitalistic or "socialistic." Hence the 

unrest, the nervousness and panic not only among laymen 
but also among experts and economic statesmen. 

We have observed that the present depression is in 
part •• cyclical" and hence temporary, but in part 
"epochal" and therefore likely to .endure for some long 

time. The second characteristic is specially valid in 
regard to rationalization-unemployment. In other 

words, unemployment as an aspect of modem poverty 
is not likely to disappear entirely as a category of social 
existence. And yet doctoring is not impossible. We 
have said also that poverty is eternal and that to this 
·extent . famine or unemployment taken as an absolute 
category, is a pennanent feature of human civilization. 
Suffering is the lot of certain individuals, groups 
·or classes in every region all through the ages. Econ­
omic statesmanship will therefore have to devise fresh 
remedies decade by decade. Or perhaps the world will 
have to get pennanently used to the institution of Five­
Yea,r Plans region by region for carrying on a steady war 
against poverty. The doctoring will have to be quite 

vigilant and universal 
- Tllere- are two problems involved. First, in so fa 

as unemployment is to remain more or less a pennanent 
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feature of modern civilization the state will have to main­
tain the unemployed in .exactly the same manner or spirit 
in which the poorer individuals. or classes were supported 

by the -families. castes. communities. churches etc., in 
ancient and ~ediaeval times. It is to be observed en 
passant that even under modern conditions old forms of 
philanthropy. individual or organized. have not dis­
appeared. "Poor relief"22 is still prevalent as much in 

Great Britain as in Germany. And even to~day Stadt­
kueche (city~kitchens) are set in operation and move froIIl: 
street to street offering soup to hundreds and thousands 
of the working and middle classes. Municipal charity 
in the form of distribution of food to the needy men,. 
women and children at their very doors is a regular 
feature of German and Austrian social economy. 

While these old forms of relief are likely to continue' 
for some long time. what is specially noteworthy is that 
social assurance under state guidance. control and man~· 

agement is likely to become more and more the character­
istic feature of poverty~treatment in modern times. No 
civilization can be conceived without a "public burden:' 
Charity only changes its countenance. In new forms .. 
under state auspices.--call it "dole" or insurance with. 
state aid.-philanthropy' will have to take care of millions. 
who for one reason ot other are deprived of the privilege 
of functioning as earnin~ members. But these millions. 
can exercise their rights of maintenance at the hands of 

22 See the analysis of the situation in Birmingham. Bolton, Cardiff. 

Glasgow. Leeds. Reading, Shoreditch, and the Tyneside as presened by . 

the authors of The Third Winter of Unemployment and Is Unemployment 

Inevitahle) in Unemployment Insurance in Great Britain (London, 1925» 

PP.' 18, 25, 32, 48, 57, 66, 67. 
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the state only if the state itself be provided with funds 
by tax-payers, that is, by those who possess the capacity 
to pay. Ultimately the public funds come frorn the class 
of employers. The employing class, be it observed, will 
not be in a position to finance the state unless their enter· 
prises prove to be "paying concerns." 

On the basis of wholesale prices it is possible to 
observe how the most diverse economic regions 
have been affected by the crisis, although of course in 
different degrees. Of 35 countrieS23 which publish index 
numbers only three indicate a rise during the period from 
August 1929 to November 1930, namely. 

Spain 2.9% 
Russia 3.3% 
China 7.9% 

But otherwise the fall of wholesale prices is a univer. 
sal phenomenon. The depth of the fall, however, is not 
uniform, as, for instance, in regard to the following ten 
countries. The percentage of fall in wholesale prices 
from August 1929 to November 1930 is indicated below: 

Countries Rate of fall Countries Itate of fall 

I. Germany: \3'0% 6. United States: 17·7% 

2. Poland: 17·0% 7. Austria: 21·3% 

3. France: 17'3% 8. Holland: 22'~% 

4. Italy: 17-5% 9. India: 24-S% 

5. G.reat Britain: 17·6% 10. Japan: 24-7% 

23 Probl~m" •• etc., p. 17. For India. Great Britain, the U.S.A., Canada, 

Australia and Japan the index numbers of wholesale prices from September 

1929 to July' 1931 may be seen in Reoiew of the Trade of India 1930-31 . 

[Calcutta, 1931), p. 4. 
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The fall in wholesale prices has had its natural 
jmpac~ on the stock exchange. The consequent fall in 
the value of .industrial shares at the end of 1930 in com~ 
parison with the maximum attained since 1929. can be 
envisaged in the following table: 24 

Countries Rate of faIL Countries Rate of fall 

I. Chile 5% 8. Austria 34-5% 
2,. Norway 11% 9. Germany 44% 

~. Denmark 14% 10. Holland 46% 
4. Swede~ 29% 11. United States 53% 
5. Czechoslovakia 29% 12. Canada 59% 
6. Switzerland ... 31% 13. Belgium 59·7% 
7. Great Britain 31% 14. Poland 60%. 

The percentage reduction in prices of industrial 
shares from the highest quotations in rec~nt years is as 
follows :~ 

I. Germany: 

2. Holland: 

3. United States: 

4. France: 

5 .. Great Britain 

6. SWEden: 

7. Switzerland 

from April 1927 

.. March 1929 

.. September 1929 

.. Feb. 1929 

,. Jan. 1929 

.. July ·1929 

". Sept. 1928 

to June 1931 61-7% 

60'0% 
59·7% 

55-7% 
45·0% 

,30,6% 

29-3% 

Bankruptcies and bank failures have consequently 
been the order of the day. The American crash of 
of. September 1929 had its rep~rcussion on the continent 
in the attempts to withdraw short term deposits from the 
banks. The Oesterreichische Creditanstalt of Vienna 
fell a victim in the spring of 1931 and was soon followed 
by the Darmstaed,ter und National Ban~ of Berlin. The 

24 ·For more recent ligures bearing on some of these c;o1.1ritries 8<;e The 
Course and "hases, etc .• p. 175. 
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.effects on Great Britain have been registered in the sus~ 
pension of the Gold Standard (September 1931). In 
America alone there were 2300 bank~failures in 1931.26 

All these tendencies of the capital market are entirely 
prejudicial to the promotion of the investment spirit. 
Attempts to raise business to the level of paying concerns 
constitute the fundamental problem 'of to~day. 

The second problem has reference to the temporary 
,or cyclical aspect of unemployment. It consists in 
reducing the number of unemployed, that is, creating 
employment for working men and farmers of all descrip~ 
tions. This is a fun~tion not so much of the Govern~ 
ment as of the people, i.e., ultimately of the employer, 
classes. From both ends, then, we arrive at the same 
point, namely, the creation of new profitable enterprises, 
i.e. the establishment or carrying on of such concerns as 
are economically worth while. And here lie the diffi~ 

culties as much of the famine~stricken as of the unem~ 
ployment~ridden regions. The burden will fall in the 
last analysis on the capitalistic class, the bourgeoisie, and 
their capacity to furnish the "sinews of war," i.e. to 

bear the burden. 
We are then led to discuss the question as to why 

it has been difficult to run 'the enterprises in a paying 
manner. The answer is simple. The markets' are not 
.extensive enough, i.e., the number of buyers is not large 

25 See the Second Annual Report of the Bank for International Settle· 

mentS (down to March. 1932) in Federal Reser"e Bulletin for June 1932, 

pp. 365·370. 
26 "Banking conditions in the United States·' (The Economist. London. 

Banking Supplement. May 14. 1932). pp. 9·10. For 660 bank suspensions 

from January to May 1932 see Federal Resewe Bulletin, June 1932, p. 403. 
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enough. Until the purchasing power of the people rises 
the enterprises of the producers cannot flourish. In order 
therefore that an enterprise may be'run on a paying scale 
it would be necessary to see to it simultaneously that the 
scale of consumption. standard of living and the purchas­
ing power of mankind be enlarged or heightened. Ger­
many. Great Sritain and the U.S.A. cannot possibly 
master the unemployment situation, in so far as it is 
masterable at all. and tackle the modem poverty probJem 
until their markets. both home and foreign. expand. A 
part of the economic statesmanship of these countries will 
therefore have to take the form of promoting the economic 
development of regions which to.day find themselves in 
different degrees of backwardness. for instance. the 
Balkan states. Russia. China. India. Latin.America .. 
and the African Continent. 

The purchasing power of these backward regions 
can be raised by industrialisation which implies also­
modernisation of agriculture. 27 These industrialisations. 
will to a certain extent militate against the expansion of 
Great Britain. Germany and the U.S.A. in the regions. 
concerned. But the competition between these newly 
industrialised countries and the industrial •• great powers" 
will manifest itself chiefly in the lines of simpler and com­
monplace goods of ordipary and inferior qualities. For 
instance. on account of 'boycott as well as of protection 
as nationalistic measures. the textile industry of these 
countries is likely to become more and more self.suffi.­
cient. But the de~and for "quality goods" in these 
regions will have to be satisfied for a long time to come 

27 Sarkar: "II Movimento industriale" e commerciale nell' India 

moderna ed i suoi rapporti internazionali" (Commercio, Rome, June 1931). 
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by imports from abroad. Besides, industrialisation will 
likewise involve extensive imports of machinery, chemi­
cals etc. The wealth of the people is likely to increase 
and along with it the demand for quality-goods and other 
foreign commodities even among the agricultural classes. 
Another item deserves consideration in tbis connection. 
It cannot be ignored that inspite of strenuous efforts to 
develop banking and insurance under national auspices 
these regions will have to look abroad for the supply of 
a substantial portion of industrial capital. The unem­
ployment-stricken countries of the world are, therefore, 
called upon to export capital to those regions which are 
seeking to industrialise themselves. 28 The position of 
the U.S.A. and France which in post-war years have 
succeeded in amassing huge fortunes will be specially 
interesting in this regard. 

The three countries affected by unemployment will 
be compelled to reorganise their lines of financial invest­
ments. First, they will find it expedient to abandon 
those industries which interest themselves in common­
place goods such as are likely to be manufactured on the 
spot by backward regions as a part of their Swadeshi 
movements. Secondly, they will have to invest their 
funds more and more in specialised industries, for 
instance, those machine-factories which are likely to be 
instrumental in the industrialisation of the relatively back­
ward regions. And thirdly, they will have to seek fresh 
fields of investment in. agriculture. Re-agrarisation (and 

28 With reference to India's requirements in foreign capital see 

Sarkar : Economic Development (1926), pp. 392-400, and Greetings to 

Young India (1927), pp. 68·76. 
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internal colonising") is likely to promote the redistri­
bution of population according to the local needs of farms 
and factories and thus solve the unemployment question 
to a certain extent. The economic . structure of Germany, 
Great Britain and the U.S.A. is on the eve of being 
transformed in a momentous man~er along these lines, 
and this is what may be called some of the phases in the 
consummation of the "Second Industrial Revolution." 

As an integral part of the above process India, like 
the other more or less economically backward regions of 
to-day, is sure at the same time to rise to a higher plane 
of industrialisation and efficiency such as was attained by 
the industrial adults during, say, the period from 
1870-85. This will be tantamount to India's achieving 
more or less the grade of the "First Industrial Revolu­
tion." The "Second Industrial Revolution" of the 
adults is organically connected with the "First Industrial 
Revolution" of. the youngsters; the two· revolutions con­
stitute one economic comlex. And in spite of political 
boycott and protective tariffs the next half a generation or 
generation is likely to witness the working out of this 
phase of 'world-economy.' 

In plain language, the heightening of the standard 
of ]ivi~g among the working classes in Germany, Great 
Britain and the U.S.A ... is going to become a reality,­
but only to the extent imd in so far as a simultaneous 
improvement takes place in the purchasing power, con­
sumption scale etc., of the peasants in the Balkan Com­
plex, Eastern Europe, Russia. China. I~dia, Brazil, Chile. 
~frica etc. Arid this is an economic future to which the 
students of social science arid world-forces may look for­
ward in a hopeful manner. 
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In the atmosphere. of the League of Nations 
(Geneva), backed up as it is by the special institution, the 
International Chamber of Commerce (Paris), the ideology 
of "tariff truce" has become a ruling factor as 
an element in the development of the "mind inter­
national. " Naturally, therefore, the thousand times 
repeated controversy of free trade VS. protection has on.ce 
more raised its head in the discussions on the world-crisis 
of 1929 and after. It is alleged that the protectionistic 
tariffs of the post-war period are greatly responsible for 
the depression and unemployment. 29 

But the thesis can hardly be maintained in face of 
current commercial history and statistics . France is a 
protectionist country but does n.ot happen to be seriously 
affected by the crisis. Nor can Great Britain, the tradi­
tional land of . free. trade, serve as an example of 
the principle that "liberalism" in commercial policy is 
an antidote to unemployment. 

We find, besides, statistically, that protective tariff 
is hardly a hindrance to international trade. This is a 
curious proposition but actual facts leave hardly any 
doubt on this point. For the quinquennium 1925-29 
there is positive evidence to the effect that no matter 
what the commercial policy was,-protection or free 
trade,-the imports (in manufa~tured goods) of a certain 
number of countries were actually on the increase. 

From Statistical Tables relating to British and 
Foreign Trade and Industry (1924-30), Part I, we obtain 
the imports of manufactured goods expressed as percent-

29 Problame., etc., p. 37. 
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ages of total in:.ports with regard to SIX countries 
as follows: 30 

Year Great U.S.A. Germany ,France Belgium JIBpan 
Britain and 

Luxemburg 

1925 18.5 21.8 16.2 12.8 21.8 21.3 

1926 18.5 23.0 13.6 13.2 21.9 22.0 

1927 19.9 25.0 17.8 13.9 22.7 22.7 

1928 20.9 25.6 17.5 18.8 26.3 24.5 
1929 21.2 26.0 16.9 20.2 27.1 24.0 

It is evident that in 1929 each one of these countries 
bought more foreign "manufactures" than in 1925. 
The imports of these items did not decine in proportion to 

other items but on the contrary increased. This increase 
has gone on in spite of the almost universal enactment 
of protectionistic or semi~protectionistic legislation during 
the same period. One is not justified, therefore, in 
as·cribing too much of the present depression to the tariff 

factor. Virtually a most normal fact of economic history 
since the beginnings of the industrial revolution has been 
the protective tariff, and it should not be reasonable to 
attribute to this almost first postulate of contemporary 
'economic existenc~ the extraordinary crisis of to~day, the 
"'most serious in over one hundred years," to any con-
siderable extent. 

No' di~cus;:;ion of the present world~depression, how­

ever short and suggestive, ca~ be complete without a. 
reference to the wardebts~reparations complex. At the 

outset, it is necessary to observe that it is only from the 
standpoint of auditing and accounting that the reparations 
paid by Germany to tHe "allies" may be said to have 

30 Midland Banlt Monthly Rellie<l.) (London, August-September 1931). 
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some affinity with the war-debts among the allies them­
selves. But neither historically nor legally can the war­
debts be regarded as bound up with the reparations. 
They are two separate items of the post-war world-econ­
omy and should logically be regarded as independent of 
each other. It is, besides, noteworthy to observe that 
even in pure arithmetic the reparations and the war-debts 

do not balance each other. In 1930 the reparations ex­
ceed the war-debts by 1,295,000,000 Reichsmarks, and 
in 1942 the excess will still be measured by 745,400,000 
Reichsmarks. 31 

The cancellation of reparations is essentially a politi­
cal question. The theory of the Versailles Treaty (Art 
231) that Germany was the only sinner in the 
war-damages is wrong. There cannot be any peace in 
the German soul until the reparations have been can­
,celled. It is this fundamental political necessity of the 
people of Germany that has found expression in dozens 

of anti-Versailles upheavals since 1919 and taken final 
shape in the activities and demonstrations of the "Steel­
belmet, " "National-Socialist" (Hitler) and "Nation­
alist" parties, and last but not least. in the von Papen 

coup d' etat of July 1932. Of late the public opinion of 
the allies has been getting somewhat sympathetic to the 

demands of German nationalism. 
For, among other reasons, it is objectively patent to 

everybody that the devastated regions of France and 
Belgium have long been' repaired and. modernized with­
vengeance. Besides, on account of Germany's deliveries 

.' 31 Das Reparation.problem (Berlin, 1929) part I. edited by Salin, 'p. 

454. 
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in· coke, dye stuffs, chemicals, agricultural produds r 

timber, sugar etc. semi~develope4 .countries 32 like Greece. 
Rumania, Jugoslavia, Portugal, and even Italy have 
succeeded to a certain extent in industrializing and 
modernizing their economic organizations. The political 
atmosphere among the allies in regard to Germany may 
then ~ taken to be somewhat favourable, perhaps much 
more humane in any case than in June, 1929, when the 
Young Plan came up for public discussion. 

But economically speaking, it is doubtful if the can-' 
cellation of reparations and the cancellation. of war~debts 
"at the present moment" .~re likely to be beneficial to 
Germany, or to the allies, or to the rest of the . world,. 
especially if these cancellations are consummated in an 
• abrupt' manner. The indus,rial and general soci~ 

economic structure of the German people to~day is based 
on' some two decades of war~economy and reparations­

economy. The investments of capital as well as the 
employment of manual and brain workers are all adapted 
to the business conditions, exports and imports, etc. of 
die reparations regime. A "sudden" change of this 
regime can but spell tremendous dislocations in the 
industries, agricultural system and commercial as well 
as financial conditions of Germany. 

On the other hand, Italy, France, Great Britain and 
the U.S:A. have likewise 'established their national econ­
omies in accordance with the imports and exports require­
ments such as the financial (and goods) transfers depend­
ent on the receipt of reparations and payment of war-

32. Daa Reparation.,.roblem. p. 450 (Die Sachlie/erangen Deutclaleraa.. 

Die Yerteilung der Saclalie/erangen an die Gliiabiger). 
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debts have rendered inevitable. The agriculture, manu­
facture as well as commerce of all these countries are 
likely to be upset by •• extraordinary" changes of 
the existing system. 

Naturally the dislocations of the internal economies of 
these five great economic regions will mean another cata­
clysm for the world-economy. The dislocations will 
involve radical changes in the direction of internal and 
external commerce, ups and downs in business houses, 
bankruptcies and bank failures, currency crises etc. with 
consequent ~epercussions on the employment market. 
The economic situation the world over is in danger of 
being worsened rather than being improved by hasty 
reparations surgery. 

The present world-crisis is n.ot much due to the re­
parations-wardebts compfex except in the se~e that 
every item is organically connected with the other items 
of world-economy. It can be conquered in the long run, 
as observed before, chiefly if the purchasing power of the 

following economic regions be helped up by swift indus­
trializations :-(1) the Balkan complex, (2) Russia, (3) 
Asia (especially China and India), and (4) Latin 
America. 33 The industrialization of these regions can, 

be promoted, first, by the import of capital, and, secondly, 

33 It is curious that the League of Nations and the International Labour 

Office have bestowed hardly any attention on these aspects of ,the world­

economy while discussing the present crisis. Th"se industrializations have 

arrested their notice as nouveaux foyers de production (new centres of 

produ~tion) and as troubles du commerce qui sont generafeurs de chSmage 

(hindrances to commerce such as are causes of unemployment.) Their 

attitude to these industrializations, protectionistic and nationalistic as they 

generally are, ia anything but sympathetic and optimistic. See Problemes~ 

etc., pp. 37-40. 
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by the import of machineries, chemicals and quality-goods 
generally, from Germany, America and Great Britain, and 
to a certain extent from Belgium, Switzerland and France. 

But so far as reparations are concerned, justice will 
have to be done by the world to Germany's sense 
of national hono\lr. The method should consist, first, in 
a reduction of the payments according to a gradually 
declining scale, and, secondly, in the distribution of these 

reduced payments over, say, a decade. By 1940 
the world-economy ought first~ to be thorough1:r. eman-, 
cipated from the rule of the two categories, war-debts and 
reparations, in the second place, to be adjusted to new; 
and more or less normal eonditions of agriculture, manu­
facture and commerce, and finally to witness the con­
summation of the "first industrial revolution" in India, 

China, Russia, the Balkans and Latin America etc. 
functioning as ally to the "second industrial revolution" 

of the pioneering nations. The sooner the world gets 
rid of the very idea of extorting 2,000,000,000 Reichs­
marks a year f;om Germany for two generations, 

the better is it for the poliVcal and economic tranquillity' 
of mankind. It is to be'hoped that the present Hoover 
moratorium is the beginning of the end of fantastic 
reparations. 

It is very likely that as soon as the "politics" of re­
p~rations are solved in a ~ore or less reasonable manner, 
nations with plenty of loan-capital will begin to develop 

the .sense of confidence in' the investment markets ·of the 
world and a new series of international capital movements 
will commence., A better and more adequate mobiliza­

tion of capital from regions that have it to those that have 

it not is calculated to relieve the world of a great part o~ 
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:industrial unemployment and agricultural depression, as 
well as of the fall in prices, which are so prominent 
features of the present crisis. Ultimately _ the economic 
rejuvenation of man~ind is hanging on an appro~ 

priate political therapeutic of international dimensions. 
The world~economy is normally adjusted to the ex­

ports and imports of capital. Certain economic regions 
are used to export a part of their finance and others to 
import it. 

About the year 1914 the great capital exporting 
-countries were three in number :-Great Britain, France 
and Germany. In pre~war years the United States was 
·a borrower of foreign capital. But in 1928 she was a 
lending country while Germany, the pre-war lender, 
became a borrowing region. The chief lending countries 
at this later date were again three; but the U.S.A. and 
Germany changed their roles in international investment. 

The following table sets forth the approximate total 
foreign investments (credit and debit) of these four 
-countries at 1914 and 1928 (in dollars) : 34 

Country 1914 1928 

1. Great Britain Credit 18,000,000,000 Credit 20,000,000,000 

2. France 8,700,000,000 5,200,000,000 

3. Germany 5,600,000,000 Debit 4,500,000,000 

4. United States Debit 3,000,000,000 Credit 10,000,000,000 

This table excludes reparations and war~debts. But 
it is evident that in 1928 the available export capital was 
~ubstantially larger than the amount in 1914. Weare 
to . understand that foreign investments were playing _ a 
<:onsiderable part in the normal functioning of the world' s 
economic system down to the year preceding the 

34 The Course and Phases, etc., pp. 28, 35. 
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~erican crash of September, 1929, with which the­
resent depression has commenced. 

The restoration of a more or less normal condition of 
lingS would require _ the revival of the lendings and 
orrowings of capital. A feature of the present crisis 
:msists in the fact that lending countries have failed to­
:nd as much" as they generally do and that borrowing­
:>untries have not been able to obtain as much loan as 
ley "normally" obtain. 

The following table exhibits the tendencies towards· 
le fall in capital expol1s (in dollars) since 1928 (omitting:­
oo,Ooo's) : 

Country 1928 1929 1930 

I- Czechoslovakia 53 31 X 

2. Great Britain 667 672 190 

3. U.S.A. 1.036 233 213 

The drop in the export of capital from these three 
)untries is extraordinary. 35 Not less extraordinary is 
le drop in the import of capital into those countries which 
re used to borrow of foreign markets. The following:­
lble exhibits the position of the borrowing countries in. 
:gard to their capital imports (in million dollars) : 

Country 1928 1929 1930 

I. Argentinl' 131 38 X 

2. Australia 193 166 X 

3. Finland 40 12 X 

4 Germany 1,017 567 17() 

5. Hungary 88 37 X 

6. India 67 36 X 

7. Norway 34 8 X 

8. Poland 140 58 X 

.Total 1,710 932 

35 The Course and Ph-ases, etc., pp. 201-203. 
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We find that Argentina which obtained 131 million 
.dollars as loan from abroad in 1928 had to content herself 
with only 38 millions in 1929. India's capital import 
declined from 67 millions to 36 millions and so on. The 
list is not exhaustive', So far as eight countries are con· 
,cerned, there is a total decline from 1,700 to 932 millions. 

The percentage of decline in capital import In one 
year may be seen as follows: 
1. Norway: 76% 5. Hungary: 58% 

2, Argentina: 71% 6. India: 46% 
3. Finland: 70% 7. Total of eight countries 45.7% 

4. Poland: 59% 8. Germany 44% 
9. Australia: 14% 

The functioning of the economic acbvltles of these 
·eight countries· in Europe, Asia, South America and 
Oceania was handicapped in 1929 by the dearth of capital 
measured by some $787,000,000. Later, the situation 
became still worse, but actual figures are hard to obtain. 

Whatever factor economic, political or psychologi. 
cal, is likely to remove this dearth of capital or encourage 
the tendencies towards the export of capital bids fair to 
be a powerful aid to the removal or mitigation of the 
world depression. 
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