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ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE.

APPENDIX 1.

Memorandum Circulated to Witnesses in India.

The following memorandum, indicating the main questions which will come
under the oonsideration of the Royal Commission on Indian Currency and
Finance under its terms of reference, is published 1n order to assist intending
witnesses in the preparation of their evidence. It is not to be regarded as
exhaustive, nor is it desired that each witness should necessarily attempt to
deal with all the questions raised :—

(1) Is the time ripe for a solution of problems of Indian Currency
and Exchange by measures for stabilisation of the rupee or otherwise ?

What is the comparative importance of stability in internal prices
and in foreign exchanges?

What are the effects of a rising and a falling rupee and of a stability
of high or low rupee on trade and industry including agriculture and on
national finance?

(2) In relation to what standard and at what rate should the rupee
be stabilised, if at all ?

When should any decision as to stabilisation take effect ?

(3) If the rate selected differs materially from the present rate how
should transition be achieved ?

(4) -What measures should be adopted to maintain the rupee at the
rate selected ?

Should the Gold Exchange Standard system in force before the war
be continued and with what modifications, if any?

What should be the composition, size, location, and employment of
a Gold Standard Reserve?

(5) Who should be charged with the control of the note issue and on
what principles? Should control or management be transferred to the
Ilmperla.l fBa.nk of India, and, if so, what should be the general terms of
the transfer?

What provisions should be made as to the backing of the note issue?
What should be the facilities for the encashment of notes?
What should be the policy as to the issue of notes of small values?

(6) What should be the policy as to the minting of gold in India and
the use of gold as currency ?
Should the obligation be undertaken to give gold for rupees?

(7) By what method should the remittance operations of the Govern-
ment of India be conducted ? .
Should they be managed by the Imperial Bank?

(8) Are any, and, if so, what measures desirable to secure greater
elasticity in meeting seasonal demands for currency ?

Should any, and if so, what conditions be prescribed with regard to
the issue of currency against hundis?

(9) Should any change be made in existing methods for the purchase
of silver?

56596 43
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APPENDIX 2.

Memorandum (Circulated to a Number of Witnesses in India) Describing
Certain Alternative Schemes.

\ The following outlines of alternative schemes for (1) a Gold Exchange
Standard system for India and (2) a pure Gold Standard, on the assumption
in both cases that the management of the Paper Currency and the conduct of
the remittance operations of Government are transferred to the Imperial Bank
of India, have been brought to the notice of the Commission. It is considered
that it will assist the examination of witnesses if they are 1n possession of thesc
outlines, and this memorandum is accordingly communicated for the personal
information of witnesses. It should be understood that its contents are strictly
confidential and that they do not in any way emanate from the Commission.

GoLD EXCHANGE STANDARD.

2. A possible scheme for a real Gold Exchange Standard 1s as follows :—

(A) Gold coin, bank notes and silver rupees should be unlimited legal
tender.

(B) Government should be under a statutory obligation to give gold
coin 1n exchange for gold bullion at any time on payment of a seignorage
to cover minting charges.

) The Imperial Bank should be under a statutory obligation to buy

C
gold i)ulhon in the same way as the Bank of England and at a price fixed
on a similar basis.

(D) All bank notes should be payable on demand 1n rupees, and bank
notes of the denomination of Rs. 10,000 in rupees or foreign exchange at
the option of the presenter, a charge being made by the Bank if foreign
exchange is demanded not greater than the cost ot transporting gold to
the foreign country on which exchange was demanded. Foreign exchange
would be defined as transfers at the par of exchange on London or on
foreign banks in countries outside Great Britain prescribed by the
Governor-General 1n Council subject to the condition that at least one

such foreign bank situated in a country having a gold standard currency
should be so prescribed.

(E) The Imperial Bank should be under a statutory obligation to give
silver rupees or notes in exchange for gold coin.

(F) The constitution of the Currency Reserve would be as follows :—

(1) Invested portion to be limited to 50 per cent. of gross
circulation, but Bank to have right of increasing it to 70 per cent.
on payment of tax to Government at rate of 6 per cent. on excess
over 50 per cent.

ii) Not more than one-half of securities to be rupee securities,
of which a maximum of 40 crores may be Government of India
securities and the balance internal bills of exchange having a

currency of not more than three months or other self-liquidating
securities.

(iii) Remainder of securities to be in form of short-term
British or Colonial Government securities or securities of Govern-
ment of any country on which foreign exchange can be demanded
or trade bills drawn in India in sterling and having a currency of
not more than three months.

(iv) Of metallic holding, not more than 50 crores to be in
form of rupees or silver bullion at purchase price, remainder being
in form of gold coin or bullion. Entire reserve to be located in
India except when awaiting shipment or in transit.

(G) Silver rupees would be given by Government to the Bank in

exchange for silver bullion on payment by the Bank of the difference
between the currency value and the bullion value of the rupees.
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(H) A separate reserve to be called the reserve for the redemption
of rupees would be maintained to provide against the return of rupees
from circulation. This reserve will be used only in the event of a return
of rupees from circulation, the responsibility for the maintenance of the
exchange value of the rupee remaining under all other conditions with
the Bank. In such an event the Bank would call upon Government to
take back silver rupees and to pay for them in sterling. Government
would accordingly undertake to receive back silver rupees from the Bank
subject, except in the case of a prolonged return, to a charge equivalent
to the cost of melting and refining the rupees and to pay to the Bank in
sterling the value og rupees so received. The rupees received will be
placed temporarily in the redemption reserve pending a demand from the
Bank for rupees. In the absence of such demand in a reasonable time,
Government would melt and sell the rupees and place the sterling received
in the reserve, any loss being borne by the reserve

(I) The Bank would undertake to keep the India Office supplied with
funds for meeting the sterling charges of Government.

3. The existing constitution of the Currency and Gold Standard Reserves
and the proposed constitution of the new Currency Reserve are as follows, on
the assumption that sterling and gold holdings are converted at 1s. 64 and that
the metallic percentage would be 53 under the new scheme and that the Bank
would hold the maximum amount of Government of India securities and silver,
no inland trade bills and no gold securities except sterling securities :—

(In crores of rupees.)

l | -
_— Silver. i Gold. Goveg’:ﬁ&?&é’: Inda Sterling securities.
- - —_—— = — - — -
Existing constitution (as on 907 | 297 97-1 \ 21453 (Gold
30th September, 1925). | Standard Reserve).
Future constitution ... 49+5 ' 50 40 50

The foregoing table shows that the constitution of the new reserve should
present no difficulty provided that gold could be readily obtained in exchange for
sterling; an excess holding of 17 crores of ad hoc Treasury bills can be cancelled
at once, and the sale of the surplus silver will have to be spread over three years
or so, so that the limit of 50 crores for the maximum holding of silver cannot
oome into force till after this period.

Assuming an absorption of 21 crores of rupees before the limit of 50 crores
became effective, the reserve left with the Government for the redemption of
rupees will consist of about 31 crores of sterling plus the amount realised from
the sale of the silver content of 20 crores of rupees, which at an average price of
304. an ounce may be taken at 12 crores. The reserve will thus amount to 43
crores or 10 crores less than present Gold Standard Reserve and can be added
to by crediting to it profits on coinage and the interest on sterling investments.

ALTERNATIVE PROPOSAL.

4. The foregoing scheme contemplates the retention of a separate reserve
for the redemption of rupees. The necessity for the separate reserve arises from
difficulties in combining the currency and Gold Standard Reserves in consequence
of the impossibility of determining the precise amount of liability to be provided
for in the combined reserve in respect of rupees at present outstanding with the
public and to be coined in the future. It has been suggested as an alternative that
this liability can roughly be assessed at 50 crores in respect of rupees outstanding
and 1 rupee for every 4 rupees to be coined in the future; cover would be provided
to this extent in the combined reserve, and the responsibility for the maintenance
%f :111\118 exchange value of the rupee will then rest in all circumstances with the

ank.

‘ GoLp STANDARD.
5. The details of a scheme for a pure Gold Standard after its complete
introduction are as follows:—

(A) Gold coin and bank notes should be unlimited legal tender and
silver rupees up to Rs. 50 only.

56596 A4
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(B) Government should be under a statutory obligation to give gold
coin in exchange for gold bullion at any time on payment of a seignorage
to cover minting charges.

(C) The Imperial Bank should be under a Statutory obligation to
buy gold in the same way as the Bank of England and at a price fixed on
a similar basis.

(D) Bank notes should be payable on demand in gold coin.

(E) The constitution of the new reserve should be as follows:—

(i) Gold holdings should ordinarily be not less than 30 per
cent. of gross circulation, but may be reduced to 20 per cent. on
payment by Bank of a tax of 6 per cent. on amount by which
invested portion exceeds 70 per cent.

(i1) At least 20 per cent. of invested portion should be gold
securities or trade bills drawn in India in sterling and having a
currency of not more than three months.

(iii) Remaining investments should be Government of India
securities up to a maximum of 90 crores and internal trade bills
or other self-liquidating securities.

(F) The Bank should undertake to keep the India Office supplied with
funds to meet the sterling charges of Government.

6. The rupee cannot be limited as legal tender as proposed unless an
opportunity be hrst given of converting the rupee holdings into gold.

7. The scheme cannot be introduced at once owing to the impossibility of
providing for the immediate conversion into gold of all silver coin that may be
presented. The following stages have accordingly been suggested for the gradual
introduction of the scheme:—

(1) A statutory obligation should be imposed on Government to sell
to any person, who makes a demand in that behalf at the Bombay Mint
and pays the purchase price in any legal tender, gold bullion at a price
equivalent to the par of exchange, but only in the form of bars containing
a fixed minimum weight of fine gold (say 400 ounces troy). A statutory
obligation should also be imposed on Government to give, in exchange for
gold bullion, notes or silver at a price equivalent to the par of exchange
less a small seignorage charge.

(ii)) A gold coin should be put into circulation and offered as freely
as resources permit in exchange for notes and silver rupees at Currency
offices, treasuries and branches of the Imperial Bank of India, without
any definite obligation to give gold coin for notes or silver rupees being
imposed.

(iii) After a period fixed by statute (say five years) the liability to
give gold coin in exchange for notes or rupees and af,so for gold bullion on
payment of a seignorage should be imposed.

(iv) After a further period fixed by statute (say five years) the silver
rupee should be made legal tender for sums up to a small fixed amount
only (say Rs. 50).

8. To turn to the total demand for gold to introduce the scheme and its
cost, assuming that 110 crores of rupees in all would be converted by the public
in addition to 90 crores held by Government, it would be necessary to provide
gold or gold securities of the value of about 200 crores. It is difficult to judge
what price could be realised for silver sold, if an average of 24d. could be realised
the recovery would be half the exchange value of the rupee on the assumption of
an exchange rate of 1s. 6d.

The gold ultimately required for the reserve on the basis of a note circula-
tion of 1895 crores amounts to 56 9 crores, against which is held at present
297 crores. The total gold required for introducing the scheme in all its stages
will thus amount to 272 crores plus the gold required for converting the
110 crores to be tendered by the public, 1.e., a total of 1372 crores, or
£103 millions.

The cost of the scheme finally would represent the difference between the
interest on the investments in the reserve as finally constituted and the interest
now received : this is estimated at 1 crore. During the transition period there
would be a further charge on account of the carrying on of metallic stocks owing
to the gradual conversion of surplus silver into gold and the interest on external
credits which would probably have to be obtained to meet the sterling charges
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of Government while the gold reserves were being built up. Tt is estimated
that this extra charge would amount during the first five years to about 1% crores
a year.

The points for consideration in connexion with this scheme are (i) the
extra cost involved, (ii) the possibility of getting the gold required and the effect
of its withdrawal for the purposc of Indian requirements, particularly the effect
upon world gold fprices, and (iii) the effect of the scheme on the silver market and
the possibilify of realising a reasonable price for the surplus silver.

APPENDIX 3.

Memorandum giving the History of the Indian Currency system, submitted
by Mr. A. C. McWatters, C.L.E., 1.C.S., Secretary to the Government of
of India, Finance Department.

PARAS.

1.—Indian Currency System up to 1893 .. 1-3

II.—From 1893 to 1916 . . 4

111,—Changes made from 1916 to 1920 ... . .- - . 5-9
1V.—Recommendations of the Majority Report of the Babington-Smith Currency

Committee e. . 10

V.—Measures taken by the Government of India to carry out the recommendations
of the Committee ... . e 11-16

VI.—Exchange and Monetary Policy after the abandonment of the attempt to stabilize

the rupee at 2s. 17-18
VII.—Seasonal Currency e 19-23
VIII.—The Imperial Bank of India ... 24
IX.—Special features of recent years - 2527

NoTE.—The object of this Memorandum 1s to give 1n a self-contained narrative an account of
the principal facts relating to Indian ( urrency and Exchange'down to the present tume, Existing
published material has been freely utilised, and 1n particular the Memorandum incorporates and
brings up to date much of the 1nformation placed before the Babington-Smith Currency Committee
by the late Sir Lionel Abrahams.

v

I.—Inpian CURRENCY SYSTEM UP TO 1893.

1. Before the 26th June, 1893, India had a silver standard, and the rate of
exchange between India and gold standard countries depended on the price of
silver. The money of the country consisted of silver rupees, subsidiary coins, and
currency notes (encashable for rupees), against which a reserve was held, consisting
mainly of rupees, but to some extent of Indian Government securities. The
rupee was unlimited legal tender. The public was at liberty to tender silver
bullion at the Mint to be coined into rupees; and this was the way in which the
rupee coinage was actually replenished.

2. For 20 years before 1893 the general tendency of the rate of exchange
was downwards. The average rate at which the Secretary of State for India
sold remittances on India in each year from 1873-74 to 1892-93 is shown in
Appendix I

3. Since India has large transactions with gold standard countries, the
variations in the rate of exchange with such countries, i.e., in the sterling value
of the rupee, produced many disadvantages. ~With each fall in the rate of
exchange, the burden measured in rupees of the external obligations of India
payable in gold increased, while great uncertainty was introduced into the
finances of Government and into foreign tradg by the fluctuations of exchange.

IT.—FroM 1893 To 1916.

4. After many years of discussion the conclusion was reached in 1893, in
accordance with the recommendations of Lord Herschell’s Committee, that the
disadvantages of the fluctuations of exchange and more especially of its down-
ward tendency, were serious enough to render desirable a change in the Indian
currency system. A new system, usually described as the Gold Exchange
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Standard, was then established, which, as developed in accordance with
experience gradually gained, finally stood as follows :—

A. The right of the public to tender silver for coinage ceased to exist,
the control of the amount of new silver coinage being thus left to be
exercised by the Government.

B. The rupee remained legal tender without limit of amount.

C. The Secretary of State for India, who had long been the largest
seller of remittances on India, undertook to sell bills of exchange on India
without limit of amount at 1s. 41d. per rupee as a maximum rate. He also
maintained, though without formal notification, the practice of not selling
below 1s. 3%3d. per rupee.

D The British sovereign and half-sovereign were made legal tender
for 15 and 7} rupees, respectively, the rate thus established being the
equivalent of 1s. 4d. per rupee The Government undertook to 1ssue rupees
to the public 1n exchange for sovereigns and half-sovereigns at the same
rate. They also issued sovereigns and half-sovereigns to the public to a
limited extent, but undertook no obligation to give them 1n exchange for
nntes or rupees.

E. Ordinarily there was. a steady demand for the remittances on
India (commonly known as Council Drafts) sold by the Secretary of State
as mentioned in C above This demand came mainly from the Exchange
Banks and was due to the fact that, India’s exports being in most years
more valuable than her imports, outward remittances are ordinarily more
in request than homeward, and the drafts offered by the Secretary of State
were the chief means by which the Banks could obtain the Indian Currency
needed for meeting the outward demand in full. But occasionally, owing
to temporary variations in the currents of trade, there was a greater
demand for homeward than for outward remittances This might have
caused the rate of exchange to fall for the time considerably below the
minimum rate of 1s 3%3d. per rupee mentioned in C. On the few occasions
on which such a demand arose, the Secretary of State met it by selling
homeward remittances (commonly known as Reverse Drafts) at a fixed
rate slightly below the minimum just mentioned.

This bare statement of essentials shows that the Secretary of State made
arrangements which, so long as their continuance was not prevented by external
difficulties, had the effect (a) of keeping India supplied with Indian currency to
the full extent of the effective demand as expressed by the tender of sterling for
the purchase of rupees, (b) of maintaining the rate of exchange 1n the neigh%our—
hood of 1s. 4d. the rupee, the extent of possible variation being limited by the
maximum price for Council Drafts mentioned in C and the fixed price for Reverse
Drafts mentioned at the end of E. These variations corresponded to the
difierences which in normal times constantly occur between actual exchange rates
and the theoretical par of exchange in transactions between countries of which
both are on a gold standard with free import and export of gold in both directions

Appendix II contains statistics which throw light on the working of the
system fromn 1898-99 to 1915-16, the period in which it may be considered to have
been fully operative. -

III.—CHANGES MADE FrROM 1916 T0 1920.

5. It is obvious that the maintenance of the system described in Section 11
depended, at times when there was strong demand for outward remittance, on
the existence of the two following conditions :—

A. That the Government of India should have at their command
adequate supplies of Indian currency, the amount required being, of
course, proportionate to the intensity of the public demand. [In the
absence of such supplies the Secretary of State could not maintain his offer
/(see 4 C above) to sell Bills of Exchange on India without limit of amount.

B. That the price of silver should not be higher than that whic!
corresponds to a bullion value of 1s. 4d. for the rupee.

6. The circumstances of 1916-17 and subsequent years were inimical to the
realisation of Condition A. Condition B did not exist. ~ Further particulars
regarding the position as affecting these two conditions are as follows - —

(A) In the years mentioned, an important restriction (see para-
graph 7 (a) below) was in force to limit the public demand for Indian
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currency. Nevertheless, as is shown in Appendix III, the absorption by
the public of the three forms of full legal tender currency was exceptionally
large, in consequence of the unusually large excess of exports over imports
tending to a large dispersal of money up country and the heavy disburse-
ments by the Government of India on behalf of the Imperial Government
for the expenses of the Mesopotamian and other expeditionary forces
based on India and for other military purposes. At the same time, the
Government of India were, in one important respect, viz., through
the reduction of the imports of gold, due partly to restrictions
imposed by the British and American authorities, in a specially
untavourable position for meeting the large demand for currency
in 1916-17 and the subsequent years. Consequently, additions to
the legal tender currency had to be made in the form of rupees and notes.
The issue of rupees was limited by the difficulty of obtaining silver. The
issue of notes was limited by the fact that, so far as made against securities
in the absence of sufficient supplies of gold and silver, it involved the risk
of inconvertibility.

(B) Owing to large purchases of silver by the Government of India and
other Governments, to the decrease in the world production of silver, and
from 20th March, 1919, when the dollar-sterling exchange was unpegged
to the depreciation of sterling, the price of silver between August, 1917,
and December, 1920, was such that the bullion value of the rupee exceeded
1s. 4d. (vide Appendix 1IV).

7. In these circumstances it was not practicable to maintain the system
described in Section II. " The measures taken to modify the system and to meet
certain special difficulties and requirements are summarised below :—

(@) Control of exchange—From December, 1916, the Council drafts
sold by the Secretary of State were limited to a fixed weekly amount. From
January, 1917, Council drafts were sold at fixed rates, the rate for imme-
diate telegraphic transfers being 1s. 4}d. until August, 1917, and thereafter
re}l)resentmg prices for the rupee corresponding approximately to its bullion
value at the prevailing price of silver. From September, 1919, Council
drafts were sold by open competitive tender subject to a minimum rate.
The fixed and minimum rates for the various periods are given below :—

Immediate
Telegraphic
Period. Transfers.
s. d.
3rd January to 27th August, 1917 ... 1 43
28th August, 1917, to 11th April, 1918 1 5
12th April, 1918, to 12th May, 1919 ... 1 6
13th May to 11th August, 1919 1 8
12th August to 14th September, 1919 ... . 110
15th September to 21st November, 1919 2 0
22nd November to 11th December, 1919 2 2
From 12th December, 1919 . 2 4

b) The limitation of the amount of Council drafts at a time when
the demand for remittance to India was exceptionally strong and no
adequate alternative method of remstance was available led to a
divergence between the market rate of exchange and the rate at which
the drafts were sold. The remittance available was insufficient to finance
the whole of the Indian export trade, and it was essential that the exports
required for war purposes should not be impeded. It was found
necessary, therefore, to introduce certain measures of control. From
3rd January, 1917, the sale of Council drafts was confined to Banks and
firms on the ‘“ Approved List,” which included the chief Exchange Banks
and a few large purchasers of drafts. A little later these banks and firms
were required to do business with third parties at prescribed rates and
to apply their resources primarily to financing the export of articles
of imtport,a.nce to the Allies for the purpose of carrying on the war, a
list of which was drawn up by the Secretary of State. Further, in order
to encourage the Exchange Banks to buy export bills in excess of their
purchases of exchange in the other direction, the Secre of State
insured them against the risk of a rise in exchange, by undertaking to
sell to them within a year after the war exchange up to the amount of
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their overbuying at the rate at which their excess purchases had becn
made. After the conclusion of the armistice the necessity for rescrving
finance for particular exports ceased. The overbuying guarantec was
in due course terminated, and the list of articles to which priority of
export finance was given was abolished.

(¢) Purchase of silver—Special measures were also taken to increasc
the supply of currency. In February, 1916, the necessity for rupee
conage on a large scale became apparent, and the Secretary of State
began to purchase silver. In 1915-16 and subsequent years he bought in
the market the amounts shown below. To facilitate his operations, by
excluding from the market Indian buyers who would otherwise have
bought for non-coinage purposes, the import of silver into India on private
account except under license was prohibited on the 11th July, 1917. This
measure, however, removed only a few of the smaller compctitors for
the worlds diminished supply of silver, and the world demand remained
so heavy that it was impossible to satisfy India’s demand without tapping
sources of supply outside the ordinary market. The Government of the
United States of America, therefore, were approached on the subject of
releasing a portion of the silver dollars held in their reserve, and on the
23rd April, 1918, the United States Congress passed the Pittman Act,
which authorised the sale to other Governments of silver not exceeding
350,000,000 silver dollars from the holding in the dollar reserve. Of
this amount the Government of India acquired 200,000,000 fine ounces at
101} cents per fine ounce. The following table shows the amount of
silver purchased by the Secretary of State:—

From the United
States Dollar Re-

In open market serve (equivalent in
(standard ounces). standard ounces).
1915-16 8,636,000 —
1916-17 . 124,535,000 -
1917-18 .. 70,923,000 —
1918-19 . 106,410,000 152,518,000
1919-20 52,200,000 60,800,000

(@) Measures for conservation and economy of silver—These special
measures for obtaining silver were supplemented by endeavours to
protect the currency against depletion by export or melting. ¥rom the
29th. June, 1917, the use of silver or gold coin for other t currency
purposes was made illegal, and from the 3rd September, 1917, the export
of silver coin and bullion from India was prohibited except under license
Steps were also taken to economise silver by the issue of Rs. 21 and Re. 1
notes, and by extending the use of nickel for coin of small denominations

(e) Acquisition and use of gold.—(i) In order to enable all imported
gold to be made available for money purposes, an Ordinance was issued
on the 29th June, 1917, requiring all gold imported into India to be sold
to Government at a price which, being based on the sterling exchangc
value of the rupee, took no account of the premium on gold as compared
with sterling. The gold so obtained was placed in the Paper Currency
Reserve as a backing against the issue of additional notes.

(¢2) The issue of sover'eigns had been stopped shortly after the
outbreak of war. To supplement the supply of silver currency, sovereigns
to the amount of about £5,000,000 were issued at the beginning of 1917
and sovereigns and gold mohurs amounting to nearly £6,000,000 were
issued early in 1918. Arrangements were also made for minting gold
mohurs and sovereigns in Bombay early in 1918, but when the supply of
silver enabled the full demand for metallic currency to be met bﬁr rupees,
the coinage of gold was discontinued after 2,110,000 gold mohurs and
1,295,000 sovereigns had been coined.

(iti) During the war the amount of gold which could be obtained
by India was limited by the restrictions on its export from belligerent
countries The removal of the embargo on the export of gold by the
United States Government on the 9th June, 1919, and the freeing of the
market for South African and Australian gold enabled India to obtain
a larger supply. From the 18th July, 1919, inmediate telegraphic
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transfers on India were offered against deposit at the Ottawa Mint of
gold coin or bullion at a rate corresponding to the prevailing exchange
rate. Very little gold was obtained from this source, and the arrangement
was terminated on the 15th September, 1919. From the 22nd August,
1919, a limited amount of 1mmediate telegraphic transfers on India were
offered weekly for sale by competitive tender in New York, the proceeds
of the sales being remitted to India in gold. Towards the end of October
the demand for these transfers fell off and the sales were discontinued.
Arrangements were also made for the direct purchase of gold in London,
the United States and Australia. Finally, on the 15th September, 1919,
the rate paid by the Government of India for the acquisition of gold
brought into India on private account was fixed so as to include the
premium on gold over sterling as measured by the dollar-sterling exchange,
and was varied from time to time approximately in accordance with the
fluctuations of this exchange The effect of the change in the basis of
the acquisition rate was to re-establish an effective gold point, and to
facilitate the import of gold in payment for exports as an alternative to
the purchase of Council drafts. In order to make a portion of the gold
so obtained available for the use of the public, fortnightly sales of gold
were held by Government between September, 1919, and Septcmber, 1920.
The total quantity of gold sold was 8,060,454 ounces fine.

(f) Increase in the Note Issue.—The difficulties of obtaining sufficient
uantities of the precious metals for coinage purposes, and as backing
(flor the issue of additional notes, made it necessary to increase the fiduciary
portion of the note issue Prior to the war the invested portion of the
Paper Currency Reserve was limited by law to 14 crores of rupees
Between November, 1915 and December, 1919, the legal limit of the
invested portion of the Reserve was increased to 120 crores. During this
period the gross circulation of notes increased nearly threefold, while the
percentage of metallic backing decreased by nearly one-half (vide
Appendix V). The following table shows the growth of the circulation
and the changes in the composition of the Reserve:—

(Lakhs of rupees.)

i
!

' , COMPOSITION OF RESKERVE. | Percentage of
' total metallic
Gross note | - - - -
Date. circulation ) 1 Total. g?)i:v:ott:
Silver. i (30ld. |Secaurities, circulation.
|
Slsi March, 1914 . ! 66,12 | 20,53 31,59 : 14,00 66,12 78-9
" 1915 . 61,63 32,31 15,29 | 14,00 61,63 77-3
" 1016 67,73 23,57 24,16 20,00 67,73 70-5
» 1917 - 86,38 19,22 18,67 43,49 86,38 43-9
" 1918 99,79 10,79 27,52 61,48 99.79 38-4
" 1919 153,46 37,39 17,49 98,58 153,46 358
31st December, 1919 . 182,91 43,67 39,711 99,53 182,91 456

The encouragement of the use of notes by the provision of ample
facilities for their encashment had been one of the most prominent
features of the currency policy of the Government of India in the years
preceding the outbreak of the war, and this policy was continued as long
as the supply of rupees was adequate. From 1916, owing to causes already
indicated, the absorption of rupees was abnormally large, and the
necessity for conserving their reduced stock of rupees forced on the
Government a reversal of their previous policy. Facilities for the encash-
ment of notes at district treasuries were in a large degree withdrawn.
The conveyance of specie by rail and river steamer was prohibited, and
an embargo was placed on its transmission by post.* Later, in January,
1919, owing to the practical administrative difficulties of dealing in full
with the demands for encashment at the Currency offices during the
busy season, the daily issues of rupees to single tenderers of notes were
limited to a figure which made it practicable to satisfy large demands

* The restrictions on the movement of gold were removed in Sepltember, 1919,
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in part and small demands as a rule in full. The result of these restrictions
was the substitution to a large extent of notes for rupees as the common
circulating medium.

8. Babington-Smith Currency Committee—On the 30th May, 1919, a
Committee presided over by Sir Henry Babington-Smith was appointed by the
Secretary of State to advise in regard to the future of Indian Currency and
Exchange. The terms of reference were as follows:—

‘“ To examine the effect of the war on the Indian exchange and
currency system and practice, and upon the position of the Indian note-
issue, and to consider whether, in the light of this experience and of
possible future variations in the price of silver, modifications of system
or practice may be required; to make recommendations as to such modifica-
tions, and generally as to the policy that should be pursued with a view to
meeting the requirements of trade, to maintaining a satisfactory monetary
circulation, and to ensuring a stable gold exchange standard.”

9. The main facts of the position when the Babington-Smith Committee
reported were as follows: Council Drafts were being sold by competitive tender,
subject to a minimum rate, at the time 2s. 4d. sterling, the amount being fixed
weekly by the Secretary of State. It had been announced that reverse immediate
telegraphic transfers would be sold at the rate of 2s 3%4 if the demand for
them should arise. All gold imported into India had to be sold to Government
at a prescribed price. The rate fixed contained an allowance to cover the premium
on gold over sterling With a free market for gold this import acquisition rate,
which was varied from time to time in accordance with the movement of the
dollar-sterling exchange, fixed an upper gold point which tended to prevent the
rate bid for Council Drafts from rising above the minimum rate by much more
than the cost of shipping gold, except possibly for short periods when the demand
for remittance was urgent. The rate in force for the sale of Reverse Councils
fixed a limit to the fall of exchange so long as the means for meeting them were
available. )

The sovereign was still legal tender in India for Rs 15 and the Government
was under an obligation to pay Rs 15 for sovereigns presented for encashment.
As, however, the bazaar price of gold was considerably above this parity,
sovereigns had disappeared from circulation and were not being issued by
Government. The import and export of silver had been prohibited, and its price
was at a level which prevented purchases by the Secretary of State for coinage
except at a loss  The restrictions on the encashment of notes referred to in
paragraph 7 (f) were still in force

IV —RECOMMENDATIONS OF THE MAJorRITY REPORT OF THE BABINGTON-SMITH
CurrENcY COMMITTEE.

10. The principal recommendations contained in the Majority Report of the
Babington-Smith Currency Committee were as follows :—

(@) That the rupee, unchanged in weight and fineness, should remain
unlimited legal tender; _

(b) That the rupee should have a fixed exchange value and that this
exchange value should be expressed in terms of gold at the rate of one rupee
for 11 30016 grains of fine gold, 7.e., one-tenth of the gold contents of the
sovereign ;

(¢) That the sovereign previously rated by law at rupees 15 should be
made legal tender in India at the revised ratio of rupees ten to one
sovereign; )

(d) That the import and export of gold into and from India should be
freed from Government control as soon as the change in the statutory ratio
had been affected, and that a Gold Mint at Bombay should be opened
for the coinage into sovereigns of gold tendered by the public;

(¢) That the notification of Government undertaking to give rupees
for sovereigns should be withdrawn; . ]

(f) That the prohibition of the private import and export of silver
should be removed and that the import duty on silver should be repealed
unless the fiscal position demanded its retention;

(9) That the constitution and location of the paper currency reserve
should be as follows : —

(i) The fiduciary portion should not exceed 60 per cent of the
gross circulation;
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(ii) The holding of securities issued by the Government of India
should not exceed 20 crores; ]

(iii) The remainder of the fiduciary portion of the reserve
should consist of securities of other Governments within the British
Empire redeemable at a fixed date, of which all except 10 crores
should be short-dated securities maturing within one year;

(iv) The -permissive maximum of 120 crores of securities then
existing should be retained for a limited period; ) )

(v) The metallic portion of the reserve should be held in India
except for transitory purposes; and .

(vi) With a view to meeting the seasonal demand for additional
currency it should be possible to issue 5 crores of notes over and above
the normal fiduciary issue as loans to the Presidency Banks on the
security of export bills;

and (k) That the Gold Standard Reserve should contain a considerable
proportion of gold and the aim should be to hold the remainder of the
reserve in securities issued by Governments within the British Empire
(other than the Government of India) maturing within twelve months. A
portion of the gold held in the reserve, not exceeding one-half, should be
held in India.

The recommendation to fix the exchange value of the rupee at 2s gold was
qualified by the following remarks :—

“ If, contrary to expectation, a great and rapid fall in world prices
were to take place, and if the costs of production in India fail to adjust
themselves with equal rapidity to the lower level of prices, then it might
be necessary to consider the problem afresh.”

V.—MEASURES TAKEN BY THE (FOVERNMENT OF INDIA TO CARRY OUT THE
RECOMMENDATIONS OF THE COMMITTEE.

11. The recommendations of the Majority Report were accepted by the
Secretary of State as expressing the goal towards which Indian administration
should be directed and steps were promptly taken to reach this goal. The
following is a brief summary of the measures taken :—

12. Control of exchange—In January, 1920, the flow of remittance had
changed its direction, the demand for Council drafts had ceased, and a strong
demand for Reverse drafts had started. Duning January the drafts had been sold
at a rate based on the rate of 2s. 4d. which had been fixed for the sale of Council
drafts, but in accordance with the Committee’s recommendations the rate from the
5th February was founded on the ratio of Rs. 10 to the sovereign, allowance being
made for the depreciation of sterling on the basis of the latest current rate for the
dollar-sterling exchange The rate for immediate telegraphic transfers was fixed
at 2s. 81#d. on the 5th February and was raised to 2s. 103}d. on the 12th February,
but thereafter the rate decreased as sterling appreciated. The stimulus to remit-
tance afforded by the high rates offered, which were throughout on a higher level
than the rate for bank remittances, led to tenders largely in excess of the amounts
offered. By the end of June the balance of trade had begun to turn against India,
with the result that the market rates of exchange had not merely departed from
the parity of gold but had fallen below the parity of 2s. Consequently, at the
sale of the 24th June and subsequent sales the rate adopted for immediate tele-
graphic transfers was 1s. lléd., this representing the rate which would
ultimately hold when sterling returned to parity with gold. A%plications still
continued to be enormously in excess of the amounts offered, since the ever increas-
ing balance of trade against India led to progressive reduction of the market
rate for remittances. At the end of September sales of Reverse drafts since the
beginning of the year had totalled £55,382,000 and the note circulation between
the 1st February and the 15th September had been reduced from Rs. 185 crores
to Rs. 158 crores. But even this substantial withdrawal of currency proved
ineffective to maintain exchange in view of the abnormal activity in the imports
of foreign goods and the absence of any support from exports. The Government
of India, therefore, decided after the sale of the 28th September, 1920, to withdraw
their offer of sterling drafts on London. Since that date no attempt has been
made by Government to prevent exchange falling by the sale of Reverse drafts.

13 Change in the legal tender value of the sovereign.—(i) The internal ratio
of one sovereign for Rs. 10 could not be effectively introduced so long as gold bullion
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in India continued to command the high premium over the price indicated by the
ratio recommended by the Committee ~With the object of reducing this premium
on gold it was announced in February, 1920, that during the ensuing six months
2 minimum of 15 million tolas of fine gold would be sold, but this original
programme was extended by further sales in August and September.

(ii) By Ordinance No III of 21st June, 1920, sovereigns and half sovereigns
seased to be legal tender in payment or on account, but provision was made for
their acceptance by Government at the ratio of Rs 15 during a moratorium of
21 days, on the expiry of which the restrictions on imports o% British gold coin
were also withdrawn. The sovereigns and half sovereigns tendered at the currency
offices and treasuries in the 21 days during which the moratorium continued
amounted to about £21 millions.

(iii) Finally, the Currency Committee’s recommendation that the sovereign
should be made legal tender in India at Rs. 10, instead of Rs 15, was given effect
to by the Indian Coinage (Amendment) Act, No. XXXVT of 1920, which received
the assent of the Governor-General on the 9th September, 1920 This Act restored
the legal tender character of the sovereign and half sovereign which had been
suspended by Ordinance No. III of the 21st June, 1920. The rate fixed by the new
Act was Rs. 10 to the sovereign, and instructions were accordingly issued to
treasuries and currency offices that sovereigns and half sovereigns if presented
should be received at the rate of Rs. 10 and Rs. 5 respectively, but that they should
not be issued. As the market price of the sovereign has been continuously above
Rs. 10, it has never functioned as currency at the new ratio. It was therefore
unnecessary to open a gold mint in Bombay.

14. Abolition of War-time Restrictions.—In February, 1920, the
prohibition on the import of silver was removed and the import duty of 4 annas
per ounce was abolished. The notifications under the Defence of India Act, which
prohibited the use of gold and silver coin otherwise than as currency, or dealing
therein at a premium, were also cancelled. The fall in the price of silver and the
return of silver coin from circulation which commenced in May, 1920, rendered
possible the removal of the remaining war-time restrictions on the movements of
precious metals. On the 18th June, 1920, the restrictions imposed on the transit
of silver by rail and boat in India were removed, and on the 20th July the
prohibition on the export of silver bullion and coin from British India was
cancelled. On the 21st June the restrictions on the import of gold bullion and
foreign coin were removed. Further, on the 25th June the restrictions (which had
only been partial) on the use of silver for making payments on behalf of
Government were withdrawn and Treasury Officers were instructed that payments
on behalf of Government should in future be made in the form of currency which
the payee desired At the same time, a step was taken in the direction of renewing
the extra legal facilities which had previously been granted of giving silver at
treasuries in exchange for notes. The instructions to Treasury Officers were thot
they should, so far as their resources permitted, give silver in exchange for small
value notes if presented in reasonably small quantities, and also where special
arrangements had been made with branches of the Presidency Banks to carry on
exchange transactions with the public, those facilities, where they had lapsed
during the war, should be again restored. So far, therefore, as silver is corcerned.
the recommendations of the Currency Committee were fully given effect to before
the end of 1920.

15 Reconstitution of the Paper Currency Reserve.—In March, 1920, in view
of the large sales of Reverse councils which the Secretary of State was unable to
meet entirely from his treasury balances, he was compelled to begin selling out the
sterling securities in the Paper Currency Reserve. In the absence of special
legislation permitting increased investments in Indian securities, it would have
been necessary to cancel notes to the full rupee equivalent of the sterling securities
sold. As such action would have caused a severe monmetary crisis in India.
temporary legislation was passed in March, 1920, continuing the then existing
figure of Rs 120 crores as the limit of permissible investment, but abolishing the
restrictions as to the locale of the investments and their sterling or rupee character.
This Act (No. XXT of 1920) remained in force up to the 1st October, 1920, when
it was replaced by the Indian Paper Currency Amendment Act (No. XLV of 1920),
which practically gave effect to the recommendations of the Currency Committee
regarding the eventual statutory constitution of the Paper Currency Reserve,
while providing for a temporary transitional period of adjustment. The Act
provided ir the first place for the issue of currency notes against sovereigns and
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half-sovereigns at the new rate of Rs. 10 per sovereign and against gold bullion
at the corresponding rate of one rupee for 1130016 grains troy of fine gold. In
tt,_hie1 second place it laid down the permanent constitution of the Reserve as
ollows :—

(2) The Metallic Reserve, consisting of the total amount represented
by the sovereigns, half-sovereigns, rupees, silver half-rupees, and gold and
silver bullion for the time being held on that account by the Secretary of
State for India in Council and by the Governor-General in Council,
provided that the gold coin and bullion held by the Secretary of State in
the metallic reserve shall not exceed Rs 5 crores in value

. (bﬁ The Securities Reserve, consisting of the securities for the time
being held on that account by the Secretary of State for India in Council
and the Governor-General in Council; provided that—

(1) the securities held by the Secretary of State shall not be of
longer maturity than one year from the date of purchase, and

(ii) the securities held on behalf of the Governor-General in
Council shall be securities of the Government of India and shall not
exceed in amount Rs. 20 crores. Not more than Rs 12 crores of this
amount may be in securities created by the Government of India and
issued to the Controller of the Currency.

Further, the Act prohibited the issue of currency notes if such issue would
have the effect of raising the amount of notes in circulation to more than twice
the amount of the metallic reserve. This statutory constitution of the Paper
Currency Reserve was to be brought into force on a day appointed by the Governor-
General in Council as soon as conveniently may be after the relation of the amount
of the currency notes in circulation to the amount of the Reserve had been brought
intc conformity with the provisions above outlined and the metallic reserve was
not less than 50 per cent. of the currency notes in circulation. = During the
intermediate period the Act provided for a temporary constitution of the Reserve
under which the securities of the Government of India held in the Reserve was
limited to Rs. 85 crores, and so long as the “ created securities ”’ exceed Rs. 12
crores, all interest derived from the securities in the Reserve was with effect from
the 1st April, 1921, to be applied in reduction of such excess holdings. This latter
provision has, however, been suspended during the last three years by sanction of
the Legislature in the annual Finance Bills, and such interest has been taken to
revenue. Similarly when the holdings in the Gold Standard Reserve exceeded
£40 millions in 1921-22, and 1922-23, the excess was taken in deduction of the
created securities in the Paper Currency Reserve, but in later years this also has
been taken to revenue.

Further, the Act gave power to the Governor-General in Council to issue
currency notes up to Rs. 5 crores in value against Bills of Exchange maturing
within 90 days from their date of issue and under such conditions as the Governor-
General in Council may under general or special order prescribe.

As a result of the passing of the Act, the gold and the sterling securities
held in the Paper Currency Reserve were revalued on the 1st October at the new
rate of Rs. 10 per sovereign, or Rs. 1 for 1130016 grains of fine gold.  The
deficiency in the Reserve resulting from the revaluation was made up by 12
months’ Treasury Bills of the Government of India issued to the Reserve.

16. Constitution of the Gold Standard Reserve.—With the abandonment
of any attempt to stabilise the rupee, and in view of the existence of a wide
range of British Government securities with a free market maturing within 10
years, it was decided in July, 1923, that while the Gold Standard Reserve
aggregated £40 million, £30 million should be held in securities not exceeding
two years’ maturity and the balance of £10 million should be invested in
securities whose currency did not exceed 10 years. Later in order to suit the
requirements of the moment and the probable course of markets, it was decided
that of the total reserve aggregating £40 million, £20 million should be in
securities not exceeding 2 years’ maturity (largely 3 months’ Treasury Bills) and
£20 million in securities of longer date not exceeding 10 years, subject to the
condition that of these latter, £10 million shall not exceed 5 years’ maturity
The average interest yield on the Gold Standard Reserve investments during
1923-24 and 1924-25 was between 3 and 3} per cent.

656596 * B
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VI.—EXCHANGE AND MONETARY POLICY AFTER THE ABANDONMENT OF THE
ATTEMPT TO STABILISE THE RUPEE AT 2s.

17. For the first two years, after the failure of the attempt to stabilise
the exchange at 2s. gold, the Government had perforce to be content with taking
such action as was within their power to prevent exchange from falling below
even 1s. 4d. sterling. The necessity for financing considerable Budget deficits
and a large programme of new capital expenditure, Central and Provincial,
had, as was 1nevitable, some inflationary eftect on currency and credit. With
world prices of commodities in terms of gold falling rapidly, and sterling prices
even more rapidly owing to the steps taken in England to bring sterling gradually
towards parity with gold, the sterling value of the rupee was naturally driven
downwards in the absence of any corresponding action to bring about a fall in
rupee prices. All that the Government were able to do during this period was
to prevent a rise in Indian prices which would have been caused by any further
inflation of the currency, and to begin contracting the currency to an extent
sufficient to bring back exchange towards 1s. 4d. sterling. Reference is invited
here to Appendix III which gives the absorption of different forms of currency
by the public in different years. During the years now under consideration gold
coin may be omitted, since gold did not function as currency, and it may be
assumed that the gold coin shown as absorbed (which is mainly the net import into
India) has been melted, or used as ornaments, or placed in hoards. Omitting
gold from consideration, the net contraction of the currency in the year 1920-21
was 31 crores 58 lakhs. This contraction was in fact insufficient to check the
downward fall of the rupee, which fell as low as 1s. 3d. (vide Appendix No VI).
The. contraction of the currency was continued in 1921-22 and 1922-23 by the
transfer of sterling securities held in London to the Secretary of State’s cash
balance and by the discharge of Indian Treasury Bills held in the Reserve. The
net contraction made in these two years as shown in Appendix ITT was 1,11
lakhs and 5,69 lakhs respectively. Two crores of seasonal currency were added
and withdrawn during this period. Similar issues and Withdrawai’s of seasonal
currency were made in the following years and are separately dealt with in a

later portion of this memorandum, since they do not represent permanent
additions to the currency.

18. Since January, 1923, by which time the rate of 1s. 4d. sterling was
practically restored, exchange has been on the whole moving upwards. Partly
owing to the cessation of the downward movement of world prices in 1923
and 1924, but mainly owing to their control of the local financial situation, the
Government of India were able (with the help of good monsoons) to take action
of a kind which had the natural result of improving the exchange value of the
rupee. Perhaps it would be truer to say that, owing to their success in balancing
their Budget and in raising loans in the market sufficient both to meet their
capital expenditure and to pay off practically all their floating debt, the Govern-
ment have been able to avoid any action tending in the direction of expansion
of currency and credit, except to a limited extent with the object of preventing
undue stringency in the money market. It was with the latter object that a net
addition of 6,15 lakhs was made to the currency in 1923-24, by ‘increasing the
sterling investments in the Paper Currency Reserve, the net addition to the
currency in that year, as shown in Appendix III, being 15,58 lakhs.

. Exchange reached the level of 1s. 6d. sterling in October, 1924, at which
time 1t was equivalent approximately to 1s. 4d. gold. The action taken by the
Government of India since that time has prevented the rise of the rupee above
Is. 6d. sterling (more recently above the upper gold point of approximately
1s. 675d.). In order to attain this result, the purchases of sterling required for
Government remittances, and when necessary, in excess of this, have been freely
used. During 1924-25 a further amount of 6,00 lakhs was added to the currency
by increasing the sterling investments in the Paper Currency Reserve, and in
view of possible emergencies the Indian Paper Currency Act was amended in
February, 1925, so as to increase the permissible limit of the holding of securities
in the Reserve from 85 to 100 crores provided that the total amount of * created ”
securities of the Government of India shall not exceed 50 crores. It has, however,
so far not been necessary to use the additional powers given by this amendment.

Between 1st April and 30th September, 1925, purchases of sterling have
totalled approximately £21 million, which is two-thirds of the total amount of
Government remittances required for the whole financial year, as estimated
in the Budget, and in October the policy of increasing the note issue against an
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increase of sterling securities was again resorted to. Two crores have i@_en added
in this way at the time of writing. The exchange value of the rupee hagiremained
practically steady during the last 12 months, while the simultaneous rige in the
sterling dollar exchange has made 1s. 6d. sterling approximately the:same as

1s. 6d. gold.

VII.—SeAsoNAL CURRENCY.

19. Reference was made in a previous section to the new provision in the
Paper Cuarrency Act under which the Governor-General in Council could issue
currency notes up to'Rs. 5 crores against bills of exchange. Resort was not made
to this provision during the season of 1920-21 and in fact detailed regulations
were not issued till the 16th February, 1922. These regulations consisted of :—

(1) statutory conditions which the Governor-General in Council had
to prescribe under the Act for the issue of notes.

(2) detailed procedure to be adopted in actual practice in that
connection.

The conditions prescribed were:—

(i) The bills of exchange shall be internal bills or Aundis drawn for
trade purposes.

(i1) If the documents themselves do not bear any evidence of being
drawn for such purposes, the Imperial Bank of India shall certify that,
to the best of its knowledge, the accommodation provided for is fYor the
furtherance of trade.

(i1i) The bills shall remain in the custody of the Imperial Bank of
India as securities held on behalf of the Currency Department and shall,
if the Controller of the Currency so requires, be endorsed by the Bank
to the Controller.

The procedure laid down for the issue of notes is described in Appendix IX.
The rate of interest to be charged to the Bank was originally fixed as not less
than 8 per cent. This condition, however, was subsequently modified, as shown
later in this Memorandum.

20. It will be observed from these rules and regulations, which were laid
down after consulting commercial opinion in the country, that the idea of basing
%2@ new procedure on export and import bills did not find favour, the reasons

ing :—

(1) There appeared to be no necessity for providing additional
facilities for financing export bills, as by the time produce is shipped it
is usually already paid for. The pressure for additional finance occurs
more often than not in connection with the movement of produce from
upcountry to the ports, before the export bills founded on such produce
are drawn. When they are actually under export, the exchange banks are

- usually quite competent to arrange for financing them, and if they find that

iniporg cover is insufficient, they can lay down funds 1n Tndia by Councils,
and no emergency currency is necessary. Besides, there is a practical
difficulty in that the large majority of export bills, especially in Calcutta,
are sight bills and are received by the banks in very considerable numbers
just in time to catch the weekly mail. Tf they have to bt endorsed to the
Imperial Bank before being forwarded to London, they would invariably
miss the mail, not only entailing on the banks the loss of a week’s interest
but involving the possibility of the goods arriving at the port of destina-
tion before the bills of exchange. ' '

(2) As regards the extension of the scheme to import bills, the bulk of
this class of bills are drawn “ D-P ** (documents on payment) ahd may be
repaid at any time during their currency. It is-not uncommon, for these
bills to become past due as certain classes of importers treat the due date
with indifference. It would be impossible for the Imperial Bank to deal
with a number of such documents, the payment of which is so uncertain.

(3) Practically all external bills, whether export or import bills, would
be expressed in sterling or other foreign currencies, and the acceptance of
such bills will complicate the procedure by the introduction unnecessarily
-of the fluctuations of egchange and the risks thereof.

The Babington-Smith Committee, though recommending that the notes should
be issued only against export bills on the inception of the scheme, did not definitely
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pronounce against the use of internal bills as collateral provided that it proved
possible to distinguish between internal bills representing genuine commercial
transactions and bills created for purposes of finance or speculative operations.
After consulting representative bodies in India, the Government of India came to
the conclusion that as the names upon internal bills were well known to the
discounting banker, it would not be difficult to differentiate between these classes
of bills, and it was, therefore, provided that if the documents did not bear any
evidence of being drawn for trade purposes, they should be endorsed by the
Imperial Bank who should certify that, to the best of their knowledge, the
accommodation provided was for the furtherance of trade.

As regards the rate of interest, the Government of India carefully considered
the arguments against fixing a high rate and those in favour of leaving the rate
to be fixéd at the discretion of the authorities at the time the loans were applied
for. They felt that it was necessary to restrict the issue of the seasonal currency
to cases of proved and actual stringency, and that loans should not be granted
at a lower rate than 8 per cent.

21. Appendix VIII gives the loans taken by the Imperial Bank from the
beginning up to date and also shows the Bank rate and the cash position of the
Bank at the time when the loans were taken or repaid. The experience of the first
two years’ working and the rapidity with which the Bank rate rose at the begin-
ning of the busy season in each of these years showed that the objects of the new
provisions, which were to introduce a much-needed elasticity into the Indian
currency system, were not being fully achieved, and that, in order to anticil[;ate
and prevent monetary stringency, facilities should be afforded for making
additional currency available when there was a genuine trade demand of a
seasonal and temporary character and for automatically retiring it when that
demand ceased. The Act was accordingly amended during 1923-24 raising the
maximum limit of seasonal issue from 5 to 12 crores. A modification was also
introduced in the procedure in regard to the issue of the currency notes so as to
provide that loans shall be admissible as soon as the Bank rate rises to 6 per cent.
and that the entire amount of loans outstanding at any time.should bear interest at
current Bank rate subject to the following minimum rates :

6 per cent. for the first 4 crores,
7 per cent. for the second 4 crores, and
8 per cent. for the last 4 crores.

22. The events of the busy season 1923-24 proved that the foregoing changes
were very timely. The latter part of the year witnessed exceptionally stringent
conditions in the money market. The demand for financing the cotton crop set in
'in November and the outflow of cash necessitated the raising of the Bank rate to
5 per cent. on the 15th November, 6 per cent. on the 29th November, 7 per cent. on
the 20th December, and 8 per cent. on the 3rd January, while special additions to
the Bank’s cash balances were made during this period of 8 crores against loans
from the Currency Department and a further 12 crores in the form of currency
notes issued against British Treasury Bills deposited in the Paper Currency
Reserve ir London. Owing to a good crop and high prices for raw cotton,
combined with a brisk demand for financing the rice and other crops, the drain
on the cast resources of the Bank continued to be heavy and the Bank rate was
raised to 9 per cent. from the 14th February. From then till the end of the year
the rate for call-money stood at no less than 9 per cent. and further loans were
obtained from currency to the extent of four crores in Janunary and February,
thus exhavsting the assistance available from this source. There was no material
improvement in the meney position until after the close of the financial year. The
return of cash to the Bank was very slow and the withdrawal of 12 crores of
seasonal currency issued during the busy season proved to be a slow and difficult
process and was not completed until the 21st June.

23. In view of the severe stringency of money which prevailed during the
busy season of 1923-24, it was necessary to consider whether the existing machinery
for the provision of currency to meet the demands of trade was adequate and, if
not, in what directions it should be improved. The important point which the
working of the enhanced limit for seasonal currency during the season of 1923-24
brought out was that the present system of giving loans to the Imperial Bank
against inland bills of exchange was unsatisfactory. Most of the internal trade
of India is financed by a system of cash credits or by the advance of money on
demand promissory notes signed by two or more persons unconnected in general
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partnership, with collateral security, where necessary, and the extent to which
hundis or internal bills of exchange are used is very limited. Normally the amount
of genuine Aundis which the Imperial Bank has outstanding durin% the busy
season is 4 to 5 crores only. In order to obtain the full amount of loans from
currency, the Bank has had to increase its holding of bills by inducing firms and
individuals, who would ordinarily have cash credits, to take their loans on bills
and the Imperial Bank have themselves been constrained to pay the stamp duty
on such bills. These bills are, in effect, manufactured bills and do not in any way
correspond to the self-retiring bills which form tlie basis of the Federal Reserve
note system of America on the analogy of which the provisions in regard to
seasonal currency have been introduced in India. Besides, there were further
difficulties in renewing these created bills as they fell due, and the ITmperial Bank
had to request the firms to renew them in order that they might obtain a sufficient
holding of bills. '

The Imperial Bank therefore pointed out that in regard to the loans taken
during the busy season of 1923-24 the rates of interest charged by the Government
actually resulted in a loss to them, as they had to bear the stamp duty on the bills.
Also as a result of the change in procedure fixing varying rates of interest on the
loans from currency, if the Bank, for example, took 4 crores when the rate was
6 per cent. and 4 crores when the rate was 7 per cent. the entire 8 crores would bear
interest at 7 per cent. from the date on which the Bank rate was raised to that
figure. If it was found expedient to lower the Bank rate to 6 per cent. when, say,
5 crores were outstanding, the Bank would have to pay interest on 4 crores at
6 per cent. and on 1 crore at 7 per cent. whereas they would be realising no more
than 6 per cent. on the entire amount. -

Pending review of the whole question of the seasonal currency by the
Currency Commission, the Government of India took the following steps to allay
the apprehensions in business circles as to the possibility of extreme stringency in
the busy season of 1924-25 :—

They announced in September, 1924, that as far as might be necessary, they
would use their powers to issue currency against Treasury Bills deposited in the
Paper Currency Reserve in London, and would, if necessary, introduce legislation
to increase the legal limit of the holding of securities in the Paper Currency
Reserve. This, as already stated in the preceding section, was done in February,
1925. A further announcement was also made early in September, 1924, changing
the rules under which loans were made to the Imperial Bank from Currency so as
to make it possible for the Bank to borrow 4 crores when the Bank rate is at
6 per cent. and 8 crores when the Bank rate is at 7 per cent. instead of 4 crores
at each rate from 6 to 8 per cent. As regards the loss entailed on the Bank, the
Government of India agreed, as a temporax('fr measure, to repay the Bank their
out-of-pocket expenses 1n respect of stamp duty. .

VIII.—Tur IMPERIAL BANK OF INbIA.

24. This historical sketch would be incomplete without a reference to one
event of great importance in recent years, namely, the formation of the Imperial
Bank of India on the 27th January, 1921. Under the Imperial Bank of India
Act (XLVII of 1920) the three Presidency Banks of Bengal, Bombay and Madras
-were amalgamated. The Act also provided for an agreement between the Bank
and - the Secretary of State and this agreement, which was signed on the
27th January, 1921, and is for a period of 10 years in the first instance, provided
inter alia for the following important matters from the point of view of Indian
'Currency and finance :— - ' :

(i) All the general banking business of the Government’of India-was
to be carried out by the Imperial Bank, all th%Treasury balances at Head-
quarters and at its branches being held by the Bank. It will be remembered
that the Chamberlain Commission held that the stringengy which occurred
annually in the Indian money market was partly due-to the independent
Treasury system of the Government of India and they in fact recommended
the closing of the Reserve Treasuries, if possible. The transfer of the
treasury business to the Bank at all places where there are branches of the
Imperial Bank led firstly to the aboliticn of the Reserve treasuries and
secondly to a larger proportion of Government balances being placed at the

~disposal of the Bank for assistance to the money market.
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(ii) Within five years of its inauguration, the Imperial Bank undertook
to open 100 new branches. In view of the extensive use in India of the
precious metals, as a store of value, due largely to the inadequacy of the
facilities for the disposal of savings in a manner which will enable them to
be used productively, the Babington-Smith Committee recommended the
extension of the activities of the newly amalgamated Bank by the active
pursuit of the policy of opening new branches. Up to the 81st March, 1925,

80 new branches had been opened. and arrangements have been made to
complete the programme by the due date. With the object of spreading
the use of banking facilities and of bringing in money which has hitherto
lain dormant, the Bank allows 4 per cent. on ordinary savings bank deposits
and 4} per cent. on savings bank deposits of Rs. 10,000 and above, fixed
for 8 months. As a result there has been a remarkable increase in the
amount of the savings bank deposits, from Rs. 412 lakhs at the inception
of the Bank to Rs. 10,79 lakhs on the 831st March, 1925.

(iii) The Bank also undertook to give the public every facility for
the transfer of money between its Local Headquarters and branches at
rates not exceeding certain maximum rates fixed by the Controller of the
Currency. These rates were originally fixed at 1 anna per cent. for
transfers of amounts of Rs. 10,000 and over, and 2 annas per cent. for
amounts of Rs. 1,000 and over but less than Rs. 10,000. For amounts less
than Rs. 1,000, the rates were left at the discretion of the Bank. Recently
in order to assist other banks and to encourage them to effect their transfers
through the Imperial Bank, the rate for Banks for amounts over Rs. 10,000
has been reduced to half anna per cent. App. XI gives the amount of
demand drafts purchased and drafts and telegraphic transfers paid in
each circle of the Bank from 1920 onwards. The figures show a lar

progressive increase in the use by the public of the facilities offered by the
Bank.

IX.—SPECIAL FEATURES OF RECENT YEARS.

25. Gowernment remittances. Purchases of sterling in India.—An import-
ant change has been introduced with effect from 1923-24 in the mechanism
by which remittances of funds are effected by Government from India to meet
their disbursements in London, which has been made possible largely owing to the
existence of a Central Bank. The normal method had till then been the sale by
tender in London once a week by the Secretary of State in Council of rupee bills
or telegraphic transfers on the Government of India, supplemented by sales of
intermediates at higher rates between the weekly sales. While the weekly sales
in London continued as hitherto, the purchase of sterling in India from Exchange
Banks and recognised firms through the agency of the Imperial Bank was
substituted in 1923-24 for sales of intermediates by the Secretary of State. This
system was further extended last year when purchase of sterling was the main
method of remittance, the weekly sales of Councils being started only when a steady
continuous demand for rupees appeared. The object underlying the change was
that the factors influencing the immediate course of exchange could be gauged
more accurately and more promptly in India and by regulating the purchases
with reference to the varying conditions of the market, the operations of Govern-
ment could be conducted so as to avoid violent fluctuations in rates with benefit
both to trade and to the country generally. App. XI shows clearly the operation
of the new system. As will be seen from that, in the early part of 1924-25 the
upward rise of exchange was only steadied by Government purchases at each
successive rate and from October 1924 onwards when exchange had reached 1s. 64.
the readiness of Government to purchase large sums near this rate has kept
exchange comparatively stable.

26. Balance of Trade: Imports of Bullion.—Attention is also invited to
the figures given in App. II which show for each year since 1898-99 the exports
and imports of merchandise from and into India and the net imports of gold and
silver. The large favourable balances during and immediately after the war
which reached their maximum in 1919-20, were abruptly réversed in 1920-21. The
balance of trade (so far as revealed by these figures) continued against India in
1921-22, but since that time there have been large and increasing favourable
balances, offset however by large imports of the precious metals. The net imports
of gold in 1924-25 were no less than 73,78 lakhs and the imports of silver coin and
bullion (viz., 20,06 lakhs) were also the largest on record. Of the gold imported
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14,50 lakhs represent 1mports of gold coin, but since gold is not functioning as
currency, this represents no addition to the currency in circulation. The gold
coin as well as the gold and silver bullion has probably to a large extent been
substituted for rupees as a store of value with the result that a large quantity of
rupees must have been released from hoards and added to the circulation. This
to some extent may account for the fact that the net absorption of rupees by the
public in 1924-25 (as shown by Appendix I1T) was 3,65 lakhs only, ia spite of the
fact that the abolition of the one-rupee note, which was carried out in accordance
with the recommendation of the Inchcape Committee, the stock being practically
exhausted by September, 1925, might have been expected to lead to an increase
in the absorption of coin.

27. Course of Prices—The course of gold, sterling and rupee prices is
shown in the Appendix No. VII, which also gives the exchange value of the rupee
expressed in sterling and in gold at the corresponding dates from January, 1920,
up to October, 1925. From the beginning of the year 1922 till the end of 1924,
Indian prices remained remarkably steady. Since January, 1925, however, there
has been a downward movement, which is in fairly close harmony with the renewed
downward movement in sterling prices.
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APPENDICES.

L —Avera;ge rates of sale of Council Drafts, 1873-74 to 1892-93.

I1.-~Exports and Imports of Merchandise : Net Imports of Gold and Sllver Sales of Council
Drafts and Reverse Drafts from 1898-99 to 1924-25,

" IIL.—Ahsorption of Currency by the Public, 1898-99 to 1924-25.

IV.—Highest and lowest prices in London of Standard Silver per standard ounce annually
from 1893 to 1915, monthly from January 1916 to December 1921, and annually from
1922 to 1925.

V.—Composition of Indian Paper Currency Reserve on the last day of each month from
March 1914 to October 1925.

VI.—Statement of highest and lowest market prices of Telegraphic Trangfers in Calcutta on
London, from January 1920,

V11.—Statement comparing movements of gold, sterling and rupee prices and course of
exchange since’ January 1920,

VIII .—Statement showing loans taken by the Imperial Bank from Currency and the Bank
rate and cash position of the Bank when the loans were taken and repaid.

IX.—Memorandum of procedure now in force for the isgue of currency notes against bills of
exchange.

X.—8tatement giving the amount of demand drafts purchased and drafts and telegraphic
transfers paid in each circle of the Imperial Bank from 1920.

X1 —Statement giving daily figures of sterling purchases in India from 1923-24 together with
figures of Council sales.

APPENDIX 1.

A'nemge rate at which the Secreta,ry of State for India sold Bills and Telegraphic

Tranfers on India in each year from 1873-4 to 1892-3.

B Average Rate Awverage Rate
~ Year. . obtained. Year. obtained.
) s. d. s. d.
1873-4.... .. 1 10351 18834 . 1 7536
1874-5 ... 1 10156 1884-5 ... 1 7308
1875-6 ... 1 9626 1885-6 ... 1 6247
"1876-7 ... 1 8508 1886-7 ... 1 5441
1877-8 ... 1 8791 1887-8 ... 1 4898
1878-9 . 1 7794 1888-9 ... 1 4379
1879.80 1 7961 .  1889-90 1 4566
1880-1 ... 1 7956 -+  1890-1 ... 1 6099
1881-2 .. 1 7895 1891-2 ... 1 4733
1882-3 .. 1 7525 1892-3 ... 1 2982
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Ezports and Imports of Merchandise ; Net Imports of Gold and Silver ; Sales of Council
Drafts and Reverse Drafts 1898-99 to 1924-25. ,

EXPORTS AND IMPORTS OF
MERCHANDISE ON PRIVATE

ON

| NET IMPORTS OF TREASURE

Government

ACCOUNT PRIVATE ACOOUNT
(IN LAKHS OF RUPEES). (IN LAKHS OF RUPEES). remittances | Average %ﬂleg of Averagé
Year. ' to Rates, Dratte. Rates.
Bxoorts. | 1 . Net Gold (éoin Silver é}oin Total London.
Tis. e d . .
pe mports Exports. B:lxllion. erlxllion. ?
, » £ s. d. £ s. d.
1898-99 | 1,12,72 68,38 44,34 6,05 3,97 | 10,02 | 18,883,900 | 1 3-972 —_ —
1899-00 | 1,08,98 70,71 38,26 1 9,44 3,57 | 13,01 | 18,703,800 | 1 4069 — -
1900-01 | 1,07,37 76,28 41,59 7,57 1,42 8,99 | 12,824,500 | 1 3-981 —_ -
190102 | 1,24,46 81,52 4295 | 5,04 6,25 | 11,29 | 18,535,800 | 1 3-982 — —
1902-03 | 1,28,82 78,79 50,03 947 6,98 | 16,45 | 18,724,000 | 1 4-002 — —
1903-04 | 1,52,96 84,82 68,18 16,33 | . 746 | 23,79 | 23,784.500 | 1 4-047 - —_—
1904-05 | 1,57,50 96,68 60,82 18,11 6,94 | 25,05 | 24,150,000 | 1 4-046 — —_
1905-06 | 1,61,71 | 1,03,08 58,63 9,45 5,02 | 14,47 | 31,886,000 | 1 4-044 —_ —
1906-07 | 1,76,57 | 1,08,31 68,26 14,94 6,69 | 21,63 | 34,069,400 | 1 4-084 — —
.1907-08 | 1,77,36 | 1,29,90 47,46 17,35 10,03 | 27,38 | 15,746,700 | 1 4-031 70,000 | 1 3-906
190809 | 1,53,03 | 1,21,27 31,76 4,71 11,96 | 16,67 | 13,323,313 | 1 3-932 | 7,988,000 | 1 3-906
1909-10 | 1,87,88 | 1,17,06 70,82 21,68 9,37 | 31,05 | 27,866,600 | L 4-037 156,000 | 1 3-906
1910-11 | 2,09,88 | 1,29.35 | 80,53 23,98 8,61 | 32,59 | 26,389,800 | 1 4°061 —_ —_
1911-12 | 2,27,84 | 1,38,57.] 89,27 | 37,77 5,29 | 43,06 | 26,917,500 | 1 4-084 —_ —_
1912-13 | 2,46,55 | 1,61,02 85,53 371,35 6,57 | 43,92 | 25,983,500 | 1 4-059 — —
1913-14 | 2,48,88 | 1,83,25 65,63 23,32 6,24 | 29,56 | 31,200,757 | 1 4-070 — -
Average :
of 5 pre-
‘War years '
ending ) :
1913-14 | 2,24,21 | 1,45,85 78,36 28,82 722 | 36,04 | 27,671,631 | 1 4°062 — . —
1914-15 | 1,81,59 | 1,37,93 43,66 8,45 10,01 | 18,46 | 7,198,205 | 1 4-009 | 8,707,000 | 1 3-878
1915-16 | 1,97,38 | 1,31,99 65,39 1 T 4,90 5,58 | 1048 | 20,810,257 | 1 4-083 | 4,893,000 | 1 3°906
1916-17 | 2,45,15 | 1,49,62 95,53 420 | —2,16 2,04 | 31,671,577 | 1 4-147 — —
1917-18 {-2,42,56 | 1,50,42 92,14 21,46 1,46 | 22,92 | 34,865,798 | 1 4-497 — —
1918-19 | 2,53,85 | 1,69,03 84,82 2 6. 8| 22539,438 | 1 5-499 | 5,315,000 | 1 6:016
, 1919-20 | 3,26,79 | 2,00,80 | 1,25,99 10,97 ~—15 | 10,82 | 31,226,219 | 1 9-691 [24,544,000 | 2 7-708
. 1920-21 | 2,58,05 | 3,35,60 | —77,00 | —8,88 | 1,591 1,29 . —_ .- 30,988,000 | 2 2-042
1921-22 | 245,44 | 2,66,34 | —20,90 —2,79,; 14,95 | 12167  — - —_ —
1922-23 | 3,14,32 | 2,24.31 90,01 41,18 18,17 | 59,35 | 2,570,026 | 1 4-448 —_ —
1923-24 | 3,61,91 | 2,17,03 | 1,44,88 29,19 18,38 | 47,57 | 21,838,705 1 4-534 —_ —
1924-25 . 3,98,36 | 2,43,18 | 1,55,18 73,78 20,06 | 93,84 | 40,770,162§| 1 6-027 —_ —

1 Includes £13,100,000 at an average rate of 1s. 4.750d. on account of purchase of sterling.
§ Includes £33,191,000 at an average rate of 1s. 558d. on account of purchase of sterling.
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ArpENDIX III.

Absorption of Currency by the Public, 1898-99 f0 1924-25.
(In lakhs of rupees.)

ABSORPTION OF COIN. .
‘ Absorption of
Year. S - Currency | Grand Tot:
overeigns Notes
Rupees. and Half- Total. ’
: Sovereigns.i
1898-99 ... —1,61 —* —1,61 2,52 91
1899-1900 13,93 4,05 17,98 1,72 19,70
1900-01 ... 8,62 3,05 11,67 —18 11,49
1901-02 ... —68 1,47 79 30 1,09
1902-03 ... e 2 3,23 . 3,25 2,59 5,84
1903-04 ... 10,97, 4,92 13,89 3,28 139,17
1904-05 ... = 743 441 11,84 37 12,21
190506 ... e 14,50 5,70 20,20 4,16 24,36
1906-07 ... e . 18,00 . 7,70 25,70 3,83 29,53
190708 ... - 3,92 11,08 15,00 —3,85 1,15
1908-09 ... - —14,88 5,15 —9,73 2,35 —3,78
1909-10 ... 13,22 . 4,31 17,53 5,03 22,56
1910-11 ... - 3,34 - 215 5,49 19 15,68
1911-12 ... v 11,50 13,33 24,83 444 29,27
1912-13 ... o 10,49 16,65 27,14 2,71 29,85
1913-14 ... -... 5,32 18,11 23,43 2,69 26,08
1914-15 ... —6,70 8,43 1,73 —6,01 —4.29
1915-16 ... e 10,40 29 10,69 9,23 20,92
1916-17 ... e 33,81 3,18 36,99 13,89 50,88
1917-18 ... . 27,86 14,26 42,12 17,22 59,34
1918-19 ... - 45,02 5,21¢ 50,23 49,29 99,52
1919-20 ... e 20,09 —38,82 16,77 20,20 36,97
1920-21 ... . —25,68 —4,38 . —30,06 —5,90 —35,96
192122 ... —10,46 2,78 —7,68 9,35 1,67
1922-23 ... en —9,56 9,43 —18 . ’ 3,87 3,74
1923-94 ... .. 7,62 6,74 14,36 7,96 22,32
1924-25 ... 3,65 14,53 18,18 . =251 15,67

» Sovereigns were not legal tender this yea}. .
t Tn adgon gold mohurs to the value of 60 lakhs were absorbed during 1918-19.
t Sovereigns have been valued at Rs. 15=4£1 in the above table.




APPENDIX 3

ArpeNDIX IV.

Highest and lowest prices in London of standard silver per ounce a'nvnually‘ from 1893 to 1915 and
monthly from January 1916 to December 1921 and annually from 1922 to 1925.

PRICR IN PENCE.

PRICE IN PENCE.

\| PRICE IX PENCE.

PRICE IN PENOE,

Year. Year. | Month, Year. | Month, Year.
Highest. | Lowest. highest. | Lowest. Highest.| Lowest. Highest.| Lowest.
1893 | 382 | .30} | 1916 | Jan. 278 | 2634 || 1919 | Jan. 4875, | 487 | 1922 | 378 | 3
1894 | 31% 27 » | Feb. 274 2613 w |Feb. | 487 | 473 | 1923 { 334 | 30
1895 | 313§ 275 ., | March| 281% | 2618 » | March | 50 479 | 1924 | 3645 | 31
1896 | 318 | 29% s |April | 35} 29 w | April | 492 | 487 | 1925 | 33y: | 3l
1897 | 2912 | 23% 5 | May 374 322 »w | May 58 48+%
1898 | 284& | 25 » | June 321 30 » | June 547 53
1899 | 281 263 » | July 31 288 » | July 558 | 53
1900 | 303 | 27 » | Aug. 32 304 » | Aug. 613 558
1901 | 208 | 2412 » | Sept. 321¢ | 32% » | Sept. 64 59
1902 | 263 2111 » | Oct. 32% 321 »w | Oct, 66% 623
1903 | 28% 21% » | Nov. 3548 | 327 s | Nov. 76 654
1904 | 282 | 244 » | Dec. 37 3512 s | Dec. 79% 73}
1905 | 308 | 25.% || 1917 | Jan. 3% | 36 1920 | Jan. 85 5%
1906 | 33} 29 » | Feb, | 387% | 374& » | Feb. 4 89% 82
1907 | 327 | 245 » | March| 378 | 3541 » | March| 84 653
1908 | 27 22 s | April | 3718 | 36 w |April | 723 64}
1909 | 244 | 233 | . [May | 38% | 37% | . |May | €51 | 57%
1910 | 26% 233 » | June 39Z 38 » | June 57 44
1911 | 261 234% » | July 41} 394 » | July 56, 513
1912 | 2913 | 25% » | Aug. 46 40} »w | Aug. 63% 57
1913 | 293 2518 » | Sept. 55 46 » | Sept. 603 7§
1914 | 273 224 » | Oct. 481 41% s | Oct. 59 501
1915 | 27% 225, » | Nov. 458 | 423 » | Nov. 5 431
» | Dec. 434 423 » | Dec. 381
1918 | Jan. 454 4314, || 1921 | Jan. 424 354
» | Feb, 434 424 » | Feb. 373 318
» |March| 46 | 42} || , |March| 343 | 30§
» | April | 49} 453 » | April | 36} 32k
» | May 494 481 » | May 354 33
» | June 48% 481 » | June | 353 33
» | July 4818 | 4813 » | July 39} 353
» | Aug. 494 4812 » | Aug. 38% 364
» | Sept. 493 |° 494 » | Sept. 433 373
» | Oct. 494 494 » | Oct: 42 39k
» | Nov, 494 484 » | Nov, 378
w | Dee. 484 48 » | Dec. 37 344




ArrENDIX V.

Composition .of the Indian Paper Currency Reserve.

|

. NoTE CIRCULATION.

COMPOSITION OF RESERVE.

(Figures in lakhs of rupees.)

— .
l GoLD. SILVER. SECUBITIES.
Tt 0y of Mot | | B Pogid, | POtag0| orcntage| Bercetage| Fosenage
Gross. i Net.. Active. . Out of 4 | GGOIdet GSilve& t({’a GSilveli‘I tobe toNGross
n ut o i . i s ross .
| India India. Total. Coin. Bullion. | Total. India. Treasm Other Circ?zl}ztx%z. Cirr‘:::lnt?og. Cilz'-:islat?on. Ciroug:\etion.
I ‘ Bills, " | Dritish >
) ecuntles.‘
1914. :
March 66,12 58,72 49,92 22,44 9,15 31,59 20,53 - —_ 20,53 10,00 — 4,00 47-8 310 78-8 212
April 65,46 59,31 47,99 20,34 9,15 29,49 -21,97 _ 21,97 10,00 — 4,00 45-1 336 787 21-3
May ... 66,77 59,06 46,79 18,91 9,15 28,06 24,71 — 24,71 10,00 - 4,00 420 37-0 790 . 210
June ... - 70,26 61,16 46,34 18,00 9,15 27,15 29,11 — 2?,11 10,00 —_ 4,00 386 41-4 800 20-0
B G4 R dm b R RGO d) - BM ) 8RS R EloE o) RS
ugus . s » 9 y ’ - y y — 9 . ) * ‘3
Sepgtember .. 60,52 58,79 46,45 3,92 7:65 1 1:57 34,95 — 34,95 10,00 —_— 4,00 19-1 577 768 23-2
October 60,78 58,82 46,27 6,34 7,65 13,99 32,79 —_ 32,79 10,00 —_— 4,00 230 53+9 76-9 23-1
November ... 61,19 59,57 45,13 8,86 7,65 16,51 | 30,68 —_ 30,68 10,00 — 4,00 27-0 50-1 771 29-9
December 60,83 58,68 44,83 9,31 7,65 | 16,96 29,87 - 29,37 10,00 — 4,00 927-9 483 76-2 248
1915. .
January 60,26 56,28 42,06 8,31 7,65 15,96 30,30 —_ 30,30 10,00 —_— 4,00 26°5 50°3 768 939
February 59,55 56,15 43,02 6,71 7,65 14,36 31,19 —_ 31,19 1000 — 4,00 24-1 52-4 76-5 235
Margh 61,63 55,65 43,96 7,64 7,65 15,29 32,34 —_ 32,34 10,00 — 4,00 24-8 52-5 77-3 99-7
April 60,24 56,37 44,14 7,69 7,65 15,34 30,90 —_ 30,90 10,00 —_ 4,00 255 51-1 76-6 23-4
May ... 61,99 59,01 45,09 7,75 7,65 15,40 32,59 — 32,59 10,00 —_— 4,00 24-8 52-6 774 22:6
June ... 66,48 62,82 44,93 7,77 7,65 15,42 37,06 —_ 37,06 10,00 — 4,00 232 557 789 21-1
Augasi Go4r | oros | 4356 | o84 | 615 | 1249 | 308 | T |3 | 1000 — | 400 | 98 | a9 | W3 | a3
ugus y A » y y ’ - Ty » - s ) * : 21-1
September ... 63,81 58,81 47:26 5,91 6,15 12,06 31,75 — 31,75 10,00 — 4,00 18-9 59-2 78-1 22-9
October . 63,59 59,51 48,76 7,05 6,15 13,20 36,39 —_ 36,39 10,00 —_ 4,00 20-8 57-2 780 22-0
November ... 62,06 60,51 49,09 8,31 6,15 14,46 33,60 — 33,60 10,00 -— 4,00 23°3 54+1 F 774 226
December 62,34 60,99 51,18 12,75 6,15 18,90 29,44 —_ 29,44 10,00 —_ 4,00 30-3 47-4 | 7717 22-3
1916. ; | .
January 62,42 59,16 50,80 12,74 8,18 20,92 26,02 —_ 26,02 10,00 148 |- 4,00 335 41-7 75-2 24-8
February 64,01 61.38 51,84 12,58 8,93 21,51 24,00 —_ 24,00 10,00 4,50 4,00 336 37-5 71-1 289
March 67,73 64,13 53,19 12,24 11,92 24,16 23,06 51 23,57 10,00 6,00 4,00 358 348 70°6 29°4
April... 65,47 63,55 53,67 12,25 11,92 24,17 18,55 1,47 20,02 10,00 7,28 4,00 36-9 306 675 325
May ... 66,31 64,54 51,89 12,12 11,92 24,04 17,68 1,53 19,21 10,00 ‘ 9,06 4,00 36°3 29-0 653 347
June ... - 71,39 67,94 52,67 12,51 11,92 24,43 2?,43 1,47 23,90 10,00 | 9,06 4,00 342 33-5 67-7 32°3
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Note OIRCULATION,

COMPOBITION OF RESERVE.

GoLp. BILVER. SEOURITIES. -
S - Percen Percentage | Percentage | Percen
- Last day of Month. England. e R P e ek 108
Gross, Net. Active, . oubof | : GGOld N"Jote GSilvell-q tobe GrSilvexz:I Zobe toNGrt:ss
n ut of . . : ross No ross No TO88 of
Indis. | Indis, | T8l || OCoin. | Bullion.| Total. | = India. | Other | Circulation.| Circulation,| Circulation.] Circulation.
‘ o fg';"“ry British ‘
ill.. Securities.

1920. : : ,
January 1,85,15 1,81,67 1,63,41 35,10 11,62 46,72 28,38 11,95 40,33 15,60 | 82,50 — 2? 2 218 470 53-0
February 1,83,03 | 1,80,25 | 1,59,75 41,30 4,65 45,95 29,85 9,14 38,99 15,60 | 82,50 — 251 21-3 464 536
March - 174,52 | 1,73.32 | 1,53,78 44,36 - 345 47,81 33,22 6,63 39,85 19,59 | 67,27 — 274 22:8 50-2 498
April... 1,70,74 | 1.69,3¢ | 1,50,39 45,38 95 46,33 33,81 5,56 39,37 23,77 | 61,27 — 271 231 502 49-8
May ... 1,66,92 1,63,72 | 1,41,99 42,86 74 43,60 37,10 4,27 41,37 31,18 | 50,77 — 26-1 24-8 50°9 49-1
June ... 1,64,34¢ | 1,62,17 1,34,97 43,48 2,49 45,97 41,94 3,61 45,55 35,55 | 37,27 — 28-0 27-7 55-7 44-3
July ... 1,63,87 | 1,62,56 | 1,29,47 44,62 — 44,62 46,75 3,61 0,36 40,62 | 28,27 — 27°2 30-8 58-0 42-0
August . 1,63,27 1,61,60 | 1,27,73 39,12 — 39,12 51,62 3,67 55,29 47,33 | 21,53 — 24-0 33-9 57-9 42°1
September ... 1,57,63 1,56,31 1,30,11 36,15 — 36,15 54,34 3,72 58,06 47,14 | 16,28 — 229 369 59-8 40-2
October 1,59,58 | 1,69,13 | 1,35,90 23,75 — 23,75 55,60 3,81 59,41 68,07 8,35 —_ 14-9 37-2 52-1 47-9
November 1,60,21 | 1,59,11" | 1,38,54 23,86 — 23,86 56,05 3.88 | 59,93 68,07 8,35 — 14-9 37-4 523 47-7
December 1,61,40 | 1,61,02 1,43,07 23,89 — 23,89 57,13 3,96 61 ,09 68,07 8,35 — 14-8 37-8 526 474

1921.
January 1,63.41 | 1,63,06 1,43,00 24,00 —_ 24,00 58,95 4,04 62,99 68,07 8,35 — 14-7 385 532 46-8
February 1,64,60 — 1,43,51 24,06 —_ 24,06 60,03 4,09 64,12 68,07 8,35 - 14-6 39-0 53-6 46-4
March 1,66,16 - 1,47,88 24,17 — 24,17 61,42 4,14 65,56 68,07 8,35 —_ 145 395 54-0 460
April... 1,67,32 — 1,43,51 24,26 —_ 24,26 62,45 4,20 66,65 68,06 8,35 — 145 39-8 54-3 45-7
May ... 1,67,81 —_— 1,45,62 24,30 — 24,30 6297 4,20 67,17 67,99 8,35 —_ 14-5 40-0 545 455
June ... 1,71,76 — 1,4439 " || 24,35 — 24,35 66,87 4,20 71,07 67,99 8,35 — 14°2 41-4 55°6 44-4
Jaly. ... 1,75,56 — 1,44,40 24,35 — 24,35 70,60 4,21 74,81 68,05 8,35 — 13-9 426 56°5 43-5
August ee 1,76,02 — 1,46,82 24,35 — 24,35 72,19 4,21 76,40 66,92 8,35 — 13-8 43-4 57-2 42-8
September ... 1,78,37 — 1,53,71 24,34 — - 24,34 74,55 4,21 78,76 66,92 8,35 — 13-6 44.-2 57-8 42-2
October 1,79,72 — 1,55,21 24,34 — 24,34 75,76 4,21 79,97 67,06 8,35 —_ 13-5 44-5 58-0 420
November 1,73,48 —_ 1,56,00 24,33 —_ 24,33 74,20 4,21 78,41 64,40 6,34 — 14-0 45-2 59-2 40°8
December 1,72,53 — 1,62,59 24,32 — 24,32 69,76 4,21 73,97 68,40 5,85 —_ 14-1 42-9 570 430

1922. :
January 1,74,40 — 1,57,95 24,32 — 24,32 70,28 4,55 74,83 . 69,39 5,85 — 13°9 42-9 56°8 43-2
February 1,73,87 — 1,59,23 24,32 — 24.32 (71,72 4,55 76,27 67,43 5,85 — 14-0 43-9 579 42-1
March 1,74,76 — 1,57,23 24,32 — 24,32 72,96 4,56 77,52 (€)67,08 5.85 —_ 13:9 44-4 583 41-7
April... 1,71,76 — 1,56,79 24,32 — 24,32 71,95 4,56 76,51 65,09 5,85 — 14-2 44-5 58-7 41-3
May ... 1,72.39 — 1,54,92 24,32 — 24.32 72,50 4,56 77,06 65,17 5,85 — 14-1 447 58-8 41-2
June ... 1,76,01 — 147,18 24,32 — 24,32 76,17 4,56 80,73 65,12 5,85 — 13-8 459 59-7 40-3
July ... 1,80,41 — 1,40,28 24,32 — 24,32 80,53 4,56 85,09. 65,15 5,85 — 13°5 472 60-7 39°3
August 1,82,26 — 1,40,99 24,32 —_— 24,32 83,76 4,56 88,32 63,78 5,85 —_ 133 485 618 38-2
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September .., ... [ 1,80,76 — [149,60 | 24,32 — | 2432 ( 8511 | 456 | 89,67 6092 | 585 - 135 496 631 369
October ... ... | 1,79,63 — | L5002 | 2432 — | 2432 | 86,54 | 45 9110 58,37 | 585 — 13-5 507 64:2 358
November .. ... | 1,77,30 — [1,5500 || 24,32 — {2432 | 85,16 | 4,56 . 89,72 57,42 | 585 - 13°7 506 64'3 35°7
Decomber ... ... | 1,74,18 — |1,6314 | 2432 — | 2432 | 8203 | 456 ' 8659 [ 5742 585 - 140 49-7 637 363
1923,
Junuary 1,72,65 — 16024 || 24,32 — | 2432 || 8049 | 456 8505 5743 | 5,85 - 14-1 49-3 634 366
February 1,73,89 — | 15986 || 2432 — | 2432 || 81,73 | 456 86,29 5743 | 5,85 - 140 496 636 364
March 1,74,70 — |16L10 || 2432 — | 2432 | 8250 | 4,56 | 87,06 5748 | 5.85 — 13-9 49-8 637 363
April... 1,73,37 — | 15996 | 24,32 - 2432 i 79,09 | 4,56 | 83,65 ()59,55 | 5,85 - 140 483 623 37-7
May ... 1,71,23 — 15409 | 24,32 — | 2432 || 7901 | 4,56 | 83,57 5150 | 5,85 —_ 142 488 63-0 37°0
June.... 1,73,61 — | 1,50,32 | 2432 — | 2432 || 81,39 | 4,56 | 8595 57,50 | 5,85 - 140 495 635 365
July ... 1,75,72 — 14260 || 24,32 — | 2432 || 8548 | 4,56 | 90,04 57,51 | 585 - 138 513 65°1 349
Angust . 1,76,30 — 141,32 | 2432 — | 2432 | 89,91 | 4,56 | 94,47 51,51 | — — 138 536 67-4 32:6
September ... 1,79.29 — | 14410 | 24,32 — | 2432 | 92,66 | 4.83 | 9749 5148 | — - 13+6 544 680 320
October 1,80,82 — 14745 | 24,32 — | 2432 | 9348 | 554 | 99,02 5748 | — — 13-4 548 682 318
November ... 1,78,30 — 15792 | 2232 — 12232 | 89,88 | 562 | 9550 5748 | 3,00 — 125 536 661 339
December 1,83,41 — | 1,7248 | 2232 — | 2232 | 80,97 564 | 8661 | (2)6548 | 9,00 —_ 12-2 47-2 594 406
1924.
January 1,84,02 — | 1,7035 || 22,32 — | 2232 | 7649 | 569 | 8218 I (a)6552 | 14,00 —_ 12:1 447 568 432
February v | 1,86,19 — | 1,7347 || 22,32 — | 2232 | 7464 | 570 | 80,3%4 | (5)69,53 | 14,00 — 12-0 43-1 551 419
March e e | 1,85,85 — 11,6906 | 2232 — | 2232 | 7418 | 582 | 80,00 | (5)69.53 | 14,00 - 1240 431 551 449
April .. | 1,81,33 — 116707 | 22,32 — | 2232 | 71,50 | 599 | 77,49 (¢)67,53 | 14,00 - 12-3 42-7 550 45-0
May ... 1,74,51 — (16064 | 22,32 — | 2232 || 7056 | 6,10 | 76,66 | (4)61,53 | 14,00 — 12:8 43+9 5617 433
June ... 1,72,49 — | 1,5560 | 22,32 — | 2232 | 7247 6,18 | 78,65 57,53 | 14,00 — 12+9 456 585 41'5
July ... .o | 1,76,24 — 14738 | 2232 — 22,32 | 76,23 6,34 | 82,57 57,35 | 14,00 — 12-7 46-8 59-5 405
Avgust .. .. |1,78,13 — |1,5048 | 22,32 — | 2232 | 78,06 6,42 | 8448 57,34 | 14.00 - 125 47-4 59°9 401
Septsmber ... .. | 1,79.26 — |1,53.93 | 22,32 — | 2232 | 719,15 648 | 85,63 57.31 | 14,00 — 12+4 47-8 60°2 398
October ... .. | 1,80,98 — 16412 | 22,32 — | 2232 | 80,07 6,47 | 86,51 57,13 | 15,00 - 123 47-8 601 39-9
November ... ... | 1,80,06 — 11,6022 | 2232 — | 2232 | 7813 | 649 | 8462 57,13 | 16,00 - 12-4 47-0 594 406
December ... .. |1,79,21 — | 1,7006 | 22,32 — | 2232 | 1421 6,56 | 80,77 ()59,13 | 17,00 — 12-4 451 575 425
1925.
January ... 1,81,12 — | 1,6615 || 2,32 — | 2232 | 7,11 | 656 | 77,67 | (d)6L13 | 20,00 - 12+3 429 552 448
February 1,83,72 — | 16875 | 22,32 — | 2232 | 6951 | 6,77 | 76,28 | (a)6513 [ 20,00 — 12-2 41-4 536 464
March 1,84,19 — | 16655 | 2232 — | 2232 | 70,02 6,73 | 76,75 | (a)65,13 | 20.00 — 12-1 417 53-8 462
April... 1,79,61 — 11,6286 | 2232 — | 2232 || 6740 | 6,77 | 7417 | (r)63,13 | 20,00 - 12-4 413 537 463
May ... 1,73,23 — | 15455 | 2232 — | 2232 | 6695 | 680 | 73,75 57,16 | 20,00 — 1249 426 555 445
June .., 1,78,25 — | 1,49,05 | 22,32 — | 2232 || 71,36 6,89 | 78,75 57,18 | 20,00 - 12+5 442 567 433
July ... 1.84.30 — (14075 | 22,32 — | 2232 | 77,8 | 695 | 84.80 57,18 | 20,00 - 121 460 58:1 41-9
August 1,88,21 — 14844 | 22,32 — | 2232 | 8,79 6,99 | 8878 57,12 | 20,00 — 11-9 47:2 59-1 409
September ... 1,89,51 — 160,73 | 22,32 — | 2232 | 83,04 7,05 | 90,09 57.11 | 20,00 - 11-8 475 59°3 407

‘@ XIONAIIV

(a) Includes Rs. 8 crores of Internal Bills of Exchange, (b) Includes Rs. 12 crores of Internal Bills of Exchange. (¢) Includes Ra. 10 crores of Internal Bills of Exchange.
(d) Includes Rs. 4 crores of Internal Bills of Exchange, (¢) Includes Rs. 2 crores of Internal Bills of Exchange. (f) Includes Rs. 6 crores of Internal Bills of Exchange.
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AppPENDIX VI.

Statement showing highest and lowest market prices of Telegraphic Transfers in Calcutta on London.
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Statement comparing movements of gold, sterling and rupee prices and course of Exchange
since January 1920.

' RATE OF EXCHANGE FROM
Price INDEX NUMBER, CALCUTTA ON LONDON ON
| THE 18T OF THE MONTH,
|
I
Great United India (¢) !
Rritain (a) States (8) (July 1914 I Sterling. Gold.
(1913 panty). | (1913 panty). parity). I
1920, s d s. d.
January ... 289 , 233 2 37 110
February 303 232 2 8% 1117
March 310 234 217 1 933
April 306 245 2 4 1 103
May 305 247 204 2 31 1 9%
June 201 243 1 2 1} 1 83
July 203 241 | (snnua 1 8 1 4%
August ... 288 231 average). | ] 103 1 57
September 284 226 1104 1 475
October ... 266 211 1 93 1 313
November 246 196 1 73 1 1t
December 220 179 1 6} 1 14
1921,
January ... 209 170 1 5% 1 03
February 192 160 1 44 1 1!
March 189 155 1 32 1 0
April 183 148 1 3; 1 02
May 182 145 181 1 33} 1 03}
June 179 142 (annual 1 3} 1 0}
July .. 178 141 ( erage) 1 35 0113
August ... 179 142 average). 1 31} 0 11
September 183 141 1 411 1 0t
October ... 170 142 1 5} 1 1}
November 166 141 1 4} 1 14
December 162 140 1 37 1 17
1922,
January... 159 138 178 1 343 1 133
February 158 141 179 1 3: 1 12}
March 160 142 182 1 3% 1 13}
April 159 143 182 1 3% 1 1z}
May 162 148 187 1 37 1 1%
June 163 150 183 1 31 1 2
July 163 155 181 1 3: 1 2%
August ... 158 155 178 1 33 1 25
September 156 153 176 1 313 1 27
October ... 158 154 177 1 3% 1 24
November 159 156 178 1 33 1 23
December 158 156 176 . 1 33} 1 2%
1923.
Janunary ... 169 156 17 1 4% 1 3%
Februaiy 163 157 150 1 475 1 3 H
March 163 159 181 1 45 1 33
April 165 159 178 1 4% 1 333
May 164 156 177 1 45 1 3/
Juane 160 153 175 1 4% 1 3¢
July ... 155 151 170 1 435 1 3%
August ... 155 150 171 1 45 1 3%
September 160 154 174 1 4, 1 3 .
October ... 160 153 174 1 4359— 1 .33 3
November 169 152 177 1 41 1 33
December 170 151 179 1 545 1 33
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1 RATE oP EXCHANGE FROM

PRrICE INDEX NUMBER CaLCUTTA ON LoaDON ON

THE 18T OF THE MONTH.

Great United India (¢)
Britain (a) States () (July 1914 Sterling, Geld,
(1913 panity) | (1913 panty). parity).
>

1924, s. d s d
January ... .. .. . 173 151 172 1 59, 1 34
February . 173 152 178 1 5} 1 3%
March ... 172 156 179 1 4 1 25
April ... 172 148 174 1 43} 1 2%

May 168 147 176 1 4% 1 3
June ... .. 168 145 176 1 4 1 213
July oo e e 173 147 179 15 1 3}
August ... .. o | 172 150 - 180 1 5% | 1 313
September .. 176 149 179 1 574 1 3!

October ... ... .. ..l 180 152 181 1 533 1 4
November 179 153 180 1 6 1 43
December 180 157 176 1 65y 1 5%

1925.

January ... . 177 160 171 1 644 1 5%}
February .. . 177 161 172 1 513 1 5}!
March ... . 174 161 168 1 53 1 313
April .. e | 169 156 169 1 5%} 1 51}
May . 165 155 164 1 5§43 1 5%
June ... . 162 157 157 1 53% 1 5§42
July .. . 165 160 160 1 6,4 : 1 644
August ... 165 160 157 1 655 1 6%
September . . e 164 160 158 1 6% 1 6%
October ... 161 158 160 1 65 1 64
November .- 160 158 164 1 64 1 6/
December i 158 — 163 1 65 1 644

(a) Economist Index number.
(b) United States Bureau of Labour Index number.
(¢) Index number of wholesale prices 1n Calcutta of following commodities :—
Cereals, Pulses, Sugar, Tea, other food articles, Oil seeds, Oil (mustard), Jute (raw), Jute
(manufactures), Cotton (raw), Cotton (manufactures), Other textiles (Wool and Silk),
Hides and Skins, Metals, Other raw and manufactured articles and Building materials
(Teak wood).
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Arrexpix VIII.

Statement showing loans taken by the Imperial Bank from Currency and the Bank rate
and cash position of the Bank when the loans were taken or repaid.

Repayments Cash balance Percentage of
Date, Loan taken £1 Rs. Bank rate of Imperial £ "
(Rs. 1n crores). Om (::gi e(s). per cent. (R:ai!xlnkcszzps). ﬁgg (133“
10th March, 1922 2 —_ 8 17-21 23-82
27th April, 1922 —_ 2 7 18-04 24°59
TorTAL 2 2
20th April, 1923 2 — 8 14-.0 19-66
21st May, 1923 — 2 8 17-65 23-60
ToraL 2 2
19th December, 1923... | = 6 17-18 19-90
28th December, 1923. . 4 — 7 17-04 18 85
8th February, 1924 ... 1 — 3 11-90 12-44
13th February, 1924 ... 1 — 8 13-15 13-18
15th February, 1924 ... 2 -— 9 13:15 1318
Sth April, 1924 — 2 9 14-42 3-61
17th May, 1924 —_ 1 8 17-13 17-07
19th May, 1924 — 1 8 17-13 17-07
26th May, 1924 — 2 8 18°22 17-v6
318t May, 1924 —_ 2 7 15-35 15-70
19th June, 1924 —_ 2 6 18-34 19-15
21st June, 1924 — 2 6 2154 22-00
ToTAL 12 12 .
23rd December, 1924.. 2 — 6 17-82 20-69
16th January, 1925 .. 2 — 6 18-26 20-65
6th February, 1925 ... 2 — 7 15-26 16°68
18th Februnary, 1925 2 —_ 7 15-32 15-97
30th April, 1925 - 2 7 19-12 18:61
18th May, 1925 —_ 2 7 21-50 215
23rd May, 1925 - 2 6 21-64 21 71
26th May, 1925 —_ 2 6 21-64 2171
ToTAL ' 8 8

(a) Where the dates of the weekly statement of the affairs of the Iroperial Bank are different
from those ip column 1, the cash balance and percentage figures of the next weekly statement
are given,

AprpENDIx IX.

Memorandum of procedure now in force for the issue of currency notes against
bills of exchange.

(1) The Managing Governors of the Imperial Bank of India will inform the
Ci)lntroller of the Currency to what extent they desire notes to be issued, and
when

(2) No loan shall be made until the Bank rate rises to 6 per cent. The entire
amount outstanding at any time shall bear interest at Bank rate subject to a
minimum limit of 6 per cent. for the first four crores and of 7 per cent. for the
subsequent eight crores. The Bank shall be entitled to deduct from the amount of
interest paya%le any amounts proved to the satisfaction of the Controller of the
Currency to have been paid by them on account of stamp duty on bills held by
the Bank on behalf of the Currency Department.

(8) The Local Head Office of the Imperial Bank at Calcutta will present to
the Controller a demand promissory note for the whole amount, or for such portion
of it as may be required from time to time not exceeding such amount in the
aggregate, with a certificate to the effect that internal bills or hundis which satisfy
the conditions prescribed in and under the provisions of section 20 of Act X of
1923 and whose discounted value does not fall short of the amount of the loan
required, are held by the Bank on behalf of the Currency Department.
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(4) The Bank shall be at liberty to vary the bills from time to time so long as
the above conditions are satisfied.

(5) The Bank is authorised to discharge and deal with bills as they fall due
or are retired under rebate, provided always that no bills held against the issue
of currency notes shall be withdrawn from the Government of India portfolio or
discharged without a corresponding reduction in the amount of the loan or a
deposit of fresh bills for an equal amount. The Bank will be entitled to withdraw
bills without special sanction equal in amount to any repayments made by them.

(6) The loan will be made from Currency at Calcutta to the Local Head Office
of the Imperial Bank under the orders of tl}lre Controller to the amount stated in
the demand promisory note on receipt of the documents prescribed in (3) above
which shall be surrendered on the Bank’s repaying the loan with interest.

ArrEnDIX X,

Statement giving the amount of demand drafts purchased and drafts and telegraphic
transfers paid in each circle of the Imperial Bank from 1920.

Demanp Drarrs PURcHASED.
(In lakhs of rupees).

1920. 1921. 1922. 1923. 1924,

2nd Ist 2nd 1st 2nd 1st 2nd Ist 2nd
Half Half Half Half Half Half Half Half Half
Year. Year. Year. Year. Year. Year. Year. Year. Year.

Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
Bengal Circle 14,21 5,10 17,36 9,65 18,98 16,13 27,07 23,66 33,54
Bombay Circle 4,39 4,78 9,72 9,50 11,00 18,92 18,91 28,66 17,84
Madras Circle 12,58 10,21 10,95 13,29 11,75 | 16,30 10,50 18,30 12,55

TOTAL 31,18 | 20,19 | 38,03 | 3244 | 41,73 | 51,35 | 56,48 | 70,62 | 63,93

Drarrs aAND TELEGRAPHIC TRANSFERS PAID.

Bengal Circle 12,14 | 16,95 | 1742 [ 22,64 ' 24,54 | 22,34 | 22,80 | 26,99 { 3431
Bombay Circle 548 | 16,71 | 17,15 | 21,80 20,02 | 26,38 |*25,03 | 30,94 | 27,10
Madras Circle 7,03 9,31 8,82 | 10,16 7,47 9,39 9,30 | 12,43 9,96

ToTAL | 24,65 | 42,97 | 4339 | 54,60 | 52,03 | 5811 | 57,13 | 70,36 | 71,37

ArpeEnpIx XI.

Statement giving daily figures of sterling purchases in India from 1923-24, together
with figures of Council Sales.

Council | Sterling Council Sterling

sale purchases sale purchases

Date. Rate, (n ::itsloz;- (in flhouf- Date, Rate, (si:nti:o:f- g;:: (tllsu:;;-

sands o sands o
rupees). | pounds). rupees). | pounds).
s. d. s d.

1st May, 1923 1 43 —_ 50 9th June, 1923 ... | 1 4} — 25
Do. 1 4% — 50 || 12th June,1923... | 1 455 | 20,20 —
2nd May, 1923 ... | 1 43 — 105 Do. 1 4} 9,80 -—
4th May, 1923 ... | 1 43% — 50 | 16th June, 1923... | 1 45 — 25
Sth May, 1923 ... | 1 4} 4,29 — 18th June, 1923... | 1 4% —_ 125
Do. 1 43| 2571 — | 19th June, 1923... | 1 43 | 19,10 -
15th May, 1923 ... | 1 47 | 15,00 — Do. 1 41 | 20,90 -
Do. 1 42 | 1500 — | 26th June,1923... | 1 41 735 _
29nd May, 1923... | 1 42 | 16,00 — Do. 1 45 | 3265 -
Do. 1 43| 500 — || 3rd July, 1923 ... | 1 454 | 21,79 -
29th May, 1923 ... | 1 4% 25,39 — Do. 1 4} 15,21 -
Do. 1 475 | 461 - Do. 1 45! 300 —_

5th June, 1923 ... | 1 s 22,16 — 5th July, 2923 ...| 1 43% — 25
Do. 1 43| 784 — | 6thJuly, 1923 ..| 1 49, — 250

|
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b Cosi;lllcil Sterling
ate, Rate. (n ‘h:m P:.l'chases Council | Sterling
. - hou-
eands of (sam;‘s ?)‘tl Date. Bate (u: Dtll:,on- ‘(’:,r ?1:?:8
rupees). | pounds). sands of | eands of
' rupees). | pounds).
Tth July, 1923 ... | 1 43
10th July, 1923... | 1 i 27,30 25 | 220d Jan, 19940 1 5d§ 35
Do. 146 ] 2030 ) — pZrddan, 2824 1 T 500 ) —
v dny 103, | 1 4| 138 | T | B g qony 158 | — 29
Do, 1 42| 188) | — | 25thJan, 1924 ... | 1 P 415
I O LI Bl K e 50 Ls 2
Do. L 44) 2120 | — | lthFeb, 1924 g I et Byt
Slet iy 1023 .. | 1 40| 500 | — Do. o edap o — )40
Tth Ang. 1923 .. | 1 4m | 500 | — 15th Feb, 1924 ... | 1 g% | — L6
ti A o | 1 e 2300 | T | ismreiai| 1 o I
dth Sept., 1923 .. | 1 47| 6,67 — | ismFeb 1024 .| 1 55| = 215
Do. 1 45| 1333 — | 12th Mar, 1924 | 1 3% - 30
Bih Somr 1923 .| 1 43| 20 | 350 | 2otk Mar 10sd 14| — 85
S Bl T | 2| B | e | 14 i
Do. 1an| — 305 | 9th April, 1924 .. | 1 44 _ 490
11th Sept., 1923... | 1 475 | 20,00 25 | 10th April, 1924... | 1 4§ _ 259
17th Sept. 1923 ... | 1 4y | ~ = | 1maprinioosT | 1 45| — 515
18th Sept., 1923... | 1 151 3000 130 | 12th April1924.. | 1 43 - 25
20th Septw 1923... | 1 4} [ ~— — | tmaprinigea | 1 43| — 170
21st Sept., 1923 ... | 1 4% | — 385 | 1sth April,1924.. | 1 41i| — 620
Do. Rl I B il R pit I B
29nd §°' 1 478 -~ 2?2 17th 1{) o 14— 23(5)
nd Sopt., 1923... | 1 4 — pril, 1924... | 1 43} _
95th Sept, 1923... | 1 47, | 1,00 200 | 22nd April,1924... | 1 e - 130
Do, Ddsr 30| — | #rddmilio. | ] L S 150
26th Sept., 1923... | 1 4} | - o1 Do. B LR R 7
2nd Oct,, 1923 .. | 1 4 | 30,00 245 | 24th April,1924... | 1 4 i -
8th Oct., 1923 1 47 ’ - Do. 1 4% - 075
ih Oct. 1923, L. | 1 05l so00 | 20| et am i R
ot 1923 | 1 aii| - — April, 1924... o -
15th Oct,, 1923 ... | I riil - 10 | lith My, o | 1 it - 170
16th Oct., 1923 ... | 1 7 9500 100 Do. 11 43 — 180
Do. 1 g | 2000 | — | 20th May, 1024 ... | 1 i S 1
oo 1003 | 1 45 | 20 3 | Semeniet | i - | 2
20th Oct., 1923 ... | 1 431 | — 225 | 7th Juné, 1924 .. | 1 4}8| — 175
22nd Oct, 1923 ... | 1 433 370 | 9th June, 1924 .| L 43i| — 400
Do. 1 45| — 105 | 10th June,1924. | 1 43| — 80
Do. 1 4;3 560 || 13th June,1924... [ 1 4 — 175
23:d 0ct, 1923 .. | 1 4] Pl wpo | B0 | MehJumedo.. | 1 Gl -0 W
0. 1 43 , - 0. -
24th Oct.,, 1923 ... | 1 ig’ 10,00 | — | 16th June,1924... 13 - 200
26th Oct., 1923 ... | 1 4} - 100 Do. 1 52 _ 400
Do. 1 42 _ 200 | 17th Jupe,1924...1 1 50 _ 5
27th Onp, 19 T - 30 | 14t 3o 1 5% | — 309
ot, 1923 ... | 1 41 | uly, 1924 ... sl
29th Uet., 1923 ... | 1 ﬁ‘a’ - 100 | 15th July, 19§i ol - 600
318t Oct., 1923 ... | 1 438 — 155 Do. 1 35 - 450
6th Nov., 1923 ... 1 4? 1.00.00 250 | Do. 1 5% _ 50
10th Nov., 1923 .. | 1 4l3 | — 2 1thJuly 024 | 1 5| — 100
Do, Lag| = | a3 | Do Loy| — | a0
12th Nov., 1923 ... | 1 431 150 | Do. 152 — 100
13th Nov, 1923 . | 1 | e | 20| v 10 1 2 5%
0. 1 i - 0. 1 7
Joth Mo 1923, | 1 41| 20 | % ot roet | 1 30| 150
e Nl | T afl = | 2 Do. 1 50| — i
Do. 143 — 250 | 22nd July,1924.. | 1 5| — 200
19th Nov., 1923... [ 1 5 _ 500 Do. 15| — 250
N | 1 dn | amme | 2| R ay 19241 1 53| — 25
Do. 1 5 ! 57’14 - 28th July, 1924 ... 1 12 — 250
24th Nov., 1923 ... | 1 94 > — 4th Aug., 1924 ... | 1 517 505
Do, 15, — 500 | 20th Aug., 19240 | 1 33 | — S00
26th Nov., 1923 ... 1 1y . 200 Do. 1 5?5 _ 620
e Nov 1oa | 1 5% 1000 | 2 2let Avg, 1924 ... | 1 5ii| — i
Do. 10| 1000 | — | oih Sept, 1920 - I
s i 1953, | 3 o7 | "% | o || ooh et 103t 1 sEl =, %
B N lma | 1 a1 T | 00 | Sept. 1924 ..t 1 51| —' 250
Do. 1 53¢ 400 | 1lth Seph, 1924 | 1 51| — 175
4th D;a)c., 1925 .| 1 50| 2600 400 i.g,?ﬁ gept.,1924... 1 518 — 22‘5’
o. g — epta1924.. | 1 5i8| —
27th Dec., 1923 ... i gi 1_’_(_)0 - 15th Sept.,1924... | 1 5!{5 _ 90
Do. 1 5% 500 | 16th Sept,1924..| 1 5} | — 50
1st Jan., 1924 ... | 1 Bl 5(3_60 175 | 17th Sept., 1924...| 1 53 — 143
g lBee | 1 3% %P | o | 1sm sep sl 2| e
ept.
| pt,1924.. | 1 5% | — 200
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C(;:lx;cu S“f;ecrﬂ:;gs Council | Sterhing
Date. Rate. (In ghm;- I()In 31101;- Date Rate. (I:Htll?;m- ‘()ilx:ctl;::s?
sands o sands o sands of | sands
rupees). | pounds). rupees) pound:)t.
I
s. d. s. d
19th Sept., 1924 . 1 518 — 300 10th Feb.,1925 ... | 1 6 25,00 —_
Do. 1 5% — 300 17th Feb., 1925 .. 1 6 49,50 —
20th Sept., 1924 ... 1 531 — 575 24th Feb, 1925 ... | 1 6 1,00,00 —
2%nd Sept., 1924... 1 5%} — 200 3rd Mar,, 1925 ...| 1 6 1,00,00 —_
Do. \ 1 54 — 50 10th Mar, 1925 ... | 1 6 4,00 —
24th Sept., 1924... 1 34 —_ 475 15th May, 1925 .. 1 6 — 475
Do. 1 5% — 400 29th May, 1925 . . 1 6 — 400
27th Sept., 1924 ... 1 5% — 300 30th May, 1925 ...| 1 6 —_ 10
30th Sept., 1924 ... 1 51 20,00 —_ 2nd June, 1925 .. 16 — 70
Do. 1 5% 24,06 — 4th Jane, 1925 . 1 6 — 1056
Do. 1 5% 5,94 —_ 5th June, 1925 ... | 1 6 - 750
2nd Oct., 1924 ... | 1 512 — 600 G6th June, 1925 .. | 1 6 - 1,330
Do. 1 53% — 300 Do. 1 G4y — 155
Do. 1 5% — 135 8th June, 1925 ... 1 63 —_ 370
3rd Oct., 1924 1 5% — 565 9th June, 1925 1 6, — 925
Do. 1 5338 —_ 700 Do. 1 6y — 358
Do. 1 514 — 425 || 10th June, 1925. 1 6/ - 568
4th Oct., 1924 1 54 — 205 Do. 1 64% — 205
6th Oct., 1924 1 53 — 125 22nd June, 1925... 1 6/ — 125
Tth Oct., 1924 1 6% 10,00 — 23rd June, 1925.. 1 6/ — 960
Do. 1 64 25,33 — 24th June, 1925... 1 655 — 1,315
Do. 1 6% 14,67 — 25th June, 1925 .. | 1 6} — 330
8th Oct., 1924 1 64% — 500 4th July, 1925 ...| 1 6} —_ 415
Do. 1 69 — 500 6th July, 1925 ... | 1 63 — 715
Do. 1 6% — 500 9th July, 1925 .. 1 6} — 50
Do. 1 6} - 500 10th July, 1925 ... | 1 6} — 190
9th Oct., 1924 1 6} — 600 11th July. 1925 . 1 6; - 15
Do. 1 6% — 1320 28th July, 1925 .. 1 6} - 125
Do. 1 6% — 380 29th July, 1925 ... 1 6} — 80
J4th Oct, 1924 .. 1 64 25,00 -— 30th July, 1925 . 1 0} — 25
Do. 1 6 25,00 — 3rd Aug., 1925 ... 1 6} — 60
17th Oct., 1924 ... 1 65% — 480 5th Aug., 1925 ... 1 6} 10
Do. 1 6} -— 215 6th Aug,, 1925 ... | 1 06} - 50
18th Oct, 1924 ... 1 6} — 300 7th Aug., 1925 . 1 6} — 130
20th Oct., 1924 ... 1 6} — 600 8th Aug., 1925 ... | 1 6} — 30
21st Oct., 1924 .. 1 6 56,00 — 10th Aug.,, 1925... | 1 6} — 125
Do. 1 64 8,00 — 11th Aug., 1925 .. 1 6} -— 39
Do. 1 64% 10,00 — 18th Aug., 1925.. « 1 6} 20
2sth Oct., 1924 .. 1 o 57,02 — 20th Aug., 1925.. | 1 63 130
Do. 1 64y 41,98 — 21st Aug., 1925 .. 1 6% —-— 90
Do. 1 6y 1,00 — 22nd Aug., 1925.. 1 6} —_ 90
30th Oct., 1924 ... | 1 64 — 205 24th Aug., 1925 .. 1 6} — 665
4th Nov., 1924 1 6 5,00 — 25th Aug, 1925 .. 1 6} _ 590
Do. 1 541 17,00 — 26th Aug., 1925 .. 1 6} - 540
22nd Nov.,, 1924... [ 1 64¢ — 310 27th Aug.,, 1925... | 1 6} —_ 705
24th Nov., 1524 ... 1 64 — 145 Do. 1 65 — 70
25th Nov., 1924 ... 1 65% 8,00 — 28th Aug., 1925 .. 1 64 _ 920
26th Nov., 1924 ... 1 64 —_ 215 29th Aug., 1925... | 1 6 —_— 2,290
27th Nov., 1924 ... | 1 6% — 20 | 3lst Aug., 1925 .. | 1 Gy - 175
28th Nov., 1924 ... | 1 6% — 10 1st Sept., 1925 .. | 1 OfYy — 30
29th Nov., 1924 .. 1 6% —- 60 5th Sept., 1925 .. ‘ 1 6 — 30
1st Dec., 1924 .. 1 6% —_ 300 Tth Sept., 1925 ... 1 6,% —_ 175
2nd Dec., 1924 .. 1 65% 2,00 — 8th Sept., 1925 . 1 6% — 50
Do. 1 64 33,61 — 10th Sept., 1925. 1 67% - 290
Do. 1 64y 64,39 — 11thsSept., 1925 .. 1 6% - 485
3rd Dee., 1924 .. 1 65% — 10 12th Sept,1925.. 1 6% —_ 490
16th Dec., 1924 .. 16 30,00 — 14th Sept., 1925 .. 1 6% —_ 1,080
18th Deec., 1924 ... | 1 64% — 275 15th Sept., 1925 .. 1 6 —_ 463
19th Dec., 1924 ... 1 644 600 16th Sept., 1925 .. I 6% ! - 425
Do. 1 65% — 226 28th Sept., 1925. ( 1 6% — 200
20th Dec., 1924 ... | 1 63% — 300 20th Sept.,,1925... ; 1 6% — 150
Do. . 1 6% — 50 30th Sept.,1925... | 1 6% —_ 100
22nd Dec., 1924 ... 1 6} — 150 3rd Oct., 1923 1 6y — 20
23rd Dec., 1924 1 65 50,00 — 7th Oct., 1925 1 64 ‘ —_ 100
Do. 1 65% 27,67 — 9th Oct., 1925 1 6% -_ 100
Do. 1 6} 22,33 — 10th Oct., 1925 . 1 6% — 475
27th Dec., 1924 L 65| — 425 Il 12th Oct.,, 1925 . | 1 6% — 100
29th Dec., 1924 1 655 —_ 2,220 14th Oct., 1925 .. | S TP — 539
30th Dec., 1924 ... 1 6} 50,50 — 15th Oct., 1925 .. U Gyl — 345
Do. 1 6g% 21,060 — 19th Oct., 1925 . 1 6% —_ 670
8th Jan., 1925 .. 1 6/ — 185 20th Oect., 1925 . 1 6% —_ 485
27th Jan., 1925 ... ] 1 55,00 _ 21st Oct., 1925 .. 1 6% — 190
Do. 1 645 20,00 —_
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APPENDIX 4.

Memorandum on ‘¢ Stabilisation of Exchange” submitted by Mr. A. C.
McWatters, C.I.E., 1.C.S., Secretary to the Government of India, Finance
Department.

(This Memorandum represents the result of discussions between Sir Basil
Blackett, Mr. Denning and myself, and is not put forward as an expression of the
the views of the Government of India.)

. Desirability of and conditions requisite for stabilisation.—It may be accepted
without question that there is a general desire, both on the part of the public and
on the part of Government that the exchange value of the rupee should be stabilised
as early as practicable and made, so far as possible, independent of Government
control. So long as the world’s currencies generally were in a state of disorder,
any attempt to stabilise the rupee exchange would have exposed India to the
serious danger of large movements in internal prices and to consequent dislocation
of trade on account of the necessary readjustments. Solong, moreover, as sterling
continued to fluctuate in terms of gold, one great obstacle remained in the way of
stabilisation since stabilisation in terms of gold would have meant continued
fluctuation in terms of sterling and the greater part of India’s foreign trade is
conducted with sterling countries or throuﬁh the medium of sterling. Considerable
progress has been made in restoring the world’s currencies and the primary
obstacle has now been removed by the reversion of the United Kingdom to the gold
standard. Assuming that there can be confidence in the ability of the United
Kingdom to remain on the gold standard, stabilisation of the Indian currency in
terms both of gold and sterling has within the last few months become a practical
possibility. The fixation of the rupee exchange in terms of gold necessarily means
that world changes in the value of gold—and in particular the monetary policy
in the United States of America—will react on internal prices in India, but such
risk as is involved in this is worth taking in view of the great advantages of
stabilisation, and the main problem involved in stabilisation becomes the fixation
of a rate which will be in the best interests of India as a whole and which can be
maintained effectively.,

2. Present Position of Exchange.—In a separate Memorandum a historical
review has been attempted of the measures adopted by Government in connection
with exchange and currency, especially during the last six years since the
Babington Smith Committee presented its Report. The original policy which
aimed at maintaining the rupee at 2s. gold and subsequently at 2s. sterling having
failed, the policy during the years immediately following may be said to have been -
to check the downward movement of the rupee and to raise it to the level of the
pre-war rate. These measures involved the contraction of, or rather the avoidance
of additions to, the currency. The level of 1s. 4d. sterling was reached effectively
by January 1923, though the 1s. 4d. gold level was not reached until about October
1924. At that time the sterling exchange was approximately at 1s. 6d. but during
the winter and spring of 1924-25 sterling was steadily appreciating in
terms of gold and the two have been approximately on a par since April 1925.
The measures taken in India since October, 1924, have included considerable
additions to the currency and have resulted in preventing the rise of the rupee
above 1s. 64. sterling (more recently above the upper gold point of approximately
1s. 68%d.), but the simultaneous rise in the sterling dollar exchange has made
1s. 6d. sterling approximately the same as 1s. 6. gold.

8. Prices—Since the result of fixation of an exchange level above the present
rate may be assumed to be a lowering of internal prices 1n India and conversely
the fixation of a lower rate will mean an increase of internal prices, attention is
invited to the comparative statement of prices included in the separate historical
Memorandum which has been presented to the Commission. The general level
of prices, which remained remarkably steady throughout the years 1922, 1923
and 1924, Las in the current year shown a downward tendency in harmony with
sterling prices, and is now in the neighbourhood of 60 per cent. above the pre-war
level. The difference between different classes of articles is, however, considerable
as shown by the following table, which is taken from the Indian Trade Journal of

24th September, 1925.

56596 C1
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The prices for July, 1914, are represented by the figure 100.
Wholesale prices in .August 1925.

Carcurra :
Food grains. Sugar. Tea. Other food Oil seeds.

Cereals. Pulses. articles.

138 128 159 138 174 148
Jute raw. Cotton raw. s Jute manufactures. Cotton manufuctures.

134 215 177 250

All commodities.
157

Making due allowance for the inevitable margin of inaccuracy in all such
figures, 1t may at any rate be said that the level of food grain prices 1s appreciably
below the general level. In this connection the unusual sequence of tour good
monsoons has to be taken into account. Certain classes of other agricultural
produce, however, e.g., raw cotton, are standing at a much higher level.

As 1n all other countries there has been a general break away from the price
levels current before the war, though the maximum divergence in India has been
somewhat less than in most countries.

In respect of long term contracts expressed in rupees which are not alterable
with changes of prices, the result of this rise in prices, broadly speaking, has been
to benefit the debtor at the expense of the creditor, especially in so far as the former
is a producer—and the bulk of the debtor class 1n India are agriculturists. ‘The
agriculturist, in so far as his money debts are concerned, has benefited by the rise
in prices, since agricultural produce will bring in more rupees now than in 1914.
The lowering of exchange to 1s. 4d. would give him a further additional advantage.
The rise to the 1s. 6d. rate is, broadly speaking, at the expense of the debtor class,
but for the reason given above it may be considered to some extent a readjustment
of the inequality caused by the rise 1n prices. A particular class of such debts is
represented by the land revenue which is ordinarily settled for a period of 30 years
Vis-a-vis Government therefore the payer of land revenue (in so far as he is either
himself an agriculturist or is able to get the benefit of higher prices through
increasing rents) is at an advantage since the real burden of his land revenue has
been reduced. This advantage remains until the land revenue is readjusted at
resettlement.

The Babington Smith Committee, in paragraphs 44 to 54 of their Report,
attempted an elaborate analysis of the effects of higher and lower prices upon
different classes of the population and on different interests. This analysis shows
that the effect upon different classes, even among producers, as well as upon wage
earners and those engaged in industry, is exceedingly complex. So far as the
producer is concerned—and it is in his interests that higher prices are usually
advocated—there remains one important consideration that if he has a surplus
available for expenditure, this can only be of value to him if he purchases some-
thing with it, and as the assumption is that general prices will have risen, his
surplus for expenditure will go no further than a smaller amount at a lower level
of prices. It is doubtful therefore if the real purchasing power of the agriculturist
would be much affected by a difference in the level of exchange after the inevitable
price adjustments had taken place.

The present reluctance of the agriculturist to buy as much cloth as he used
to do in normal times is not a definite proof that his purchasing power has been
reduced. The main cause seems to be the disproportionately high level of cloth
prices There is evidence that he has been buying gold in large quantities and
the attraction here seems to be its relative cheapness. The price of gold has
recently been even below pre-war rates, while the prices of cotton piece-goods are
certainly not less than 100 per cent. above the pre-war level. There would seem
to be a level of prices at which the cultivator will buy cloth freely, and if prices
rise above that figure he will do no more than satisfy his most urgent requirements

So far as the external trade of the country is concerned, the conclusion which
it is desired to suggest is that the effect of a higher or lower level of exchange is
in the long run not of very great importance. Exports and imports (in the widest
sense) must eventually balance if the country is to continue to pay its way and
it is 1mpossible indefinitely to stimulate one at the expense of the other. go far
as particular classes of the community are concerned, the effects in the long run
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are not large except in so far as those on fixed salaries and wages are concerned
who may find difticulty in efiecting a readjustment commensurate with a higher
level of prices. These conclusions must, of course, be qualified by the statement
that the larger the alteration in the level of ez_:change attempted, tl_le more difficult
becomes the process of readjustment. The immediate effect until readjustment
has taken place may, however, be considerable, since wages tend to lag behind
prices, and long term contracts are not susceptible of speedy readjustment. The

roducer therefore, so far as he is not handicapped by any special conditions of
Eis position or tenure will, 1f exchange is lowered, tend to gain in the period of
readjustment. Similarly, the raising of exchange to a higher level than 1s. 64.
would during the period of readjustment operate to the disadvantage of producers
and those engaged in industry, and there is no reason to expect that this temporary
disadvantage would be offset, as it was when exchange was rising during 1924, by
any corresponding rise in sterling prices or in world prices generally. It is
largely for this reason and in consideration particularly of the special difficulties
with which industries in certain parts of India are taced, that the_ Governmeqt
of India took the view that a rise in exchange above 1s. 6d. was undesirable. This
view has received added strength in recent months in consequence of the downward
tendency of Indian prices, since the fixation of exchange above 1s. 6d. would have
the result of a further lowering of prices and might necessitate a further readjust
ment of wages.

4. Effect on Government Finances—The Budget of the Government of
India for the current year was based upon a figure of 1s. 6d. to the Rupee
for their sterling expenditure. The npett sterling expenditure of the Central
Government charged to revenue in the current year's Budget (excluding Railway
expenditure which under the scheme of separation of Railway finances does not
enter directly into the general Budget) was £18,941,100, and the increase in
Central expenditure if exchange were taken at 1s. 4d. would be 3,16 lakhs. In
the Raillway Budget the increase which would similarly have to be allowed for
1n their sterling expenditure would be Rs. 1,01 lakhs. Further, the expenditure
charged to capital would have increased by Rs.1,68 lakhs under Railways,
2} lakhs under Posts and Telegraphs and Ks. 63,000 under New Delhi. “The
increase in the Railway capital expenditure would affect both the provision for
depreciation and the ordinary working expenses on maintenance for which stores
are issued from capital. The effect on the Railway Budget might well be such
as to require either an increase of rates and fares or a revision of the terms on
which the Railways contribute to general revenues, thus increasing the loss to
general revenues beyond the 3,16 lakhs mentioned above. Assuming further that
prices in India rose, there would be some extra expenditure on stores purchased
in India, and some readjustment of salaries of Government servants, who would
be affected by the increased cost of living, might be inevitable.

The immediate effect on the Government of India’s finances (and to a lesser
cxtent on those of local Governments) would be considerable, and so far as the
current year 1s concerned, the fixation of exchange at 1s. 4d. would certainly have
prevented the reduction which was made of the Provincial contributions.

When however the ultimate effect on Government finances is considered, the
position is different. Experience does not show that an alteration in exchange
has much permanent effect on the external trade, and ultimately some portion of
the loss might be made up from increased customs revenue on such articles as are
assessed on an ad valorem basis. These however are little more than one-half of
the total, the remainder being tariffed at specific rates of duty. No estimate can
be framed of any increase which might result under taxes on income, such increase
being in any case problematical.  The proceeds of land revenue (which is
‘Provincial) could not, as shown above, be augmented except over a prolonged
L)eriod. But it is at any rate safe to say that while the immediate loss would

e considerable and would probably require to be made up by increases in taxa-
tion, if the Budget were to be balanced, and still more if further reductions in
the Provincial contributions or in existing forms of taxation were contemplated,
the ultimate loss after readjustment would probably be considerably less.

The same remarks apply, mutatis mutantis, to the immediate and ultimate
gain to Government revenues from the fixation of a higher rate than 1s. 6d.

5. Attainment and Maintenance of the New Ratio.—If any rate other
than the existing rate is selected for stabilisation, the question arises as to the
means to be adopted for reaching the new rate and for making it effective. If
the movement is to be upward, a considerable period of instability of exchange
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seems likely to follow before the rate selected is reached. Although conditions
at present appear to point towards strength in the exchange during the coming
busy season, a policy of allowing the rate to move upwards would inevitably
involve Government standing out of the sterling exchange market for a time and
might result in their having to meet the Secretary of State’s requirements by
drawing on the Gold Standard Reserve or by borrowing in London. The
experience of the years 1921 to 1923 illustrates how much was required in order
to raise exchange from about 1s. 3d. even to the pre-war level. For a prolonged
period Council Bills were not offered and in spite of the large sterling payments
still continuing mainly on War Office account, sterling loans of large amounts
were raised during this period. It might well be that the establishment of a
higher rate than 1s. 6d. would again involve borrowing in England or drawing
on the sterling reserves. A period (or succession of periods) of exceedingly
tight money in India would certainly result apd a serious dislocation of trade
could scarcely be avoided.

Another factor which would begin to operate would be the increased induce-
ment offered to 1mport gold owing to the cheapening of its price and this factor
would add to the difficulty of supporting exchange at the new level. Taking a
longer view, we have also to envisage the possibility of conditions the opposite
of those which exist to-day which are the result of four good monsoons. A
fa'lure of the monsoon next year might at once require bringing into play the
sterling resources of Government with the object of supporting exchange at the
higher level. If the level selected were unduly high, there might be a serious
risk ¢f Government’s resources being insufficient to maintain exchange, if there
were a series of bad seasons.

The movement to a rate below 1s. 64. would probably occur very rapidly.
There is always a considerable amount of latent demand for remittance to
England and 1f the decision to adopt a lower rate were announced remitters
would at once endeavour to obtain the best price for rupees which they could
get until the rate announced was reached. The tide would then turn the othér
way and there would be a very large demand for rupees at the new rate. This
would have to be met by additions to the currency. The amount of this may
perhaps be judged from the fact that in the first six months of this year, since
1st April, 1925, even at the slack season of trade, purchases of sterling by
Government aggregating £21 millions, i.e., two-thirds of the total Government
remittances required during the whole year, were required to prevent the rate
from rising above 1s. 6&%d We cannot afford to overlook the dangers of the
position, which would be occasioned by such a rapid fall, to importers who had
not fixed their exchange. The troubles in this respect of 1920-21 are a warning
which it would be foolish to ignore, although the fall in exchange of this period
was, of course, much greater than any change now contemplated.

Once the lower level were reached, there would probably be no difficulty
in maintaining it, except in the conditions referred to in the next paragraph.

6. Bullion Value of the Rupee and the Danger of Melting.—One danger
which is greater at a lower rate of exchange is the danger arising from fluctua-
tions in the price of silver. The rupee is a coin of 180 grains,}3 fine, and with
exchange at 1s. 4d. the melting point of the rupee is reached approximately
when silver prices rise above 43d. per standard ounce in London. With
exchange at 1s. 6d. the melting point is 484. and at 1s. 84., 54d.

The price of silver before the war from 1893 to 1914 varied between 383d.
(the highest in 1893), and 211} (the lowest in 1902), and for the greater part of
the period was below 30d. During the war and afterwards the fluctuations
were extreme, the highest price being 89id. in February, 1920, while by the
5th March in the following year it had fallen to 3034. In the last financial
year the fluctuations were between 361:d. (in October, 1924) and 31id. (in
December, 1924) and the latest prices have been in the neighbourhood of 33d.

It is not likely that the extreme fluctuations of the war will recur except
in the event of a world calamity of a similar magnitude, but it has to be realised
that as long as the rupee is an overvalued token coin and retains its full legal
tender character, this danger to the Indian currency system, which was the
principal cause of its breakdown during the war, remains. It is necessary,
therefore, to be certain that the rate selected should be one which allows a
sufficient margin of safety. This margin can only be estimated by those who
can form a judgment as to the probable limits of fluctuation of silver prices,
but it is open to question whether a melting point of 434 which is less than 7d.
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above the price reached by silver only last year, allows a sufficient margin.
'The margin which was sufficient 1n the conditions before the war might well
prove insufficient now.

7. Conclusion.—The conclusion to which this memorandum points is that
there appear to be distinct advantages in accepting the present position and
retaining the rate which has been made effective tor the last twelve months.
Prices may be said to have adjusted themselves to this level and no substantial
readjustments would be required. In the event of,stabilisation at a rate
substantially higher or lower, readjustments would inevitably be necessary. In
the former “event, such readjustment could hardly be effected without a sub-
stantial tightening of the money market and dangers (which are not negligible)
to Indian industries (particularly in Bombay) and to the export trade. If a
lower rate is selected, it would, for reasons given in paragraph 5 above, be
difficult to avoid considerable disturbances, especially in the import trade, and
for some time to come the reaction on Government’s financial position would
be serious. Extra taxation, or, at the least, the postponement of reductions of
taxation and of relief to the Provinces, would be inevitable. Finally, it may be
said that in view of the changes in the price level since 1914, there can be
nothing sacrosanct about the pre-war level of exchange, since the change in
the price level has already upset the basis of all pre-existing contracts between
debtor and creditor.

APPENDIX 5.

Memorandum on a Gold Standard for India submitted by Mr. H. Denning,
I.C.S., Controller of the Currency.

Introductory.—This memorandum represents the result of discussions
between Sir Basil Blackett, Mr. McWatters and myself, and is not put forward
as an expression of the views of the Government of India. Itexamines the defects
in the pre war system of currency and exchange, and the possible methods of
remedying these defects. Throughout the memorandum it 1s assumed that the
rupee will be stabilised, and for the purpose of converting gold and sterling values
into rupees it is assumed that sterling remains at parity and that the rate of
exchange at which the rupee is stabilised is the present rate, 1s. 6d.

2. Main Defects of the Pre-War Currency and Ezchange System.—The
main defects of the pre-war currency and exchange system, usually described as
the Gold Exchange Standard, were as follows :—

_ (A) The maintenance of the system was dependent on the price of
silver remaining at such a figure that the bullion value of the rupee was not
higher than its exchange value.

(B) The rupee was in reality linked to sterling only, and the system
ceased to be a gold exchange standard as soon as sterling depreciated.

(C) The system did not provide for the automatic stabilisation of the
rupee. The legal obligation to give rupees in exchange for sovereigns
would have prevented the rate of exchange rising above the upper gold
point, even if Government had not been prepared to meet fully the demand
for Council bills at 1s. 41d., but there was no statutory safeguard against
a fall in the rate of exchange below the lower gold point. In practice, such
a fall in the rate of exchange was prevented by the sale of Reverse Councils,
but Government were under no statutory obligation to take such action.

(D) Although it was possible for the public to obtain as much addi-
tional currency as they required by buying Council bills or importing
sovereigns, there was no automatic provision for contracting the currency.
In so far as the sterling value of Reverse Councils sold was obtained by
realising sterling securities in the Paper Currency Reserve, the currency
was contracted, but Government could arrange by borrowing from the Gold
Standard Reserve to meet sterling payments on account of Reverse Councils
without affecting the amount of currency in circulation. In other words,
when exchange dropped to the lower gold point, there was no automatic
decrease in the currency tending to strengthen exchange, but such decrease
depended on the action of Government.

(E) As the currency reserves were divorced from the banking reserves,
effective regulation of the money market was impossible.
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3. Methods of Remedying these Defects—In theory, the danger of a break-
down of the system on account of defect (A) could be decreased either by raising
the par of the rupee exchange or by decreasing the weight or fineness of the rupce.
Recent history has shown conclusively that there are insuperable practical diffi-
culties in raising the par of the rupee exchange to such an extent that the danger
of breakdown can be neglected. The alternative of reducing the weight or fincness
of the rupee was examined fully by the Babington Smith Currency Committee,
and, for the reasons stated in paragraph 38 of the Report of that Committee, may
be rejected as impracticable as long as the rupee is full legal tender. The only
method of remedying defect (A) completely is to make the silver rupee a subsidiary
coin of limited legal tender and to substitute for it other forms of full legal tender
currency, either notes or gold.

4. Defects (B) and (C) could be remedied without departing from the gold
exchange standard, e.Y., it would be possible to prescribe by statute that currency
notes should be payable on demand in rupees or in foreign exchange at the option
of the presenter, provided that, if payment were demanded in foreign exchange,
a charge might be made not greater than the cost of transporting gold to the
foreign country on which exchange was demanded. Foreign exchange might be
defined as transfers at the par of exchange on London or on rescribed foreign
banks in countries outside Great Britain, and the Governor-General in Council
might be authorised to prescribe by notification from time to time the foreign banks
on which transfers would be issued, subject to the condition that at least one such
foreign bank situated in a country having a gold standard currency must be so
prescribed. Such a system would be a real gold exchange standard, as it would
involve a statutory obligation to give in exchange for rupees a foreign currency
which would be the equivalent of gold, and it would probably be as satisfactory a
method of remedying defects (B) and (C) as a gold standard with a gold currency
in circulation.

5 With a gold exchange standard, such as has been sketched above, it would
theoretically be possible to remedy defect (D) by amalgamating the Gold Standard
Reserve and the Paper Currency Reserve into a single Currency Reserve. Such
an amalgamation, however, presents considerable practical difficulties. The
currency of the country would consist of—

(a) overvalued silver rupees convertible into foreign exchange which
would be the equivalent of gold, and
(b) notes convertible into silver rupees or foreign exchange as above.

The Currency Reserve would, therefore, have to be so constituted as to provide
for (1) the convertibility of notes into rupees, and (2) the convertibility of rupees
and notes into foreign exchange. It would have to consist of silver coin (and,
possibly, silver bullion), rupee securities, sterling or other gold securities, and gold.
The amount of silver coin and bullion necessary would be comparatively easy to
determine, as it would depend entirely on the volume of the note issue, but the
amount of gold and gold securities would have to bear a relation to the volume of
the note issue plus the difference between the exchange and bullion value of the
rupees in circulation and in hoards. Owing to the fact that at various times very
large quantities of rupees have been melted and exported, it is impossible to frame
a reasonably accurate estimate of the amount of rupees in circulation. It would
be possible to get over this difficulty by assuming an outside figure for the amount
of rupees now in circulation, but such an assumption would involve a larger
reserve in gold and gold securities than would be really necessary. Even if such an
assumption were made, it would be impossible to fix the difference between the
exchange and bullion value, not only of the rupees already in circulation and in
hoards, but also of rupees to be issued hereafter, because the price of silver varies
from day to day. It would, therefore, be practically impossible to fix a figure for
the amount of gold securities and gold which would bear a definite relation to the
liabilities outstanding in the form of notes plus the difference between the
exchange and bullion value of the rupees in circulation and in hoards. It follows
that with a gold exchange standard it is almost essential that a separate reserve
should be maintained to provide against a return of rupees from circulation. As
long as a separate reserve is maintained it will rest with the authority controlling
the reserves to contract the currency or not at times when exchange falls to the
lower gold point. It is, therefore, practically impossible to remedy defect (D)
without taking away the full legal tender character of the rupee.

6. As long as the banking reserves of the country were divided among the
three Presidency Banks it was 1mpossible to remedy defect (E), but the amalgama-
tion of the Presidency Banks into the Imperial Bank of India has paved the way
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for the concentration of all the money reserves of the country in the hands of one
central controlling authority. The question of handing over to the Imperial Bank
of India the control of the note issue will be discussed fully in another
memorandum, but as the nature of the currency system adopted materially affects
the problem, it is necessary to refer briefly to the subject here. In para. 5 it has
been shown that it is practically impossible to constitute a single currency reserve
as long as the silver rupee is full legal tender. If, therefore, a bank note issue
were substituted for a Government note issue, the Bank’s reserve against this note
issue would be so constituted as to provide definitely for meeting the liability to
redeem notes in silver rupees or foreign exchange, and the liability to redeem silver
rupees outstanding would have to be provided for by a separate reserve. Coinage
is obviously a‘function of Government, and Government would continue, as in the
past, to take the profit on any additional rupees which might be coined in the
future. It would be necessary, therefore, for Government to retain the liability
to redeem silver rupees outstanding, and to control the reserve maintained to meet
this liability, and some definite arrangements would have to be made between
Government and the Imperial Bank by which the reserve would be used to
strengthen the Bank’s sterling reserves in the event of a return of rupees from
circulation. An attempt will be made in the memorandum dealing with the
question of handing over the note issue to the Imperial Bank to suggest workable
arrangements of this nature, but it will be seen that they would be rather cumbrous
and would, in effect, divide the responsibility for the maintenance of the exchange
value of the rupee between Government and the Imperial Bank. If the full legal
tender character of the silver rupee were taken away, the difficulties in constituting
a single bank reserve against the note issue would disappear, and it would be
possible to vest the management of all the reserves of the country in the hands of
the Imperial Bank of India.

7. To sum up, two of the main defects of the pre-war currency and
exchange system can be remedied completely, and a third partially by modifying
the system so as to make it a genuine gold exchange standard, but the other
two defects, one of which is of special importance as it was mainly responsible
for the breakdown of the system during the war, cannot be remedied unless
the silver rupee is made a subsidiary coin of limited legal tender and is replaced,
except in so far as it is required for small change, by other forms of full legal
tender currency, either notes or gold.

8. Conclusion that a Gold Standard is the only Method of completely
Remedying Defects within a Reasonable Period.—Undoubtedly, the ideal to
be aimed at is the system now in force in Great Britain under which the note is
the sole full legal tender in circulation, and the gold value of sterling is stabilised
by the statutory obligation imposed on the Bank of England to buy and sell
EOld at rates correspending roughly to the par of exchange. It is impossible,

owever, to hope that conditions in India will for generations be such that a full
legal tender metallic currency will be no longer necessary. If, therefore, a gold
currency is not introduced, defects in the Indian currency and exchange system
must remain indefinitely.  There is, moreover, reason to suppose thatl the
introduction of a gold currency would hasten the attainment of the ideal
system, as the fact that notes were convertible into gold and not merely into an
overvalued silver cain would tend to increase confidence in the note 1ssue and
to decrease the demand for metallic currency. The conclusion is that the only
way of remedying all the defects in the system within a reasonable period is
by establishing a gold standard with a gold currency in circulation.

9. Main Obstacle to the Introduction of a Gold Standard—The chief
obstacle in the way of introducing a real gold standard is the fact that it would
involve a liability to give gold coin in exchange for rupees. The magnitude
of this liability i1s indeterminate, because it is impossible to estimate with any
reasonable degree of accuracy either the amount of rupees in circulation and
in hoards, or the amount of rupees which would be retained in circulation for
small change. There is no doubt, however, that it would not be safe to under-
take at once this liability without accumulating a very large store of gold coin, a
course which presents such serious difficulties as to be almost impracticable.
It would, therefore, be necessary to proceed by stages.

10. Introduction of Gold Standard by Stages—The following stages are
suggested :—

(I) A statutory obligation should be imposed on Government to sell
to any person, who makes a demand in that behalf at the Bombay Mint
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and pays the purchase price in any legal tender, gold bullion at a price
equivalent to the par of exchange, but only in the forms of bars containing
a fixed minimum weight of fine gold (say 400 ounces troy). A statutory
obligation should also be imposed on Government to give, in exchange
for gold bullion, notes or silver at a price equivalent to the par of exchange
less a small seigniorage charge.

(IT) A gold coin should be put into circulation and offered as frecly
as resources permit in exchange for notes and silver rupees at Currency
offices, treasuries, and branches of the Imperial Bank of India, without
any definite obligation to give gold coin for notes or silver rupees being
imposed.

(ITT) After a period fixed by statute (say five years) the liability to
give gold coin in exchange for notes or rupees and also for gold bullion
on payment of a seigniorage should be imposed.

(IV) After a further period fixed by statute (say five years) the
silver rupee should be made legal tender for sums up to a small fixed
amount only (say Rs. 50).

11. Eaxztent of Demand for Gold—It is now necessary to consider the
probable extent of the demand for gold at these successive stages and the methods
of meeting this demand. For this purpose the following assumptions, all of
which are on the safe side, are made :—

(@) That the total amount of rupees presented by the public for
conversion into gold would not appreciably exceed 100 crores. As there
are about 90 crores of silver rupees and silver bullion (valued at Re. 1
per standard tola) in the Paper Currency Reserve, it would be neccssary
to provide gold or gold securities of the value of about 200 crores.

() That the sale of the silver in the Paper Currency Reserve and
additional silver obtained by melting rupees returned from circulation
would be spread over a period of ten years and the average price obtained
by Government would not be less than 24 pence per standard ounce (as
against the present price of 33 pence), 7.e., that half the exchange value
of the rupees would be realised.

(¢) That until the demand for gold involved by the introduction of
stage (I) had been satisfied, and possibly longer, the legal constitution
of the Paper Currency Reserve would not demand a larger holding of
gold and sterling securities than would be essential for dealing with a
crisis. That gold and sterling securities would be considered as inter-
changeable and that Government would be prepared to allow the holding
of gold and sterling securities to go as low as 30 per cent of the gross
note circulation, the remainder of the reserve being held in rupees and
rupee securities, with possibly a limit to the rupee securities of 50 per
cent. of the gross note circulation.

(@) That when the rupee is finally made a subsidiary coin of limited
legal tender, the permanent constitution of the Paper Currency Reserve
would be :—

(i) A minimum of gold and sterling securities equal to 50 per
cent. of the gross circulation.

(i) A minimum of gold which should ordinarily be equal to
30 per cent. of the gross note circulation, but might be reduced
under certain conditions providing for a seasonal expansion of the
currency.

(iii) The remainder should be rupee securities of which not
more than a fixed amount, say 90 crores, should be Government
.securities and the remainder should be bills of exchange or other
self-liquidating securities.

~  (N.B.—The constitution of the Paper Currency Reserve is considered more
fully in another memorandum.)

On the above assumptions, taking the note issue at 189 5 crores, the figure at
which it stood on the 30th September, 1925, the amount of gold and sterling
securities required for the Paper Currency Reserve would be—

(i) During stage (I)=—Gold and sterling securities 56 9 crores

(i1) Eventually—Gold 56 9
Sterling 37-9.



APPENDIX ). 47

On the 30th September, 1925, 297 crores of gold and 80 crores of sterling

securities were held in the Paper Currency Reserve and the Gold Standard
Reserve.

N.B.—The amount of sterling reserves will probably increase considerably
during the next few months, but this possibility is not taken into account.

12. Method of Meeting the Demand for Gold—On the introduction of
stage (I), no demand on Government for gold to replace currency in circulation
could be made as gold currency would not be available, and the drain on the
Government reserves would arise only from the substitution of gold for rupees
already in hoards, and the demand for gold for fresh hoards and for industrial
purposes. Gold for these purposes is now being supplied by the private imports
of gold at approximately the same price as it would be obtainable from Govern-
ment, and the only new factor affecting the extent of this demand would be the
psychological effect of the declared intention of Government to reduce the rupee
to the level of a subsidiary coin in bringing out additional hoards of rupees for
conversion into gold bullion. Apart from the large hoards of rupees held by
Indian States, the conversion of which it should be possible to postpone by special
arrangements, comparatively few hoards would be large enough to buy the
minimum quantity of gold sold by Government, even if it were convenient for
the holders to present their rupees in Bombay, and practically all the demand for
gold would continue to be met through the bullion merchant as it is at present.
The bullion merchant, however, would obtain his gold from Government instead
of importing it. The immediate effect, therefore, of the introduction of stage
(T) would be that Government would have to supply to the bullion market the
gold imported under present conditions and the gold required to convert addi-
tional hoards of rupees brought out for conversion. These hoards would not all
be brought out suddenly, but the bullion merchants all over the country would
probably lay in considerable stocks of gold in anticipation of the increased
demand. Thus, there would probably be a first rush on the reserves of Govern-
ment equal to the amount of the stocks the bullion merchants were prepared
to hold plus the small amount of rupees presented direct from hoards. As the
holding of stocks is expensive, and it would be possible to obtain further supplies
quickly, the aggregate amount of the first demand would not be very large and a
stock of 50 crores of gold in Bombay would almost certainly be sufficient.

13. As soon as the obligation to buy and sell gold was undertaken, it would
be unnecessary for Government to enter the exchange market, except for the
Eurpose of remitting the Home charges, as exchange would automatically be

ept within the gold points by the movements of gold. Assuming that stage (I)
were introduced at a time when there was a considerable balance of trade in
India’s favour, and Government made no remittances at all, but met the Home
charges from the sterling reserves, the rate of exchange would promptly go to the
upper gold point arid the Exchange Banks would have to import gold to cover
their purchases of sterling. The amount of gold imported by them would be
approximately equal to the private imports of gold under the present system
plus the amount of the normal Government remittances. It would not matter
from the point of view of the drain on the Government reserves whether this
gold imported by the Exchange Banks were sold to Government or to the bullion
merchants. In either case the net result would be that the private imports of
gold would, shortly after the introduction of the new system, be at least as large
as under the present system, and could be increased to the extent of the normal
Government remittances, by Government meeting its sterling expenditure from
its sterling reserves. Taking the sterling expenditure as £35 millions, or 46
crores, annually, and neglecting remittance by Government in excess of the
sterling expenditure, Government could force an increase in the private imports
of gold of approximately 46 crores annually. After the first rush, it is unlikely
that the increase in the demand for gold would exceed or even reach this figure
and the Government gold reserves would probably remain intact and might
increase. The sterling reserves, however, would be used up in meeting the
Home charges.

14. Proceeding on the assumptions in paragraph 11 above, the amount of
gold and sterling available from the present reserves would be (109-7—56'9)
528 crores, of which 297 crores would be gold. It seems probable, therefore,
that it would be possible to provide the gold necessary for the introduction of
stage (I) by converting about 20 crores, or £15 millions, of the sterling reserves
into gold to meet the first demand. The gold and sterling reserves available for



48 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE :

the redemption of rupees would then be practically exhausted, and it would be
necessary to meet the drain on the sterling reserves mentioned in the last sentence
of paragraph 13 by obtaining external credits, except in so far as it would be
possible to obtain sterling by selling silver. Assuming that the sale of silver were
spread over ten years, the annual receipts on this account would be 10 crores,
or £7 5 millions.

15 The period which would elapse between the introduction of stages (I)
and (IT) would depend on the extent to which the Government gold and sterling
reserves, were depleted by the introduction of stage (I), but stage (II) would be
entered hpon as soon as the Government reserves of gold had accumulated to an
extent sufficient to enable gold coin to be put into circulation and to enable the
supply of such coin to be kept up continuously. During this stage it would be
possible to regulate the drain on the gold reserves, and no special measures for
supporting these reserves in order to meet a temporary rush for gold would be
required. A supply of 10 crores worth of gold per annum would be obtained
by the sale of silver, but this might not be sufficient to meet the demand without
unduly depleting the Paper Currency Reserve, and it might become necessary
to supplement the supply by external borrowing

16. Assuming that during stage (II) gold currency had been made freely
available, the introduction of stage (III) would not lead to any great increase
in the demand for gold coin. The public would for some time have been able to
obtain gold coin in exchange for rupees, and the fact that an obligation was
imposed to give an exchange which had already been given in practice for some
time would probably make little difference in the demand.

17. Before the introduction of stage (IV), Government would have to
notify some time in advance their intention to declare the rupee limited legal
tender, and in fairness to the less advanced sections of the public the notifica-
tion would have to be published as widely as possible throughout the country.
The publication of this notification would probably bring out a few more rupees
from hoards, but the additional demand for gold would not come with a rush and
would probably not be very large, as the greater part of the hoards of rupees
would have been replaced by gold during the earlier stages.

18. Total Amount of Gold Required.—As the demand for gold during the
various stages after stage (I) would be spread over a considerable period and
would probably not be large at any given time, it is unnecessary to attempt an
estimate of the amount of gold required at each stage. It is necessary, however,
to attempt to obtain an idea of the total amount of gold required. Proceeding
on the assumptions in para. 11, the amount of gold required would be the gold
equivalent of the 110 crores of rupees converted by the public plus 27-2 crores,
the difference between the amount of gold in the Paper Qurrency Reserve as
finally constituted and the amount of gold at present held in the Paper Currency
Reserve, i.e., 1372 crores, or about £103 millions. Of this amount probably
£15 millions would be required at the time of the initiation of stage (I), a further
£35 millions within a year, and the remainder over a period of 10 years. This
large drain of gold to India, in addition to imports on the present scale, might,
if it were not regulated seriously affect gold prices, and it would probably be
necessary to enter into arrangements with the Bank of England and the Federal
Reserve Bank of the U.S.A. in order to reduce the disturbance in world prices
to a minimum.

19. Effect on Silver Market—The disturbance in the silver market which
would be caused by the sale of silver equal in amount to the world production of
nearly three years also requires very serious consideration (the amount of fine
silver in 200 crores of rupees is 687,500,000 fine ounces, while the world’s
production of silver in 1923 was 242,418,410 fine ounces). It would be necessary
to spread the sales over a long period, not only with a view to obtaining a better
price but also with the object of diminishing the disturbance in countries having
a silver standard currency and the adverse effect on the prosperity of the silver
mining industry throughout the world. If the sales of silver were spread, as
proposed, over a period of ten years, the amount of the annual sales would be
approximately equal to the average net import of silver in recent years. It would
be worth considering whether the import duty of 4 annas an ounce (with no
corresponding drawback) should not be reimposed. This would have the effect of
reducing the loss involved in the sale of silver.
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20. Cost of Introducing Gold Standard.—Finally, there is the question of
the cost of the scheme which may be dealt with under tﬁe following heads :—
(a) The net cost of converting silver rupees into gold.—The real assets
held in the Government reserves at present are :—

Crores.
Gold and sterling securities in the Paper Currency
Reserve ... . . 564
Sterling securities in the Gold Standard Reserve ... ) 533
Value of silver in the Paper Currency Reserve (at 24 pence
per standard ounce) ... . . .. 45
Total ... 1547

Assuming that 90 crores of Government rupee securities would be

held in the reserve as finally constituted, 995 crores of the above assets
would be used for the new reserve, leaving 552 crores available for the cost
of redemption of 110 crores of rupees presented by the public. The real
assets in the reserve, therefore, are just sufficient to cover the actual
cash cost, but Government would have to issue about 33 crores of
securities to the Paper Currency Reserve or create a book debt of this
amount. The final recurring cost would be the difference between the
interest now received on sterling securities in the Paper Currency Reserve
and the Gold Standard Reserve and the interest which would be received
on the sterling securities in the reserve as finally constituted, i.e., the
interest on (80-42 6) = 374 crores, which at 3 per cent. amounts to 112 lakhs
per annum.
* (b) The cost during the transition period.—During the transition
period a part of the Government assets would be locked up in silver, the
gold value of which could not be realised immediately owing to the necessity
of spreading the sale of surplus silver over a period of years. On the other
hand, on the assumption made in paragraph 11 (c) it would be unnecessary
for Government to hold more gold and gold securities in the reserves than
would be necessary to meet a sudden large demand. The loss involved in
holding a large store of rupees would thus to some extent be met by draw-
ing on the present reserves of gold and gold securities at the inception of
the scheme and replacing the amount required to make up the reserve as
finally constituted at a later stage from the gold assets obtained from the
sale of silver. In paragraph 14 it is estimated that it would be necessary
to convert 20 crores of gold securities into gold before the introduction of
stage I. Initially, therefore, there would be a loss of interest on 20 crores
of gold securities which at 3 per cent. amounts to 60 lakhs per annum.
Assuming that the whole of the stock of gold would be used on the intro-
duction of stage I and that Government would have to hold a stock of
10 crores of gold continuously during the transition period, a further
10 crores of gold securities would have to be converted into gold shortly
after the introduction of the scheme, involving a further loss of interest
of 30 lakhs. The loss of interest throughout the transition period would
thus be 90 lakhs per annum. In paragraph 14 it has been stated that 52-8
crores of gold or gold securities would be available from the present reserves
for redeeming silver rupees presented by the public, and it is estimated
that the amount of rupees presented for conversion into gold on the
introduction of stage I would not exceed this figure. Thereafter, external
credits would have to be obtained, the amount of which would depend on the
amount of silver converted by the public less the amount realised by the
sale of silver. It seems unlikely that the maximum amount of the external
credit would exceed 30 crores, and by the end of five years the external
credit would probably have been repaid completely from the proceeds of
the sale of silver. Assuming that the average amount of the external credit
would be 15 crores, the average recurring cost at 5 per cent. would be
75 lakhs. During the first five years, therefore, the average recurring cost
would be 90 + 75 = 165 lakhs. Thereafter, the annual cost would depend
on the extent to which the gold held in the reserve was increased. It would
be possible to keep the cost down to 90 lakhs per annum by limiting the
increase in the reserve of gold to the amount realised by the sale of silver
in the reserve, i e., 10 crores per annum, but it would probably be advisable
to convert the excess gold securities into gold gradually. If this were done.
the annual cost during the second five years would gradually rise from
90 lakhs to 112 lakhs, the final recurring cost.



50 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE :

21. Nature of the Gold Coin.—A subsidiary question for consideration is the
nature of the gold coin to be introduced. From the point of view of the working
of the system 1t is of little importance whether the sovereign or a new distinctive
coin representing so many rupees be adopted, and the question can be decided
wainly on grounds of expediency, due deference being paid to Indian opinion.
The main arguments in favour of the sovereign are (to quote the report of the
Babington Smith Currency Committee) that *‘ it will be more advantageous to
India to continue to use the form of gold currency to which she has been accus-
tomed and which, on account of its wide circulation, is a universally recognised
mediym for the settlement of external obligations.”

The arguments in favour of a distinct gold coin for India are as follows : —

(a) The coinage of a distinct coin could be undertaken by the Govern-
ment of India at their own Mint, whereas the coinage of the sovereign in
India would necessitate the establishment of a Branch of the Royal Mint
in India with all its incidental disadvantages.

(b) The putting of the sovereign into circulation almost necessarily
implhies that the rate of exchange would be fixed so that there would be an
even number of rupees to a sovercign, whereas the rate of exchange is
immaterial if India has a separate gold coin.

(c) The balance of Indian opinion on the subject is probably in favour
of a separate gold coin.

(d) At first, at any rate, a separate gold coin would probably not be
used to such a large extent as the sovereign for ornaments and hoarding.

Tt is submitted that the balance of advantage appears to be decidedly on the
side of a separate gold coin for India. If so, the coin might be of the same fine-
ness as the sovereign, and it is suggested that its denomination might be Rs. 20,
as a smaller coin than this would be subject to very rapid wastage from wear and
tear. (If exchange were fixed at 1s. 6d. the new coin would then be the equivalent
of £1 10s). If the decision be in favour of a distinct Indian gold coin, it would
probably be advisable to take away the legal tender character of the sovereign
This could be done without notice, as an opportunity was given in 1920 to holders
of sovereigns to exchange them into rupees at Rs. 15 to the sovereign, and the
new legal tender ratio of Rs. 10 to the sovereign has never been effective. If such
action were taken, it would probably be advisable to modify the obligation to be
imposed on Government at stage (I) (vide paragraph 10 (I) above) so as to enable
Government to give at their option instead of gold bars of 400 ounces troy
sovereigns containing an equivalent amount of gold. This modification of the
obligation would enable Government to use its present store of sovereigns,
amounting to nearly £174 millions, without the expense of melting and refining,
and would also enable the public to obtain gold in a form which is very popular.

22. Conclusion—The conclusions arrived at may be summarised as
follows :—

(@) The only way to remedy completely the defects in the pre-war
currency and exchange system within a reasonable period is by the intro-
duction of a gold standard with gold coin and notes as the only forms of full
legal tender currency, such a system being regarded as a stage on the road
to a more perfect system in which notes would in practice, at any rate, be
the main form of unlimited legal tender.

(b) It is possible to introduce such a system by stages, extending over
a period of about ten years.

_(¢) The recurring cost to India would be about Rs. 165 lakhs per annum
during the first five years, and about 112 lakhs per annum thereafter.

. (@) The drain of gold to India and the sale of large quantities of silver
might have serious world consequences, which would inevitably react on

India, but it would probably be possible to avoid serious world disturbance
by suitable arrangements.
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APPENDIX 6.

Memorandum on ‘¢ Transfer of the Management of the Paper Currency to the
Imperial Bank of India ” submitted by Mr. H. Denning, I.C.S., Controller
of the Currency.

1. Introductory.—This wecmorandum represents the result of discussions
Letween Sir Basil Blackett, Mr. McWatters, and myself, and is not put forward
as an expression of the views of the Government of India. It attempts to bring
together all the main points which will arise in considering the question of the
transfer of the management of the Paper Currency to the Imperial Bank of
India, except the nature and extent of the Government control over the Bank
and the adequacy of the Bank’s capital. In writing it, the material recorded in
the papers of the Royal Commission on Indian Finance and Currency, 1913-14,
regarding the establishment of a Central Bank, has been drawn upon freely.

2. India is practically alone among the great trading countries of the world
in possessing a system by which Government is directly responsible for the
control of the note issue and other important banking business. Until 1921, there
was no Central Bank to which the banking business of Government could be
entrusted, but the amalgamation of the three Presidency Banks into the Imperial
Bank of India has opened the way for India to follow the example of other
countries.

3. Advantages of management of Note-Issue by Imperial Bank.—The chief
advantages to be derived from the management of the note-issue by the Imperial
Bank of India are as follows :—

(@) As the currency and banking reserves would be under the control
of the same authority, the money market could be regulated more effectively,
and, in particular, the wide fluctuations in money rates due to the seasonal
demand. for currency could be moderated.

(b) The responsibility of Government officials for banking business
would be greatly reduced.

(¢) Though Government would necessarily retain a measure of control
of policy, the day-to-day management of the monetary resources of the
country would be conducted more closely in accordance with commercial
requirements.

4. Euxtent of Bank’s Control over the Paper Currency Reserve.—In order
that these advantages may be derived the Imperial Bank must clearly be given full
control within statutory limits of the note 1ssue and of the reserves maintained
to back it. If the Imperial Bank were to manage the note-issue merely as the
agents of Government without any real control over the Paper Currency Reserve,
the result would probably be an increase in the cost of administration without any
corresponding advantage. Full control of the note-issue and of the Paper
Currency Reserve necessarily involves the substitution of bank notes for Govern-
ment currency notes, as Government could hardly agree to the issue by the Bank
of Government promissory notes payable on demand unless they retained control
of the reserve maintained to pay them. There is little reason to apprehend that
the substitution of bank notes for Government currency notes would affect
appreciably the popularity of paper money. The educated portion of the popula-
tion would know that the *‘ promise to pay ’ of the Imperial Bank was practically
1s good as the ‘‘ promise to pay ’’ of Government, while the uneducated portion
of the population, if they appreciated the change in the legend on the note, would
be quite willing to accept bank notes, as the general idea among them is that the
Imperial Bank is a Government bank. Moreover, the substitution of bank notes
for Government currency notes would be gradual and any doubts which might
arise at the start would be resolved in the process of substitution.

5. Transfer to Bank of Responsibility for Maintenance of Ezchange Value
of the Rupee.—The conclusion that the Imperial Bank should have full control of
the Paper Currency Reserve leads to a consideration of other banking functions
at present exercised by the Government of India, viz. :—

(@) The maintenance of the exchange value of the rupee by the sale
of Councils or purchase of sterling and by the sale of Reserve councils, and
the management of the Gold Standard Reserve.

(b) The remittance of money to London to meet their sterling obliga-
tions by direct operations on the exchange market.

56596 D2
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These functions necessarily overlap one another, and the function of manag-
ing the note-issue. Government’s ability to control exchange is largely due to
the magnitude of their sterling purchases to meet their sterling obligations. The
constitution of the Paper Currency Reserve from time to time is dependent on
the exchange operations of Government, and the amount of the note circulation
is regulated with a view not only to the monetary requirements of the country,
but also to the maintenance of the exchange value of the rupee and to the remit-
tance of money to London to meet the Government’s sterling obligations

6, If, therefore, the Imperial Bank is to be given control of the note-issue
and the Paper Currency Reserve, it must take, at any rate, a part of the respon-
sibility for the maintenance of exchange and for the remittance to London of the
sterling requirements of Government. In another memorandum the difficulties
of constituting a single Currency Reserve under a Gold Exchange Standard
system have been discussed, and the conclusion has been reached that it wopld be
necessary for Government to maintain a separate reserve for the redemption of
silver rupees, but that there would be no difficulty in constituting a single Bank
reserve if the full legal tender character of the rupee were taken away. The
»xtent of the Bank’s responsibility would, therefore, depend on the currency and
exchange system adopted. An attempt is made in the following paragraphs to
outline possible schemes showing the responsibilities which the Bank might
undertake, and the constitution of its reserve :—

(e) With a gold exchange standard.

(b) With a gold standard under which gold coin and notes would be
the only forms of unlimited legal tender currency.

7. A Gold Ezchange Standard with an Imperial Bank of India Note-Issue.
—A gold coin in circulation is not a necessary feature of a gold exchange standard,
but it is assumed that the recommendations of the Babington-Smith Currency
Committee that a gold coin should be put into circulation will be accepted. (The
nature of the gold coin to be adopted is dealt with in another memorandum.)
With this assumption, a possible system appears to be the following :—

(A) Gold coin, bank notes and silver rupees should be unlimited legal
tender.

(B) Government should be under a statutory obligation to give gold

coin in exchange for gold bullion at any time on payment of a seigniorage
to cover minting charges.

(C) The Imperial Bank should be under a statutory obligation to buy

gold bullion in the same way as the Bank of England and at a price fixed
on a similar basis.

(D) All bank notes should be payable on demand in rupees, and bank
notes of the denomination of Rs. 10,000 should be payable on demand in
rupees or in foreign exchange at the option of the presenter, provided that,
if payment were demanded in foreign exchange, the Bank might make a
charge not greater than the cost of transporting gold to the foreign country
on which exchange was demanded  Foreign exchange would be defined
as transfers at the par of exchange on London or on prescribed forei
banks in countries outside Great Britain, and the Governor-General in
Council should be authorised to prescribe by notification from time to time
the foreign banks on which transfers would be issued, subject to the con-
dition that at least one such foreign bank situated in a country having a
gold standard currency must be so prescribed.

N.B—The Bank might be given the option of substituting gold coin
for silver rupees.

_ (E) The Imperial Bank should be under a statutory obligation to give
silver rupees or notes on demand in exchange for gold coin.

(_F ) As in the Bank of England, the note-issue departments and the
banking departments of the Imperial Bank should be kept separate and
the reserve to be held against the note-issue should be regulated by statute
as follows :—

(@) The invested portion of the reserve should ordinarily be
limited to 50 per cent. of the gross circulation, but the Bank should
have the right of increasing the invested portion to 70 per cent. on

payment of a tax to Government at the rate of 6 per cent. on any
excess over 50 per cent,
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(b) Of the securities to be held in Reserve, not more than one-
half should be rupee securities. These securities might be either
Government of India securities or internal bills of exchange having
a currency of not more than three months, or other self-liquidating
securities, but the amount of the Government of India securities
should not exceed 40 crores.

(¢) The remainder of the securities should be in the form of
short-term British or Colonial Government securities, or securities,
of the Government of any country in which a foreign bank notified
by the Governor-General in Council in accordance with (D) above
is situated, or trade bills drawn in India in sterling and having